THE PRESIDENT’S FRAMEWORK FOR MEDICARE:
HOW IT WORKS IN THE BUDGET, DRAFT: April 14, 1999

The President’s framework ensures that we protect and extend the solvency of Social Security
and Medicare before taking on new obligations. The framework would lock in our commitment
to debt reduction and guarantee the benefits of debt reduction for Social Security and Medicare.

* President’s Commitment to Addressing Medicare’s Long-Term Solvency: The President
has an unparalleled record of strengthening and improving Medicare. When he took office,
the Medicare Hospital Insurance (HI) Trust Fund was projected to be bankrupt this year --
1999. Today, the Trust Fund is projected to be solvent through 2015 and its growth rate per
beneficiary is below that of private health spending. However, Medicare’s Trust Fund will
become insolvent about 20 years earlier than Social Security and just as the baby boom
generation starts to retire. Even with reforms that substantially slow cost growth, the
revenues coming to the Medicare Trust Fund will not support this larger number of
beneficiaries. As such, the President has proposed a framework for dedicating part of the
surplus to Medicare. This will be combined with a plan to modernize the program, make it
more efficient and competitive, and add a long-overdue prescription drug benefit.

* A Time-Tested Use of Funds: The President’s framework would extend the solvency of the
Medicare Trust Fund by another decade by adding new financial resources -- about $690
billion over the next 15 years. These bonds will guarantee that Medicare will get the benefits
from the fiscal improvement that debt reduction and lower net interest costs will bring about.

« Lower Interest Costs: By reducing debt held by the public, the framework would
dramatically reduce the amount of net interest that the government would have to pay to
service debt in the future. This reduction in net interest costs will help free up the resources
to allow the government to meet its existing Social Security and Medicare commitments.

* A Stable Share of the Economy: Social Security and The Sum of Social Security,
Medicare costs are projected to rise in the future, but the Medicare, and Net Interest
reduction in net interest costs resulting from the Payments as a Share of GDP
President’s framework for Social Security and Medicare
will offset those rising program costs. As a result, under Year  Share of GDP
the President’s framework, the sum of Social Security, 1999 9.4 %
Medicare, and net interest costs will remain the same (or 2010 8.2%

2020 9.1 %
smaller) share of the economy for decades to come:

e Additional Benefits to the Economy: These results flow from the simple benefits of
carrying less debt. They do not depend on improvement in the economy, even though most
economists project that a significant improvement will result from reduced federal
government borrowing. As the government borrows less (that is, reduces its demand for
credit), interest rates (the price of credit) should come down, making private sector
investment more economical, and increasing economic growth, yielding a fiscal dividend of
increased budget surpluses in addition to the effects of declining net interest costs.



HOW THE PRESIDENT’S FRAMEWORK FOR MEDICARE WOULD WORK

Budget surpluses would be used to reduce the debt held by the public. The Medicare Trust Fund
would receive bonds that would extend its solvency. And new safeguards would protect these
funds from being used for other purposes. Here is how the President’s framework would work
step by step:

* Step 1 -- Reduce the Debt: The Treasury would use 15 percent of the budget surpluses we
now project to pay down $686 billion in publicly held debt over the next 15 years, reducing
the government’s demands on the credit market.

» Step 2 -- Extend Medicare Solvency: The Treasury would then convey to the Medicare
Trust Fund additional special purpose bonds (above and beyond the amount called for under
current law), thus extending the solvency of the Medicare Trust Fund roughly a decade (as
certified by Medicare’s independent career actuaries).

+ Step 3 -- Lock-Box Protections: Legally binding procedures -- a Social Security and
Medicare Lock Box -- would prevent the government from using these funds for'any other

purpose.

Like a Thrifty Family: The President’s framework is like a family that pays off credit card debt
now so that they will not have monthly bills to pay later. When its children get ready for college,
the family can take the money that they would have been spending each month on the credit
cards and use it to help with college. In contrast, the Republican budget, with its expanding tax
cuts, is like a family that goes on a spending spree on credit that comes due just when their
children reach college age.



WHAT WOULD HAPPEN IF THE SURPLUS IS USED FOR A
TAX CUT RATHER THAN FOR MEDICARE

Without the President’s framework, Medicare would have to rely on unrealistic
provider payment reductions, beneficiary payment increases and/or tax increases to
extend the life of the Trust Fund.

The Republican Budget Neglects Medicare: The Republican budget fails to extend the life
of Medicare by one day, fails to set aside even one penny of the surplus to strengthen
Medicare, fails to guarantee any specific allocation for Medicare, and fails to make a rock-
solid commitment to debt reduction. While it ignores Medicare, the Republican budget also
fails to strengthen and extend the life of the Social Security Trust Fund; undermines key
investments in our children, the environment, and law enforcement -- forcing cuts of 10
percent in 2000 and more than 20 percent in 2004; and chooses instead large tax breaks
targeted to the wealthy.

Using the surplus for tax cuts would have the following effects:

- Effect#1: It would create permanent and growing federal government
obligations.
- Effect #2: It would allow federal debt and interest costs to continue at high levels.

- Effect #3: It would yield no extension of the life of the Medicare Trust Fund.



MYTHS ABOUT THE PRESIDENT’S MEDICARE FRAMEWORK
MYTH: The President’s framework increases the future obligations of the government.

FACT: We already have a commitment to pay benefits to current workers when they retire. The
President’s framework does not increase these benefits. Instead, it pays down debt and frees up
resources so that we can better meet our existing obligations.

MYTH: By providing additional funds to the Medicare Trust Fund, the framework creates a
commitment to pay benefits after 2015.

FACT: We now have both the commitment and the fiscal resources to pay benefits through
2015; after that we have resources to pay part of the benefits for many years to come. The
President’s framework provides the additional resources to pay benefits for roughly another
decade after that.

MYTH: The bonds in the Medicare Trust Fund will be merely IOUs, just an unenforceable
paper promise.

FACT: Treasury bonds convey the soundest promise in the world -- the full faith and credit of
the United States. The federal government has never failed to honor Treasury bonds. One can
imagine no better guarantee of paying a debt. As well, the framework creates the fiscal
soundness and additional resources that will help make it easier to honor those obligations when
they come due.

MYTH: The President’s framework will have no effect on the unified budget surpluses or the
on-budget surpluses and therefore have no effect on the debt held by the public.

FACT: The President’s framework would lock in $686 billion from the unified surplus for debt
reduction that, under the Republican plan, would go for tax cuts, not debt reduction or Medicare.
Merrill Lynch praised the President’s overall strategy: “Allocating a portion of the budget
surpluses to debt reduction, as the President proposes, is a conservative strategy that makes
sense. Reduced debt will result in increased national savings, lower interest rates, and stronger

long-term economic growth than would otherwise be the case.” (Merrill Lynch, February 10,
1999).

MYTH: Because the President’s framework gives a dollar in bonds to the Trust Fund for every
dollar of debt reduction, it does not really pay down the total government debt.

FACT: The President’s framework pays down debt held by the public exactly as much as
paying down the debt without crediting the trust fund. Thus, it creates the same economic



benefits of lower net interest payments, higher savings, higher incomes, and additional revenue.
The difference is that the President’s framework guarantees Social Security and Medicare the
benefits of debt reduction. The President believes we must meet our existing commitments to
these programs before we think of allocating the benefits of debt reduction to other purposes.

MYTH: The money devoted to Medicare is already committed to the Social Security Trust
Fund.

FACT: The money devoted to Medicare is in addition to the funds devoted to Social Security.
Over the next 15 years, the President’s framework devotes to Social Security an amount
equivalent to the Social Security surplus over that period. By 2014, the President’s framework
would just about double the balances that the Social Security Trust Funds would have under
current law. The 15 percent that the framework devotes to Medicare represents funds in addition
to those.

MYTH: The President’s framework does not devote 15 percent of the budget surpluses to the
Medicare program, as the federal budget process does not provide a mechanism for setting aside
current surpluses for future obligations.

FACT: We propose changes in the budget rules to lock in the transfer of 15 percent of the
surplus to Medicare. The President’s framework would dedicate $686 billion to debt reduction
and the Medicare Trust Fund. The independent career Medicare actuary -- repeatedly cited by
Republicans in 1995 -- confirmed that this proposal would extend the life of the Trust Fund by
roughly a decade. Paying off debt and reducing future interest costs is a real way to create the
resources we will need to pay Medicare benefits in the future. For example, even in 2020, net
interest savings under the President’s framework will more than offset the anticipated increase in
Social Security and Medicare payments.

MYTH: Transferring IOUs will require raising taxes, cutting benefits, or increased gross debt to
pay for Medicare in the future.

FACT: OMB projects that there will be a surplus well into the middle of the next century even
after making full payment of currently promised Social Security and Medicare benefits. By
paying down the publicly held debt, the President’s framework reduces net interest costs to the
federal government and increases economic growth. Thus, even after using the surplus to pay for
Medicare and Social Security, there will still be a budget surplus. In contrast, if the nation were
to use the surplus for tax cuts and still meet our future obligations to Medicare, then we would be
forced to raise the payroll tax, make tough benefit cuts, or take other difficult measures.
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targeted to the wealthy.
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- Effect #1: It would create permanent and growing federal government
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FACT: We already have a commitment to pay benefits to current workers when they retire. The
President’s framework does not increase these benefits. Instead, it pays down debt and frees up
resources so that we can better meet our existing obligations.

MYTH: By providing additional funds to the Medicare Trust Fund, the framework creates a
commitment to pay benefits after 2015.

- FACT: We now have both the commitment and the fiscal resources to pay benefits through
2015; after that we have resources to pay part of the benefits for many years to come. The
President’s framework provides the additional resources to pay benefits for roughly another
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MYTH: The bonds in the Medicare Trust Fund will be merely IOUs, just an unenforceable
paper promise.

FACT: Treasury bonds convey the soundest promise in the world -- the full faith and credit of
the United States. The federal government has never failed to honor Treasury bonds. One can
imagine no better guarantee of paying a debt. As well, the framework creates the fiscal
soundness and additional resources that will help make it easier to honor those obligations when
they come due.

MYTH: The President’s framework will have no effect on the unified budget surpluses or the
on-budget surpluses and therefore have no effect on the debt held by the public.

FACT: The President’s framework would lock in $686 billion from the unified surplus for debt
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Merrill Lynch praised the President’s overall strategy: “Allocating a portion of the budget
surpluses to debt reduction, as the President proposes, is a conservative strategy that makes
sense. Reduced debt will result in increased national savings, lower interest rates, and stronger

long-term economic growth than would otherwise be the case.” (Merrill Lynch, February 10,
1999).

MYTH: Because the President’s framework gives a dollar in bonds to the Trust Fund for every
dollar of debt reduction, it does not really pay down the total government debt.

FACT: The President’s framework pays down debt held by the public exactly as much as
paying down the debt without crediting the trust fund. Thus, it creates the same economic



benefits of lower net interest payments, higher savings, higher incomes, and additional revenue.
The difference is that the President’s framework guarantees Social Security and Medicare the
benefits of debt reduction. The President believes we must meet our existing commitments to
these programs before we think of allocating the benefits of debt reduction to other purposes.

MYTH: The money devoted to Medicare is already committed to the Social Security Trust
Fund.

FACT: The money devoted to Medicare is in addition to the funds devoted to Social Security.
Over the next 15 years, the President’s framework devotes to Social Security an amount
equivalent to the Social Security surplus over that period. By 2014, the President’s framework
would just about double the balances that the Social Security Trust Funds would have under
current law. The 15 percent that the framework devotes to Medicare represents funds in addition
to those.

MYTH: The President’s framework does not devote 15 percent of the budget surpluses to the
Medicare program, as the federal budget process does not provide a mechanism for setting aside
current surpluses for future obligations.

FACT: We propose changes in the budget rules to lock in the transfer of 15 percent of the
surplus to Medicare. The President’s framework would dedicate $686 billion to debt reduction
and the Medicare Trust Fund. The independent career Medicare actuary -- repeatedly cited by
Republicans in 1995 -- confirmed that this proposal would extend the life of the Trust Fund by
roughly a decade. Paying off debt and reducing future interest costs is a real way to create the
resources we will need to pay Medicare benefits in the future. For example, even in 2020, net
interest savings under the President’s framework will more than offset the anticipated increase in
Social Security and Medicare payments.

MYTH: Transferring IOUs will require raising taxes, cutting benefits, or increased gross debt to
pay for Medicare in the future.

FACT: OMB projects that there will be a surplus well into the middle of the next century even
after making full payment of currently promised Social Security and Medicare benefits. By
paying down the publicly held debt, the President’s framework reduces net interest costs to the
federal government and increases economic growth. Thus, even after using the surplus to pay for
Medicare and Social Security, there will still be a budget surplus. In contrast, if the nation were
to use the surplus for tax cuts and still meet our future obligations to Medicare, then we would be
forced to raise the payroll tax, make tough benefit cuts, or take other difficult measures.
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MYTH: Because the President’s framework gives a dollar in bonds to the Trust Fund for every
dollar of debt reduction, it does not really pay down the total government debt.

FACT: The President’s framework pays down debt held by the public exactly as much as
paying down the debt without crediting the trust fund. Thus, it creates the same economic



benefits of lower net interest payments, higher savings, higher incomes, and additional revenue.
The difference is that the President’s framework guarantees Social Security and Medicare the
benefits of debt reduction. The President believes we must meet our existing commitments to
these programs before we think of allocating the benefits of debt reduction to other purposes.

MYTH: The money devoted to Medicare is already committed to the Social Security Trust
Fund.

FACT: The money devoted to Medicare is in addition to the funds devoted to Social Security.
Over the next 15 years, the President’s framework devotes to Social Security an amount
equivalent to the Social Security surplus over that period. By 2014, the President’s framework
would just about double the balances that the Social Security Trust Funds would have under
current law. The 15 percent that the framework devotes to Medicare represents funds in addition
to those.

MYTH: The President’s framework does not devote 15 percent of the budget surpluses to the
Medicare program, as the federal budget process does not provide a mechanism for setting aside
current surpluses for future obligations.

FACT: We propose changes in the budget rules to lock in the transfer of 15 percent of the
surplus to Medicare. The President’s framework would dedicate $686 billion to debt reduction
and the Medicare Trust Fund. The independent career Medicare actuary -- repeatedly cited by
Republicans in 1995 -- confirmed that this proposal would extend the life of the Trust Fund by
roughly a decade. Paying off debt and reducing future interest costs is a real way to create the
resources we will need to pay Medicare benefits in the future. For example, even in 2020, net
interest savings under the President’s framework will more than offset the anticipated increase in
Social Security and Medicare payments.

MYTH: Transferring IOUs will require raising taxes, cutting benefits, or increased gross debt to
pay for Medicare in the future.

FACT: OMB projects that there will be a surplus well into the middle of the next century even
after making full payment of currently promised Social Security and Medicare benefits. By
paying down the publicly held debt, the President’s framework reduces net interest costs to the
federal government and increases economic growth. Thus, even after using the surplus to pay for
Medicare and Social Security, there will still be a budget surplus. In contrast, if the nation were
to use the surplus for tax cuts and still meet our future obligations to Medicare, then we would be
forced to raise the payroll tax, make tough benefit cuts, or take other difficult measures.
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ISSUES WITH RAISING THE AGE ELIGIBILITY FOR MEDICARE
April 13, 1999

PROPOSAL: The Breaux-Thomas proposal increases the Medicare age eligibility from 65 to
67, one month per year, parallel to Social Security. Some proposals include an unsubsidized
Medicare buy-in proposal, similar to what the President has proposed for certain people ages 55
to 65.

ISSUES:

The availability and affordability of health insurance for people in their early 60s has
not improved -- and in fact has deteriorated. '

- People ages 55 to 65 are the fastest growing group of uninsured. The number of
uninsured ages 55 to 65 increased by nearly 7 percent in 1998 -- as fast as people ages 35
to 45 and faster than all other age groups.

- Fewer have employer-based health insurance. Compared to younger adults, people
approaching retirement are less likely to have employer-sponsored health insurance --
which is the least expensive type of insurance. For example, about 73 percent of people
ages 45 to 55 have employer-based health insurance, but this drops to 64 percent for all
people ages 55 to 65 -- and only 54 percent of 64 year olds. In part, this reflects changes
in employment as workers retire, cut down on hours, or take “bridge” jobs (e.g.,
consulting, new careers), forfeiting health insurance. It also results from younger spouses
losing their health coverage when their older spouses retire and goes on Medicare.

- More are forced to turn to expensive individual insurance or have no options at all.
People ages 55 to 65 are twice as likely as younger people to purchase individual private
health insurance -- despite the fact that, in virtually all states, it is the most expensive and
inaccessible insurance option for older Americans. In 1998, 36 states allowed insurers to
deny people individual insurance outright and many more allow insurers to charge more
for older and/or sicker people.

Different than Social Security because it is more difficult to postpone health care needs
than retirement. Unlike preparation for income security in retirement, illness and disability
are rarely foreseeable. People ages 55 to 65 are twice as likely to experience health problems
such as heart disease, emphysema, heart attack, stroke and cancer than those ages 45 to 55.
The likelihood of developing health problems is even greater at ages 65 and 66. Thus, raising
Medicare’s eligibility age would affect people with the greatest risk of health problems and
lowest probability of finding affordable private health insurance.

Breaux-Thomas proposal does not conform to Social Security. Even under current law,
Social Security provides the option for a partial benefit at age 62. In contrast, the Breaux-
Thomas proposal provides for no such option for people at age 62. Thus, it does not
accurately conform to Social Security policy.
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Raising Medicare’s age eligibility could have serious consequences. Although the Federal
government and Medicare Trust Fund would save from raising Medicare’s eligibility age, it
could create other costs and problems.

Increase the uninsured. Nearly one in ten Medicare

beneficiaries today is either age 65 or 66. In 1998, 16 Health Insurance Coverage:
percent of people age 64 were uninsured. If the 3.7 A"‘e""::‘dfc:ege o4
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health problems and would be unable to access or

afford private individual health insurance.

Cost shift to employers. About half of people age 64 have insurance through their
employers. If Medicare’s eligibility age were raised, these employers would have to
continue coverage if these older people continue to work. Costs would result not only
from covering workers longer, but from higher premiums for all workers since this older
group would raise the average costs of all employees. The few firms that offer retiree
coverage would pay more as well, since their insurance would be the primary source of
coverage, not a wrap-around to Medicare. This could accelerate the trend of dropping
retiree coverage. Finally, the Federal government would lose revenue as employers
deduct additional cost of premiums.

Unfunded mandate to states. State Medicaid programs would incur significant new
costs from raising Medicare’s eligibility age. Not only would states continue to be the
primary payer for the 8 percent of the 64 year olds on Medicaid who turn 65, but
Medicaid would become primary payer for the additional elderly who become eligible for
Supplemental Security Income (SSI) at age 65.

No viable policy has been offered to prevent the elderly uninsured from increasing.

Medicare buy-in cannot replace Medicare. Some proponents of raising the age
eligibility of Medicare have suggested that the President’s Medicare buy-in proposal as a
health insurance alternative for people ages 66 and 67. It is true that, relative to the
coverage options facing people ages 55 to 65, it is an affordable, attractive option, even
without a subsidy. However, it is not designed to be a substitute for Medicare.
According to the Congressional Budget Office, about 9 percent of the uninsured and 5
percent of the total eligible population ages 62 to 65 would participate in the buy-in. If
similar take-up rates occurred in the 65 to 66 year old population, only a small number of
those who would lose Medicare would opt for coverage through the buy-in.

Costs of subsidies for buy-in would reduce savings. The Medicare buy-in proposal
could be subsidized to encourage low-income people to participate. However, since
about over half of people ages 65 and 66 have income below 300 percent of poverty
(about $27,000 for a single), the cost of subsidies would be high, lowering savings.
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Issue: About 30 percent of Medicare spending and 35 percent of Medicaid spending is Lf‘-\
attributable to beneficiaries who are fully eligible for Medicare and Medicaid (check). ot w(( P
These beneficiaries typically have low income and greater health care needs. The cost of .
and management of their care, however, is split between Medicare and Medicaid. This

can result not only in conflicting incentives, as providers seek the better payer, but care

that is not in the best interest of the beneficiary.

Policy: A number of policies would be enacted to improve the coordination of care for
dual eligibles. These policies are primarily intended to assure that beneficiaries’ services
are not adversely affected by the different programmatic funding. They include:

¢ Timely notification of enrollment and disenrollment of dual eligibles in
Medicaid. Today, a provider only knows that a beneficiary is a dual eligible if they
beneficiary has both a Medicare and Medicaid card. There is no central way for
Medicare to know that the beneficiary is dually eligible. This lack of information
impedes effective management of Medicare services. Under this policy, states would
be required to notify Medicare of enrollment and disenrollment of beneficiaries in
Medicaid in a timefly fashion. This information will be kept in the beneficiary’s file
to ensure that Medicare providers are aware of this status.

¢ Single managed care plans for dual eligibles: Beneficiaries identified as dual
eligibles could not be enrolled in a mandatory Medicaid managed care plan if that
plan is different than the Medicare managed care plan that the beneficiary has
chosen. Although rare, this situation occurs under current law and leads to strong
incentives for the Medicare plan to shift cost to the Medicaid managed care plan,
and vice versa. Additionally, states could not limit their cost sharing protections for
poor beneficiaries (qualified Medicare beneficiaries or QMBs) to providers in the
Medicaid managed care plan.

e New state waiver option to coordinate care: States would be given a new option to
encourage them to work with Medicare to coordinate care and costs. This waiver,
similar to 1915( ¢) authority, would allow states to apply for a budget-neutral,
substate waiver to assign a physician care coordinator to all eligible dual eligibles in
the area. These coordinators, who also must also be Medicare participating providers,
would receive an extra Medicare payment to monitor all Medicare and Medicaid
service use. Budget neutrality would be calculated on a combined Medicare-
Medicaid per capita basis, but the Medicare payment would be limited to the risk-
adjusted managed care payment, discounted for the costs of the care coordinator.
Any savings that occur within the combined amount would be returned to the
beneficiary in the form of extra benefits — either for Medicaid or Medicare services.

This waiver option would be limited to 5 years and would be extended only if
evaluators suggest that it has been effective at reduce costs and coordinating care.




ISSUES WITH RAISING THE AGE ELIGIBILITY FOR MEDICARE
April 13, 1999

PROPOSAL: The Breaux-Thomas proposal increases the Medicare age eligibility from 65 to
67, one month per year, parallel to Social Security. Some proposals include an unsubsidized
Medicare buy-in proposal, similar to what the President has proposed for certain people ages 55
to 65.

ISSUES:

e The availability and affordability of health insurance for people in their early 60s has
not improved -- and in fact has deteriorated. '

- People ages 55 to 65 are the fastest growing group of uninsured. The number of
uninsured ages 55 to 65 increased by nearly 7 percent in 1998 -- as fast as people ages 35
to 45 and faster than all other age groups.

- Fewer have employer-based health insurance. Compared to younger adults, people
approaching retirement are less likely to have employer-sponsored health insurance --
which is the least expensive type of insurance. For example, about 73 percent of people
ages 45 to 55 have employer-based health insurance, but this drops to 64 percent for all
people ages 55 to 65 -- and only 54 percent of 64 year olds. In part, this reflects changes
in employment as workers retire, cut down on hours, or take “bridge” jobs (e.g.,
consulting, new careers), forfeiting health insurance. It also results from younger spouses
losing their health coverage when their older spouses retire and goes on Medicare.

- More are forced to turn to expensive individual insurance or have no options at all.
People ages 55 to 65 are twice as likely as younger people to purchase individual private
health insurance -- despite the fact that, in virtually all states, it is the most expensive and
inaccessible insurance option for older Americans. In 1998, 36 states allowed insurers to
deny people individual insurance outright and many more allow insurers to charge more
for older and/or sicker people.

+ Different than Social Security because it is more difficult to postpone health care needs
than retirement. Unlike preparation for income security in retirement, illness and disability
are rarely foreseeable. People ages 55 to 65 are twice as likely to experience health problems
such as heart disease, emphysema, heart attack, stroke and cancer than those ages 45 to 55.
The likelihood of developing health problems is even greater at ages 65 and 66. Thus, raising
Medicare’s eligibility age would affect people with the greatest risk of health problems and
lowest probability of finding affordable private health insurance.

« Breaux-Thomas proposal does not conform to Social Security. Even under current law,
Social Security provides the option for a partial benefit at age 62. In contrast, the Breaux-
Thomas proposal provides for no such option for people at age 62. Thus, it does not
accurately conform to Social Security policy.



* Raising Medicare’s age eligibility could have serious consequences. Although the Federal
government and Medicare Trust Fund would save from raising Medicare’s eligibility age, it
could create other costs and problems.
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health problems and would be unable to access or

afford private individual health insurance.

- Cost shift to employers. About half of people age 64 have insurance through their
employers. If Medicare’s eligibility age were raised, these employers would have to
continue coverage if these older people continue to work. Costs would result not only
from covering workers longer, but from higher premiums for all workers since this older
group would raise the average costs of all employees. The few firms that offer retiree
coverage would pay more as well, since their insurance would be the primary source of
coverage, not a wrap-around to Medicare. This could accelerate the trend of dropping
retiree coverage. Finally, the Federal government would lose revenue as employers
deduct additional cost of premiums.

- Unfunded mandate to states. State Medicaid programs would incur significant new
costs from raising Medicare’s eligibility age. Not only would states continue to be the
primary payer for the 8 percent of the 64 year olds on Medicaid who turn 65, but
Medicaid would become primary payer for the additional elderly who become eligible for
Supplemental Security Income (SSI) at age 65.

» No viable policy has been offered to prevent the elderly uninsured from increasing.

- Medicare buy-in cannot replace Medicare. Some proponents of raising the age
eligibility of Medicare have suggested that the President’s Medicare buy-in proposal as a
health insurance alternative for people ages 66 and 67. It is true that, relative to the
coverage options facing people ages 55 to 65, it is an affordable, attractive option, even
without a subsidy. However, it is not designed to be a substitute for Medicare.
According to the Congressional Budget Office, about 9 percent of the uninsured and 5
percent of the total eligible population ages 62 to 65 would participate in the buy-in. If
similar take-up rates occurred in the 65 to 66 year old population, only a small number of
those who would lose Medicare would opt for coverage through the buy-in.

- Costs of subsidies for buy-in would reduce savings. The Medicare buy-in proposal
could be subsidized to encourage low-income people to participate. However, since
about over half of people ages 65 and 66 have income below 300 percent of poverty
(about $27,000 for a single), the cost of subsidies would be high, lowering savings.
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afford private individual health insurance.

Cost shift to employers. About half of people age 64 have insurance through their
employers. If Medicare’s eligibility age were raised, these employers would have to
continue coverage if these older people continue to work. Costs would result not only
from covering workers longer, but from higher premiums for all workers since this older
group would raise the average costs of all employees. The few firms that offer retiree
coverage would pay more as well, since their insurance would be the primary source of
coverage, not a wrap-around to Medicare. This could accelerate the trend of dropping
retiree coverage. Finally, the Federal government would lose revenue as employers
deduct additional cost of premiums.

Unfunded mandate to states. State Medicaid programs would incur significant new
costs from raising Medicare’s eligibility age. Not only would states continue to be the
primary payer for the 8 percent of the 64 year olds on Medicaid who turn 65, but
Medicaid would become primary payer for the additional elderly who become eligible for
Supplemental Security Income (SSI) at age 65.

No viable policy has been offered to prevent the elderly uninsured from increasing.

Medicare buy-in cannot replace Medicare. Some proponents of raising the age
eligibility of Medicare have suggested that the President’s Medicare buy-in proposal as a
health insurance alternative for people ages 66 and 67. It is true that, relative to the
coverage options facing people ages 55 to 65, it is an affordable, attractive option, even
without a subsidy. However, it is not designed to be a substitute for Medicare.
According to the Congressional Budget Office, about 9 percent of the uninsured and 5
percent of the total eligible population ages 62 to 65 would participate in the buy-in. If
similar take-up rates occurred in the 65 to 66 year old population, only a small number of
those who would lose Medicare would opt for coverage through the buy-in.

Costs of subsidies for buy-in would reduce savings. The Medicare buy-in proposal
could be subsidized to encourage low-income people to participate. However, since
about over half of people ages 65 and 66 have income below 300 percent of poverty
(about $27,000 for a single), the cost of subsidies would be high, lowering savings.



