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PROCEEDI NGS

MR. MLLER Good afternoon, everyone. Wl cone to the
Cato Institute. | amTomMIller, Director of Health Policy
St udi es.

| had a dental appointnent yesterday, and that got ne
t hi nki ng about Medicare policy. You have nost of the inages of
dental care comng to mnd -- slow decay, a chronic toothache,
spreadi ng di sease below the gumline, putting on sone porcelain
veneers to inprove its appearance.

Well, if we keep putting off our free-market fl ossing
of our health care systemfor seniors, it looks like there is
sonme serious pain ahead, nmaybe a root canal, and sone benefits
extractions. But there is also an opportunity to address the
chal I enge of health care for seniors in better ways. Although
the Medicare issue has tenporarily noved off the front burner and
the main attention of the policynmakers in Washi ngton over the
| ast couple of nonths, we still need to cone to ternms with the
rising cost of Medicare, the inadequacy of its benefits, and its
m sincentives for waste and inefficiency. It is just as
i nportant today as it ever was.

| normally turn to nmy health policy guru in this area

for advice. And, of course, Yogi Berra would say, "If you cone
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to a fork in the road, take it." But what he would al so probably
say is you wll not know where you're going until you know where
you' ve been before. And Sue Bl evins new book, "Medicare's
Mdlife Crisis,” addresses both of those issues. She |ooks
through the history of Medicare to reveal the | essons as to how
we got here, and then suggests sonme positive steps for dealing
with what has been delivered to us, in our health care system for
seniors of 35 years, in a nore effective manner.

Sue is Founder and President of the Institute for
Heal th Freedom which focuses on consuners' freedomto choose
their health care. And she has had a rich experience in the
direct delivery of health care, as a registered nurse in both the
United States and Canada. She received a master's in public
health from Harvard and a master of science and a bachel or of
sci ence degrees from Johns Hopkins University. And Sue is here
to tal k about our Medicare past and our Medicare future.

Sue Bl evi ns.

SUE A. BLEVI NS,

AUTHOR, "MEDI CARE'S M DLI FE CRI SI S
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MS. BLEVINS: Good afternoon, and thank you all for
joining us today. | would like to thank the Cato Institute for
publ i shing the book, "Medicare's Mdlife Crisis.” And | would
especially like to thank TomMIler, the Director of Health
Policy Studies, for spending countless hours review ng drafts,
for providing insightful critiques, and for getting national
policy experts -- sonme of whomare here today -- to review and
coment on the book. The feedback was invaluable, and | really
appreciate Toms tinme and experti se.

Well, as the nation prepares for a potentially |Iong and
costly war on terrorism Anericans are going to be scrutinizing
the role of governnment, and in particular the size and makeup of
t he Federal budget, |ike never before. Sone citizens are already
begi nning to question whether we should be spending a greater
share of our Federal pie on national security and | ess on
domesti c prograns.

Wel |, as these issues are debated in the next few
nmont hs, and possibly few years, one of the government prograns
that will need to be carefully exanmined in ternms of our budget
priorities is the Medicare program Let nme just tell you a few
t hi ngs about Medi care.

Medicare is currently the | argest single payer,
governnent health care programin the United States and in the

world. In the Year 2000, the programcosts nore than $221
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billion, and it covered approximately 39 mllion seniors and

di sabl ed persons. The programcurrently consunmes about 12
percent of our Federal budget, but that share is expected to
increase to at |east 25 percent by as early as md-century. In
the next 10 years alone, just in the next decade, Medicare is
going to require sone $645 billion in Federal general revenue
subsidies just to keep the programafloat; that is just over the
next decade. After that, with the | arge nunber of baby booners
entering the program costs are going to grow nore rapidly.

Now, consider this. By the Year 2030, the nunber of
Medi care beneficiaries is predicted to be about 90 percent
greater than today, but the nunber of workers paying Medicare
taxes will be only about 15 percent greater than it is now So,
consequently, the Hospital Trust Fund is projected to be
conpl etely depleted by the Year 2029.

Vel l, these are just sone of the key reasons why
financial experts have been warning Congress that if the United
States is going to maintain a bal anced budget in the com ng
years, then the Medicare programw Il certainly require a major
overhaul. And with the recent unexpected attacks on our country
and on our econony, Mdicare's |oomng financial crisis
represents an even greater challenge in the com ng years. So
anyone interested in reexam ning our budget priorities, and

especially those of you who are interested in planning for your
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own future health care needs during retirenment, should becone
fully informed about the Medicare program

Now, | think it is inportant to point out that when you
t hi nk about Medi care, nmany of today's seniors have had it quite
easy with Medicare. And that is because many have received nore
in terns of paid nedical clains than what they actually paid in
in taxes. However, tonorrow s seniors are going to be quite
different. The demandi ng baby booners are going to expect
catastrophic health coverage when they retire, given all the
taxes that they paid into the Medicare programfor over 35 years.
But they are going to be quite surprised at what they face when
they retire.

The purpose of the book, "Medicare's Mdlife Crisis,”
is to explain how we have reached this critical point where we
are with Medicare's financing today. | want to put up front that
the book is not intended to provide a panacea for howto fix the
program al though, | do nention a solution proposed by Dr.

Savi ngs, who is here today, and he can tell you about that
wonder ful idea.

Rather, in order to cure the problens that we face with
Medi care, | think that we need to first find the accurate
di agnosis. And that is what this book does. It provides an
accurate diagnosis. It provides policymkers with a way of

under st andi ng how to resolve the problemin the near future.
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Now, | have just highlighted the financial crisis with
Medi care, but now what | would [ike to do is summarize six facts,
what | call things that nost people probably do not know about
Medi care but should, especially, again, as you're planning for
your own retirenent. | want to highlight six aspects of the book
that affect our individual liberty and al so the Federal budget.
There is nmuch, nmuch nore in the book, but I am going to just
focus on these six.

The first -- | like saying, "did you know' -- did you
know t hat when you retire and you go to apply for your Soci al
Security benefits that you will be forced to enroll in Medicare
Part A in order to get your Social Security benefits? You cannot
reject that entitlenment. Now, | am not tal king about you wanting
to not have to pay taxes. Let's say you have already paid taxes,
you go in, you sign up for Social Security; you have to take that
Medi care Part A,  The only way you can forego enrollnent is to
forego all the Social Security benefits that you were taxed for
and prom sed your entire working lives.

Wel |, since giving up Social Security benefits is too
costly for nost seniors, nobst are not going to have a choi ce but
to participate in Medicare. And then, once enrolled, they are
going to be forced to abide by nore than 100, 000 pages of
Medi care rul es and regul ations that dictate what services are

covered for nobst seniors.
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Medi care Part A is the hospital portion. People are
famliar with that part. Wat is also inmportant to recognize is
the Federal Governnent also automatically enrolls seniors in Part
B, which is the outpatient doctor portion, when they enroll them
in Part AL Now, technically, seniors do have the freedomto
reject Part B without losing their Social Security benefits. But
here's the kicker. Although Part B is considered voluntary, you
really do not have any other choice. And the reason is because
there are not any other options for seniors to buy private,
conprehensi ve health insurance in the free nmarket.

Thi s situation cane about because when Medi care was
created in 1965, insurance conpani es began canceling policies for
seniors and encouraged theminstead to enroll in Medicare.

Today, there are not any health insurance conpanies that wll
sell, again, its conprehensive health coverage to

Medi care-eligible seniors. And, in fact, Patrick Rooney of the
ol den Rul e I nsurance Conpany, filed an affidavit in 1997, in a
lawsuit, affirmng that, to the best of his know edge, there is
no health insurance product available in the U S nmarket to U S.
citizens who are 65 years of age or older that would provide
coverage in lieu of Medicare.

Now, of course, seniors who continue working can
mai ntai n their enpl oyee-based coverage, and those retirees in

Medi care can purchase suppl enental insurance to cover things that
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Medi care does not cover. But you are not going to be able to opt
out of Medicare Part B because there is nothing else in the
mar ket pl ace that exists to provide coverage.

Wiy is this first point so inportant? | think it is
i nportant because this is not the case in other countries. It is
worth noting that even in socialistic countries |like the U K and
t he Netherlands, they do not force their seniors to give up their
private health insurance and join a government program when they
turn 65. In fact, those countries allow seniors, and their
mar ket pl aces all ow seniors, to naintain private coverage as | ong
as they like.

Now, you m ght be thinking, well, what is the big deal
about being enrolled in Medicare? | pay taxes to support the
program of course, | want so-called free care when | retire.
Well, the second point that | would |ike to highlight is the fact
that once you're enrolled in Medicare, the Federal Governmnent
effectively prevents seniors frompaying privately and spending
their own noney on things that Medi care covers.

Consider this. You're 64; you're working. You are
free to go out and spend your own noney on anything you want,
assum ng that the health care is legal. Your enployers really
don't care whether you spend your own noney on services that your

enpl oyer-sponsored health i nsurance would pay for. And, in fact,
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nost enpl oyers woul d be quite happy for their workers to spend
nore of their own noney on health care.
Yet, at age 65, when Anericans becone eligible for
Medi care, and they are forced to enroll, at that nonent you
automatically | ose your freedomto spend your own noney on
services that Medicare covers. Now, this provision -- | call it
t he Canadi an style Medicare system -- that was adopted in 1997,
was adopt ed when Congress passed the Bal anced Budget Act of 1997.
And you probably recall that the United Seniors
Associ ation chall enged that section of the Medicare law. And it
went up to an appeals court. But the court never addressed the
constitutionality of that provision. |Instead, the court focused
on whether or not seniors are free to spend their own noney on
t hi ngs that Medi care does not cover, which, of course, you know
they are free to spend their noney on things that Medicare does
not cover. But the court never addressed what happens when you
want to spend your own noney on things that Medicare does cover.
What is the problemwth this policy? | say it |eads
to what | call underground rationing. And | call it underground
rati oni ng because many doctors do not want to have to admt
publicly that they are currently rationing nmedical care to
seniors in the United States. However, | have had physicians
admt to nme personally, and regretfully |I mght add, that because

gover nnment paynents are inadequate in sone cases to treat
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patients, and because physicians are not free to set their own
prices, they sinply cannot afford to provide sone services to
sone of the ol dest and sickest people in this country.

Now, what is interesting is that the governnment's
rationale fromrestricting seniors frompaying privately is that
they are afraid that greedy doctors are going to defraud poor,

i nnocent seniors. Yet, when you | ook at what happens under the
currently federally regul ated system Medicare fraud and abuse,

with the Federal Governnment watching our dollars, amounts to $32
mllion per day. That is $32 nmillion per day, or approximately
$11.9 billion per year.

Now, because of this enornmous anount of fraud and
abuse, the FBI now depl oys hundreds of agents to try to weed out
Medi care fraud. Well, | don't know about you, but | would rather
see our FBI officials spending nore time helping to protect our
property and our freedons and |less tinme poring over an
i ndi vidual ' s personal nedical records, trying to hunt down
doctors who mi scode Medicare clains. There are plenty of retired
seniors that have lots of time on their hands, who coul d nonitor
their owm nedical bills, if indeed they were free to pay
privately for their care

Now, you m ght be wondering, Sue, | really don't care
that 1 amforced to enroll in the Medicare program It is

technically free care as far as | am concerned. And secondly,
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why in the world would | ever want to pay for sonething that
Medi care pays for in the first place? Two very legitimte
questi ons.

This brings ne to the third point, and a point that
many peopl e probably are not aware of. And that is that the
Medi care programinvades seniors' nedical and hone privacy. Let
me tell you a little bit about this fact.

In 1999, Medicare established new rules to nonitor
health services delivered to seniors in their hones. The program
is called the Qutconme and Assessnent Information Set, and it is
referred to as QAIS. Under the OAI'S program governnent
contractors, who are nainly hone health care nurses, are required
to conpile information about honme-care patients, including
nmedi cal and psychosocial information. They are required to
docunent things, for exanple, such as whether or not a patient
has expressed depressed feelings or -- this one really gets nme --
whet her a senior has used excessive profanity in his or her own
hone.

Now, additionally under the QA S program Medicare not
only collects information on the patients -- the seniors -- but
al so on their caregivers, too, such as w ves, husbands, children,
and anyone el se who is assisting you in your honme. Now,
technically, you have the right to refuse to answer these

questions, but if you do -- you, the senior -- the health care
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wor ker then has to act as a proxy and answer the questions for
you.

The detailed, fully-identifiable information is then
collected and turned over to State and Federal Covernnments. Now,
Medi care officials are assuring the public that they're doing
everything to protect patients' privacy under this nassive
program-- again, the world' s |argest single-payer health care
system But let ne share just one exanple of how seniors’
personal information may be in jeopardy.

A few years ago, the Medicare Agency discovered an
enpl oyee was accessing Medicare beneficiary files. [|magine that
dat abase now -- 39 mllion Anericans. This enployee was
accessing the beneficiary files nore than what was necessary to
performhis job. Wen approached about the possible violation of
confidentiality, the enployee admtted that he was | ooking for
the files of fanobus people, rummagi ng through Medicare files
| ooking for the files of fanous people.

Now, I'll admt, this may be an anomaly. |t might be
the rare circunstances where you have an enpl oyee doi ng such a
thing. But when it cones to nedical privacy it is difficult to
conpensate for invasions of privacy. Governnent sinply cannot
take back | eaked information, nor can it easily repair damaged

reputations, especially those of fanous people.
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Vell, the next few points get a little faster here.
poi nted out that the programis mandatory, seniors cannot pay
privately, it invade seniors' privacy. The fourth, and | think
really inportant fact -- and especially | think anyone interested
in the free market shoul d be concerned about -- is that Medicare
actually forbids conpetitive bidding for nost contractor
services. It is a very anti-conpetitive program

One of the biggest problenms with the traditional
Medi care fee-for-service programis that the insurance conpanies
chosen to adm ni ster the program and process the clains don't
have to conpetitively bid, unlike conpanies that serve other
| arge sectors of our government, such as defense. The insurers
who have obtained that privilege to process clains gained
tremendously in 1965 when Medi care was passed, because, quite
frankly, they got to drop the high-risk seniors fromtheir risk
pool s, and instead make mllions of dollars sinply processing
clainms for the Medicare program

The fifth point that | think nmany people do not know
about Medicare -- and this is sonething that | think especially
baby booners should be very concerned about, and | never knew
this, as a nurse taking care of patients -- | never knew that
Medi care is not catastrophic insurance, and it doesn't cover
long-termcare. Now, despite the resources that we have paid

into the programsince its inception, | think baby boonmers in
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particular are going to be shocked when they reach retirenent and
find out that Medicare only pays for about 55 percent of their
medi cal bills. That does not include |ong-termcare and nursing
honme care, which is a real problem

Now, what is interesting about this is two things.
When Medi care was being debated in the 1960's, the whole
rational e for needing a Medicare programwas that seniors could
face financial bankruptcy if they ever had a catastrophic
illness. And the second argunent was that seniors were paying
too nuch out of pocket for their own nedical care. Well,
Medi care is not catastrophic and, today, seniors are payi ng about
t he sane percentage, about 19 percent, as they were before
Medi care was passed on 1965.

| could name many points about Medicare that, probably,
a lot of people are not aware of, and should be. But this is a
very inportant historical point that | think anyone who is
debating the role of governnent, and why we need Medicare, why we
shoul d consi der alternatives, should consider the fact -- and ny
sixth point -- is that Medicare really had nore to do about
politics and | ess to do about conprehensive coverage when it was
passed in 1965.

And the reason that | make that claimis that nost
peopl e are not aware that we already had a safety net in place --

a governnent safety net -- when Medicare was passed in 1965. The
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safety net was signed into | aw Septenber 13, 1960, by President
Dw ght Ei senhower. And it was called the Medical Assistance for
the Aged Program or the Kerr-MIIls Law. That program extended
coverage to 10 mllion seniors who were receiving Social Security
benefits, and another 2.4 mllion who were on ol d- age assi stance.

So altogether, five years before Medicare was created
-- the universal programthat is now mandatory for nearly
everyone -- we already had a safety net in place. It was a
Federal -State program It covered 77 percent of seniors. But
t hose who wanted the big governnent universal program were not
happy with it because it was a neans-tested program and they
want ed everyone in a single program So we ended up havi ng
Medi care passed in 1965.

Those are just six of the points. | amexcited about
this book because there are many, many things in here that has
taken ne a few years to pull together, condense it into 100
pages, so that you will not have to do this research. And you
can sit down at your confort. And thank goodness, Tom that Cato
put an index in that book, because | amreally using the index
myself, quite a bit, to look facts up. It is full of facts that
| think would take a researcher several years to pull together

So | amthrilled that Cato is presenting this book to
the public. And | just want to sumrari ze by stressing that, as

everyone else will say here today, Medicare undoubtedly is going
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to need to be refornmed and restructured in the very, very near
future. |If we as citizens, and also as policymakers, want to
hel p the Federal Governnent nmake well -infornmed priority decisions
regardi ng our budget, then we really have to becone inforned
about Medicare. And as future retirees, once informed, | think
we are probably going to be pushing for the freedomto pay
privately for the quality of health care that we desire during
retirenment.

And one final statenent is, | just do not understand
why seniors that have noney -- Bill Gates, why shoul d he be
forced to take taxpayer dollars to pay for his health care when
he retires and turns 65? | think that those precious tax dollars
could be better allocated to other progranms with nore pressing
national issues. Thank you

(Appl ause.)

MR. M LLER  Thank you, Sue.

We have been able to round up three top Medicare policy
experts who actually believe that individual choice and market
conpetition mght offer sone better alternatives to the Medicare
status quo today. And they will be commenting on Sue's new book,
and representing the perspectives of private nedical practice,
governnent service and academ a, sonetinmes nore than one in the

si ngl e person.
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Qur first commenter will be Dr. Daniel "Storny"
Johnson. He is a diagnostic radiologist. He owns and operates
Cl earvi ew Medi cal |Imaging, an outpatient facility in Louisiana,
just outside of New Ol eans. He has served as an officer of the
American Medi cal Association, first as Vice Speaker and then
Speaker of the AMA House of Del egates, and finally as President
of the AMA in 1996 and 1997. He has al so been active in the
Loui si ana Medi cal Society, as a past president and chairman of
several conmttees, as well as Speaker and Vice Speaker of its
House of Del egat es.

Dr. Johnson is a Cinical Professor of Radiol ogy at
Tul ane University. He earned his nedical degree fromthe
Uni versity of Texas at Galveston. He is also a Visiting Fell ow
at the Heritage Foundation, and his activities there continue his
l ong involvenent in pronoting free-market solutions to our health
care problens, with an enphasis on patient choice and
defined-contribution financing of health benefits. Stormy hopes
that those two el enments have a greater role in Medicare's future
than they do today.

Dr. Stornmy Johnson

DANI EL " STORWMY" JOHNSON,

PAST PRESI DENT, AMERI CAN MEDI CAL ASSOCI ATl ON
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DR. JOHNSON: Thank you very nmuch, Tom And it is a
privilege to appear on this distinguished panel. And | want to
t hank you, Sue, not only for the good job you just did of
presenting the key features of your book, but for taking the tine
and the effort to wite such an excellent book. And | am going
to come back to that point in just a nonent.

| want to tell you just a quick story about a coupl e of
col | eagues down in Louisiana, Alfonse and Pierre. And it is that
time of year, and Alfonse and Pierre went out and went hunti ng.
And they were in the mdst of their hunt, when all of a sudden
Al fonse grabbed his chest, and he | ooked at Pierre with a
di stressed | ook on his face, and said, "Pierre, | think I'm
having the big one.” And boom he fell down on the ground.

And Pierre got all excited, "Ch, ny God." And he
whi pped out his cell phone, and he called 911. And he told the
operator, "Operator, Alfonse done fell out on the ground. |
think he's had the big one. Wat to do? What to do? 1'mso
excited. | don't know what -- | nean, this is just terrible.”

And the 911 operator said, "Pierre, just cal mdown.
Now, everything's going to be fine. W're going to take this one
step at a tinme. The first thing you' ve got to do is nake sure
that Alfonse is dead.” Pierre said, "Okay." "Blam" "Now
what ?"

(Laughter.)
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DR, JOHNSON: So we have to be careful, | think, with
this program that we approach it in the right way. It is a
programthat is an enornous difficulty. | think "Mdlife Crisis"
is a wonderful way to express it in the title of the book. And
what | would like to do, just in a few mnutes, is kind of give
you a little overview of how this practicing physician sees the
probl ens and weigh it against the background that | have had and
the activity in organi zed nedi cine; make a couple of coments
about Sue's book, and one in particular on a kind of a persona
note; maybe talk a little bit about what is needed in terns of
| ooki ng ahead, |eading to our other panelists; and also what is
not needed as we |l ook at this situation; and then pose two or
three questions to you, as well as sone ideas about what we m ght
do.

The core problens of the Medicare program | believe can
be boiled down into three areas. One is the requirenment. And,
basically, just as the requirenent that you sign up, even though
it'"s not really, is a de facto requirenent that you sign up, it
is a de facto requirenent that you buy gap insurance. The
exposure if you do not buy gap insurance is so severe that any
prudent person woul d buy the gap insurance. And when that person
buys gap insurance, it converts Medicare to first-dollar coverage
and insul ates the person fromthe cost of any services that he or

she obtains fromthat point forward. So it is a sort of catch-22
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situation that is one of the major dilemmas that needs to be

fixed.

The second one is the explicit price controls in the
system Sue nentioned the underground rationing. [I'll just give
you an exanple of that, that an internist told ne. It's so

sinple. Because the paynent for the services is so | ow, and
because sonetines the elderly patient can be the nost difficult
of all patients -- the nost demandi ng -- because of the nature of
illnesses that we get as we get older. And as | get closer and
closer to that stage in life, | begin to understand it nore and
nore. The patient can be very tinme consum ng. And one of the
ways that the physician can ration the services when confronted
with this duality of dilemmas is to say, well, instead of com ng
back every two weeks, nmaybe conme back in three weeks. Just
stretch that period out a little bit. It is a way of rationing.
It is an exanple. It is not sonething the physician wants to do,
but it is something the physician really cannot afford not to do.
So it is a significant offshoot of the price controls.

But, of course, the major dilenmm with the price
controls is the fact that you take market forces right out of the
equation. So now you have soneone who is insulated fromthe cost
of maki ng deci sions, and then you're going to nake sure that that
is maintained by elimnating any potential for market forces to

strai ghten that out.
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And then the final and third najor core problemis --
as is very nicely pointed out in the book -- is that Medicare is
a pay-as-you-go system And Sue nentioned it in terns of
percentages, but |et ne rephrase that coment in a different way.
In 1965, there were 5.5 workers for each beneficiary. Currently,
there are sonething like 3.9 workers for each beneficiary. W
are paying the freight for the people who are consum ng the
services now. By the year 2030, that is going to drop to 2.2
wor kers per beneficiary. So if the systemis unsustai nabl e now,
i magine what it is going to be when you have just over half the
nunber of people paying the freight as we do currently.

So t he pay-as-you-go system needs to be converted into
a pre-funded system And | amgoing to yield at the concl usion
of my remarks to a coll eague who is going to be able to explain
what to do about that in far better fashion than | ever coul d.

But there are sone secondary problens too. And this
comes fromthe perspective, | think, of the practicing physician.
And | would be remiss if I did not point those out to you.

The first one is the hassle factor. It is the
paperwork, the denied clains, sinply to irritate the physician in
hope that one day we will just give up and not file the claim
The carriers thenselves -- you cannot blane this conpletely on
the governnent; it is the people they contract with, and the

rules are different in every jurisdiction, or the sane rules are
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applied differently in every jurisdiction. So the hassle is
sonet hing that you have heard about. | can tell you, in
day-to-day practice, it is enornously problematic for physicians.

The notion of the fraud police -- no one wants to see
limted resources diverted to fraudul ent consunption of those
resources. Nobody is in favor of that. But the approach to
fraud that is taken now, by setting up task forces in communities
to come into a physician's office right in the mddle of the
of fice hours, march right in like the Gestapo, and seize the
of fice, and seize the records, with patients sitting right there
inthe facility, is just absolutely ludicrous. And yet, |I am
told over and over again of clear exanples of fraud by patients
who come to ne to tell ne some experience that they have had.

And when they tried to alert sonmeone to the fact that there was
bl atant fraud going on in, hopefully, isolated situations, the
response is always, "W cannot do anythi ng about that."

So, on the one hand, we have this new conmunity of
peopl e who are there to harass the peopl e who nmake m st akes; and,
yet, the genui ne exanples of fraud sonetines escape that. |
think the problemis not as great as it is stated to be, but
there clearly is, and always wll be. Wen you have noney on the
table, there is always an opportunity for mschief. And,
unfortunately, that applies in the medical profession just |ike

it does in every other profession. | amsorry that it exists.
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No physician in any | eadership position is in favor of that, but
we need a nore logical way to deal with fraud than the way we
have it right now.

The conplexity of the systemis enornous. Sue nentions
a quote in the book about the nunber of pages of regulation,
gquoting Bob Waller, formerly fromthe Mayo Clinic. And | think
his nunber is actually 133,000. You say 130, 000-plus. | have
read 115, 000; | have read 150, 000.

Now, let me just ask you real quick. How inportant is
it whether there are 115,000 pages of regulation, or 130, 000
pages of regulation, or 150,000 pages of regulation? To an old
j ackl egged radi ol ogi st from Metairie, Louisiana, who is trying to
function under that system it is ludicrous. It does not really
make any di fference how many tens of thousands of pages there
are; the clear answer is that it is too conplex, and that needs
to be fixed.

| would Iike to speak just a nonment about the
prohi bition of private contracting that you nentioned as a
secondary issue. It is not a core problem but it derives from
the core problens. But it is so bizarre not to be able to sel
your services to sonebody that you want to for the price that you
want to sell those services. | nean, to be told in this country
t hat you cannot sell your services -- but maybe you can

under st and t hat .
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But suppose | flip it the other way and tell you that
it is also against the law to give away the services? |If | have
a physician who is a friend of mne, and he wants to cone for an
MR, and he is over 65, and | want to give himthe M, it is
against the law. If | have a patient who is financially
di sadvant aged and cannot pay the small difference between what
Medi care w Il pay and what Medicare will allow ne to charge that
patient under the price-control system and | want to forgive
t hat financially-di sadvantaged person that small anmount of noney,
| have violated the law. It is crazy.

Now, the inportance of this book -- and I happen to
think that if you have any interest in Medicare, that this book
is one of the nost inportant things to cone along, which is why I
t hanked you before and thank you again for the book -- the
i nportance of the book is that it gives a wonderful historical
perspective of what kind of ness we are in, how we got into this
mess, and why we are in the ness. And | think that we cannot
possibly craft solutions if we do not have an understandi ng of
t hat backgr ound.

Now, as Sue just told us, she goes into sone of the
t hi ngs that we can do about that, and I amlargely in agreenent
with those. But the inportant thing that this book brings is the
| egwork, the research, and the intense effort it took to tie al

t hose historical things together.
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When | was given the book to | ook over, | realized that
even though I'mgetting long in the tooth that there were
hi storical things about this that I did not know fromnmy own
perspective. And so | turned to a fascinating fell ow, whose nane
is Ed Annis, who was President of the American Medica
Associ ati on back around the tine that Medicare was enacted. It
was very aggressive in ternms of advocacy with whether or not this
shoul d be done, and if so, how He is a brilliant man. He is in
his m ddle eighties now and he is just as sharp now as he was
then. He is an anmazing fell ow.

| showed it to Ed, and he just could not believe how
t horough and how wel | done the book is, and just bent over
backwards to tell nme that. And | think there is a quote fromhim
on the back jacket cover that certainly testifies to that point.
So I amconvinced of the legitinmacy of that historical effort
t hat you have done.

In terns of what to do, just some quick things.
Not hi ng |l ess than a fundanental change in the way that the
traditional nedical programis structured. Get rid of the need
for that gap coverage by restructuring the cost-sharing. W can
tal k about that in the Q%A. Elimnate the price controls so that
you can have sone kind of neani ngful and worthwhile conpetition
about price and bring sone market sense to this program Mve to

an actuarially sound pre-funded nechani sm instead of the
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pay- as- you-go nechani sm we have. But, above all, apply the KISS
principle. KISS, "keep it sinple, Storny.”™ 1In other words, the
way we have it now is just crazy.

What we do not need to do, and it is inportant that we
not do, is what | heard M. Scully say. And | hope that he
rethinks this. But in his first weeks as the head of CMS, at the
time when they were still figuring out what the new nane woul d
be, he was basically suggesting that we want to nove as many as
possi ble of the seniors into HMOs. Now, if the dilemma is the
i nsul ation of the person fromthe cost, limted choice, and price
controls, how do you solve that by noving sonmeone into a
situation in which he or she is insulated fromthe cost, in which
he or she has Iimted choice, and in which there are explicit
price controls? So | suggest that is not where we want to go;
however, HMO s belong in the m x.

Just some quick questions. \Which one is better? Is it
better to insulate people fromthe cost of the services they are
acquiring or to link themin sone way to the cost? |If you link
them is it better to punish themfor not using the systemin a
cost -effective way or reward themfor using the systemin a
cost-effective way? Which one is a nore efficient market, one
that limts choice or one that expands choice?

My suggestion to you is that what we should do for

Medicare is the sane thing we ought to be doing for the private
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sector. Instead of limting choice, expand choices; but include
a restructured traditional Medicare as one of the options. To
nmove to a defined contribution, or prem um support, or whatever
kind of name you want to give the system whatever noniker you
want to apply, but where the governnent puts up the sane anount
of noney no matter what choice the person nakes. Have the

i ndi vi dual be the one who picks the plan that he or she is going
to use, with the periodic opportunity to change if dissatisfied
with that.

And then the final thing I would suggest is we need to
confront the devil. 1In this town, the cliche that operates and
that prevents progress nore than anything else is that the devil
isin the details. That is correct. But if you get so hung up
on the details that you never have a vision for the future, you
will be Iike we typically are inside the Beltway, and never get
anyt hing done. So instead of saying that the devil is in the
details, say you're right; let's work on the details. And one of
the nost inportant details in giving people choices is adverse
selection. Don't sweep it under the rug; confront that. That
needs to be done in our debate.

In sum Tom | would suggest to you -- and Sue has this
in the book in slightly different words, but | amgoing to use ny
own way to do this -- instead of insulating people fromthe cost

and declaring themtoo stupid to nmake decisions for thensel ves,
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we need to restructure the Medicare programto put the patient in
the driver's seat.

Thank you.

(Appl ause.)

MR. MLLER  Thank you very nuch, Storny.

Dr. Joseph Antos recently joined the think tank world
as resident scholar at the American Enterprise Institute.

How is it outside of governnent?

DR. ANTOS: G eat.

MR MLLER He is specializing in health care policy,
Medi care, which he has |ong experience in, and private health
i nsurance, at AEl. And he has a rich and varied background in
heal th policy issues at the Federal Governnent |evel, nost
recently as Assistant Director for Health and Human Resources at
t he Congressional Budget O fice; and prior to that time at HCFA.
That was before they went into the witness protection program and
call ed thenselves CM5. That was the Health Care Fi nanci ng
Adm nistration. And he was Director of the Ofice of Research
and Denonstrations; also, Deputy Director of the Ofice of
Actuary; and Acting Associate Adm nistrator for Managenent.

Bef ore then, Joe was at the Departnent of Health and
Human Servi ces as Deputy Chief of Staff, and al so Principal
Deputy Assistant Secretary for Managenent and Budget. He was at

the Council of Econonm c Advisors as a Senior Staff Econom st, at
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started his government service at the U S. Departnent of Labor in
t he Bureau of Labor Statistics.

So | think just about any Medicare policy or proposal,
at one tinme another, Dr. Antos has anal yzed, scored, said kind
t hi ngs about, and sonmetinmes criticized. H's background is a
doctorate in economcs fromthe University of Rochester. And we
are going to hear what m ght be on the table for Mdicare

pol i cymaki ng from Dr. Joseph Antos.

JOSEPH ANTGCS,

RESI DENT SCHOLAR, AMERI CAN ENTERPRI SE | NSTI TUTE

DR. ANTCS: Yes, |I'ma man who can't hold down a job.

(Laughter.)

DR. ANTCS: Well, | want to thank Storny for saying
everything I was going to say.

Thank God, peopl e have good i nmagi nati ons on how to
title a book -- "Mdlife Crisis.” So | decided to find out, what
isamdifecrisis? And | found out that this is a termthat
was coined by -- wouldn't you knowit, the French -- a French
psychol ogi st in 1965. A coincidence? | think not.

So what is a mdlife crisis? Wll, according to him

it is afeeling that at about age 40, tinme is running out. But
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not everybody in the psychol ogy business actually agrees that a
mdlife crisis actually exists. There are experts who say that,
well, there may be concern or dissatisfaction but no actual
crisis. That captures |I think the policy situation with

Medi car e.

Many of us think tinme is running out with the program
as the baby booners inexorably -- and, thank God -- age into the
program And they would |ike to do sonmething before it is too
|ate. But there are others -- and you know who you are; | don't
see anybody in this room-- who say, "No, no, it will be too late
to save Medicare. All we have to do is raise the payroll tax a
little. That's not a crisis.”

Sue's book is really a good read. It is areally
interesting book. As | think she indicated in her presentation,
she spent a lot of tinme working on issues that are of great
i nportance. She expl ai ned how Medi care works, the cost involved,
the conplications, and nentioned at | east one reformidea. These
are very inportant topics, of course. But I've lived with this
stuff for years, so this part of it was not as interesting to ne
as it will be to a lot of other people.

But, like Stormy, | liked the historical part of it.
Much of the book deals with the political history of national
health insurance in the U S This is a tale of trickery, deceit

and deal - maki ng that goes back 60 years before the enactnent of
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Medi care. Ckay. So that's business as usual in Washington, but
| still found it interesting.

Anyway, the problenms with Medicare. Medicare is the

i deal governnent program It is taxpayer financed. It is
nodel ed after and run by the Blue Cross system -- the Blue Cross
system of 1965, private sector -- and it is guided by the steady

and cl ear vision of Congress.

It has proven to be unresponsive to both consuner
demand and to provider concerns. Many people think you cannot
change Medicare. The programis too inportant to risk any
changes, they say, or it is too dangerous politically. Mybe the
latter is true. As a result, we tinker with Medicare. W find
nore conplicated ways to fix prices and regul ate behavi or, and we
see no end to the rising costs.

Sue's book points out all of the problens. | am going
to mention thembriefly and them nove on to sone other issues,
some reformideas. The programis henorrhagi ng cash; we know
that. This past year spending grew by 10 percent. By the way,

t he econony grew by 3 percent. So, Medicare is still w nning.
Thi s spendi ng problem as both Sue and Storny
mentioned, will get worse in the next few decades as people |ike
oursel ves age into the program and expect services. That is not
a bad thing fromny perspective. However, sonething they did not

happen to nmention was that spending per beneficiary wll also
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continue to grow. This is actually the real source of the
Medi care spending crisis, the financial crisis. 1t is not the
people comng into the program it is that the dollars per person
are growing very rapidly. And when you | ook at sone of the
reports, it looks |like nmaybe it slowed down, but that is not
true.

Corrected for inflation, Medicare spending per
beneficiary has grown, on the average, 5 percent a year for the
| ast 30 years. | looked at it by decade. For the |ast 30 years,
5 percent a year, real expenditure growh. Those are nore
resources going into those services that could have been spent in
ot her consuner goods or services.

Now, sone of that is good. A lot of that is good.
This is partly attributable to the gromh in medical technol ogy,
whi ch has certainly contributed to better care, safer care,
| onger lives, and better outconmes. But the Medicare program has
certainly not fostered conplete efficiency and use of those
resources. And the question is, can we continue to go on like
t his?

Finally, as everybody knows, despite all the noney
that is going to the program it really does not give a very good
benefit. People are dissatisfied. W all know that people would

i ke outpatient prescription drugs covered by Medicare. That is
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certainly part of nobst good enpl oyer-sponsored health plans, and
has been the case for at |east a decade.

The liability for cost is unlimted. And Medicare has
a peculiar way of making you feel vulnerable. Not many health
pl ans woul d have $800 deductibles for entering the hospital, for
exanple. Not nmany health plans would start charging you $400 a
day once you got past 60 days. And | hope | got that right. I
know it is $400, but | can't remenber if it was 60 days. Those
don't provide useful econom c incentives for anybody. People are
not going to the hospital because it is fun or it is optional;
they go to the hospital because they have to. The program has
all the incentives wong.

And, finally, the program fundanentally does not work
well. Medicare has created an adversarial situation with doctors
and hospitals through its many conpl ex regul ati ons and
price-setting schenmes and by its variable enforcenent of these
arcane rules. The inpact of these rules, by the way, is not
confined to Medicare. So this is not just sone governnent
program Medicare's rules are, by and | arge, adopted throughout
the health system |If everybody in this room who has
enpl oyer- sponsored coverage would go to the hospital, the
financial aspects of your stay are, at least indirectly, greatly

i nfl uenced by the Medicare paynent system and the rules that
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exist. So this is a bigger problemin Medicare, not that that is
not bi g enough.

And then, finally, Medicare Plus Choice. This was the
programthat was invented in 1997 to try to bring nore choice of
health plans to Medicare beneficiaries. WlIl, Medicare Plus
Choice didn't provide thema choice. And there is still no price
conpetition anong those plans. There is |ess choice than every
before. And Medicare has sinply, over the years, becone |ess and
| ess able to respond to the changing pressures fromthe
mar ket pl ace.

So what can we do about this? Well, essentially there
are three kinds of policies that could be pursued. They are
obvious. The first one is to increase Medicare revenues. The
second one is to cut Medicare spending -- that's the traditional
way. And the third one is to take the bull by the horns and try
to inprove the econom c incentives in the program That's the
tough one. That's the one we haven't tried yet.

Let ne say sonething about increasing revenues. This
is a policy preferred by many of those who want to preserve
Medi care just the way it is. And there are a |ot of people out
there who feel this way. According to the |atest trustees
report, an imedi ate payroll tax increase, from2.9 percent to
4.9 percent, forever, would preserve the Medicare programfor the

next 75 years.
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Now, what does that nean in real terns? For a famly
earni ng $50, 000 a year, which is actually a little bit less than
average, that's a total of $2,450 in payroll taxes for Medicare.
People who |ike this policy would like to tell you, well, that's
only another $1,000, but it's a total of $2,450. And that isn't
the only paynment that famly is going to nmake for Medicare;
because, after all, Medicare isn't fully funded. On top of
payrol| taxes, that famly is going to pay about $400 in incone
taxes to help pay for the Medicare costs that conme out of genera
revenues.

| don't think the man on the street would be very happy
if he actually understood that's what that policy neant. And yet
there are a | ot of people in Washington who still think that's
the way to go; and don't make any bi g changes.

| mght add that, although those nunbers seem pretty
big to ne, they are actually going to be bigger. Because, of
course, the trustees could not have accounted for a big,
expensi ve drug benefit program And ny apol ogies to Tom but,
frankly, the trustees did not really take into account fully
enough -- and | think he probably agrees with this -- the
possi bl e increases in spending per person that | already talked
about. So that's not going to work. Mdire tax revenues -- that

is not the answer.
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Why don't we just cut paynment rates? Wiy don't we
create new perspective paynent systens? Isn't that the thing to
do? Well, that certainly has been the thing to do in Congress.
Can't we audit all those bills and elimnate fraud? Good i dea.
This is the easy one. Wll, that is the strategy that the
gover nment has been pursuing, not just for the |ast couple years
but in the last 20. And the record shows that governnment price
setting does not work.

Here is a recent exanple. It would be hunorous if it
were not true. Congress wanted to make sure that the new paynent
rules for hospital outpatient departnents would not restrict the
use of high-tech drugs and nedical devices. And that is a good
goal. Qutpatient services are now reinbursed on, basically, a
fi xed-price schedule. Wich gives hospitals, naturally, the
incentive to use the | owest-cost nethods of treatnent, the
| owest-cost efforts.

So Congress, in its wisdom created a special paynent
call ed the "pass-through,” which would pay extra for the use of
t hese hi gh-cost drugs and devices. That is a good thing; allow a
little innovation in the delivery of health care. And for 2002,
t he amount of the pass-through was going to be 2.5 percent in
total outpatient paynents, which the nmaxi num therefore, was
going to be about $440 million for 2002. However, hospitals have

junped into this paynent |oophole. Wen you nake a rule, people
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find a way to make use of it. And actuaries project that the
actual anount of pass-through paynents will be sonething nore
like $2.25 billion. So | guess, probably, price setting does not
really work that well for Medicare.

Cbvi ously, the governnent is not good at all at
guessi ng what the market-clearing price would be or guessing what
new devel opnments m ght actually occur in the course of providing
care. But certainly the price signals are very inportant to
econom sts. And if the price signals are wong, then the
resource allocation decisions made on the basis of those prices
will be wong, too.

Mor eover, the governnent creates nore and nore
conmplications as it attenpts to limt the response of providers
to financial incentives. |In other words, they set up a system
they don't |ike what happens, so let's try to hem everybody in.
The resulting systemis incredibly conplex; the conplexity breeds
fraud; but it also breeds m stakes. And all of those things --
all billing errors are called fraud and abuse. And that does not
probably nake too many doctors very happy.

| am not saying we should not try to inprove paynent
met hods or audit the books, and if we could find a better way to
do it, that would be great, but this does not solve the problem

So what can we do about inproving incentives?
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Vell, there seens to be in Washington two basic ideas.
And Stornmy nmentioned them so | do not have to say too nuch about
them One of themactually is the idea that Tomis going to tel
us about, so | amnot going to say too nuch about it. It is
pre-funding the program And Tom can correct ne on this, but
that is a nethod that intends to have beneficiaries take nore
control over their spending, and that beneficiaries actually know
what the cost of using those services is -- sonething that you
cannot find out now It is a good goal. | have sone concerns
about exactly how it would work, and we m ght discuss that. And
| am especially concerned about how the incentives really work
for the supply side of the market, which | would | ove to hear Tom
say sonet hi ng about.

What is the other idea? Well, the other idea is

sonetinmes called prem umsupport. And in the bad old days it

used to be called vouchers. | ama voucher guy nyself. And what
is that? Well, that is sort of halfway between cashing out the
program and leaving it the way it is. It still has substantia

governnent invol venent in nost of the plans that you hear about.
It still has the governnent kind of laying the ground rules.

And peopl e often point to the Federal Enployees Health
Benefits Program as that kind of a nodel. But in reality you

have to be careful, because people will point to that. And being
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a graduate of that program it is a pretty good program
However, that is a phrase that has certain meanings.

And | think people will claimthat they are suggesting
that kind of an approach when they are really tal ki ng about
proposal s that do not involve conpetitive bidding, do not involve
real choice for beneficiaries, and, in fact, really have many of
the characteristics of the current programjust dressed up a
little bit differently. 1In particular, | thought that the
Clinton proposal, which kept fee-for-service Medicare in the
driver's seat, was probably the best exanple of that.

There are a ot of big choices to be made. It is
really very difficult. Stornmy is right -- the devil is in the
details, the fun is in the details. But you know what the rea
problemis in the details? The real problemis the political
guts. Good things actually cost nmoney. | just left CBO It
al ways annoyed ne -- this is a personal peeve -- that politicians
woul d say, "Ch, those guys at CBO, they gave us a bad esti mate,
so we can't do it." Baloney. O course, you can do it if it is
a good idea. But you have to have the nerve.

Thanks.

(Appl ause.)

MR. M LLER  Thank you, Joe.

Dr. Thomas Savings is a late but a nost wel cone

addition to our program He was able to wggle free of his other
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duties at the President's Conm ssion to Strengthen Soci al
Security, which was doing the staff work today for tonorrow s
meeting. He is also a public trustee, the Board of Trustees for
both the Social Security trust funds and the Medicare trust
funds. And he is a professor at Texas A&M University.

Several years ago, he proposed a | ong-term savi ngs
| adder to get out of the hole of our intergenerational financial
pressures facing Medicare. So he is going to provide us today
with a bottomline analysis of where the Medicare programis,
where it will be heading if left on auto pilot, and how we m ght
change its flight plan.

Dr. Thomas Savi ngs.

THOMAS SAVI NGS,

PRESI DENT" S COMM SSI ON TO STRENGTHEN SOCI AL SECURI TY

DR. SAVINGS: | hate to have Tomintroduce me, saying
all these great things that | amgoing to do. It is free for him
to do that, of course, because he does not have to do any of
t hem

As long as | have been involved in this research on
Medi care reform | have known Sue. Actually, she cane to sone of
the very early things I was involved in. And so it was very nice

to see her do this book. | read the early drafts of it, and have
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alittle cooment on the back of it. And it is a nice history of
what was going on, and also kind of recitation of the problens
t hat Medi care has.

We can start off with those by just tal king about the
size of the program And that becones very inportant because,
| ast year, as sone of you may know, we had a technical panel to
| ook at the way we were forecasting the growmh of Medicare in the
trustees report. And they suggested that rather than the
assunptions that we had made, which in the past -- and | cannot
say | was a party to those because | was not a trustee at that
time -- | should say, of course, we would not have nmade those had
| been a trustee -- and the assunptions were that Mdicare's
share of growth donestic product was growi ng, that clearly could
not happen forever. It could not grow faster than i ncome was
grow ng. And this was an assunption, because, as Herb Stein used
to say, "Things that cannot happen, won't happen.™

Wel |, taking that approach, our approach was to say
that what will happen here is that the growmh of Medicare, as a
share of gross donmestic product, will have to start to stabilize
at sone point. Well, the technical panel pointed out to us by
arguing and saying, what if health care for the aged is a
superi or good? What that neans is, of course, its share of the
budget woul d continue to rise. Now, that does not nean as incone

rises, it only means that it will exhaust the entire rise in
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income. What it neans is it will rise nore and take up nore of
its share all the tine. But the rest of consunption can stil
al ways be ri sing.

So it is not the case that it is not possible for the
Medi care share of GDP to keep rising. And, accordingly, we took
the advice of the technical panel and said we are going to assune
that, in fact, it is going to rise 1 percent faster than per
capita GDP.

Now what that did, of course, to the Medicare deficits

that we are forecasting -- we nmade themnuch |arger than we have
before -- that neans that if we are going to ever cover that gap
and | ooking at those estimtes -- the 2001 Trustees Report -- you

estimate the current debt that is associated wth the Medicare
program and it is on the order of $26 trillion. |[If you conbine

that with the current Social Security program |ooked at the sane

way -- neaning that you stopped all paynents into it and sinply
| ooked at the debt that you have -- it is on the order of $13
trillion. So these two prograns together are like $39 trillion.

Sone estimates are that by 2060 or so, these
entitlenment prograns, plus Medicaid, would totally exhaust a
Federal budget that was 20 percent of gross donestic product.
Ckay, that cannot happen. Well, | mght have said that cannot
happen. Qobviously, maybe it can happen, because the Federa

budget could be 40 percent of gross donestic product. W like to
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believe that those are tax |evels that the Anmerican public would
not tolerate. But, of course, the tax | evels we now have, people
50 years ago m ght have said these are tax |levels -- absent war
-- that the American public will not tolerate. Certainly, the
Eur opeans tolerate them but | amhoping that we will not

tol erate those taxes.

So that is the nature of the problemthat we have. The
guestion is, what is the solution, or are we just going to pay
these? O course, we are westling wwth that in the Socia
Security Comm ssion, to say what is the solution. | have
suggested in the past, one of the solutions to that problemis
prepaynent .

Now, in and of itself, prepaynent does not change the
current Medicare system Al it does is to say that what we are
going to do is this comon property debt that we have, which
peopl e believe their future is going to be taken care of, so
instead of building a factory to take care of their retirenent,
they let the governnent do it. So we are short one factory. For
every person that does that, we are short a factory. And we are
short of a |lot of factories, so we are short of a |ot of output.
And we can get that output back by prepaying, but that does not
change the fundanental problens with the system And those
probl ens pointed out by Sue, and certainly pointed out by Storny

and Joe, are that no one has an incentive.
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When | testified before the House Budget Conmittee,
was tal king about this. You know, | have a dream | was driving
to Dallas, and | see these big billboards. And the bill boards
are about LASIK surgery. And the biggest thing on the billboard
is the price. And then | see an ad for the hospital. And as you
drive into downtown Dallas, it is a huge, 15-floor, white
building. And you see their ads; price is never nentioned.
Nobody cares what it costs at the Baylor Hospital. LASIK
surgery, everybody cares.

Why have prices in LASIK surgery been com ng down?
Because people care what it cost. Nobody pays for it except the
custoner. And when the custoner pays, there are two things
happen to you. One, they care what it cost, so they watch what
they are doing. And they also care whether you do it right. And
t hey can nmake choi ces between buyi ng gl asses and buyi ng LASI K
surgery. They have two things which do exactly the sanme thing --
correct your vision. And a |ot of people choose glasses. And
the elasticity of demand for LASIK surgery depends on that
di fference between that price of glasses and the price of LASIK
surgery. And it has been com ng down; it would be very nice.

And innovation in that industry is cost-reducing. And
that is a different issue that we have. The current structure of
Medi care is such that the incentives are not to find

cost -reduci ng technol ogy; there is no benefit. It is to find new
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things to do. And at ny age maybe | |i ke sonme of those new
things to do. | nean, they may allow nme to replace |ots of
weari ng-out body parts. |If I had to nmake choices about |ifestyle

now as to whether I amgoing to be able to replace body parts, |
m ght choose to go to Paris instead of replacing a body part.
But if soneone else is going to pay for it, I amgoing to repl ace

the body parts and go to Paris. And | think that is the problem

So how do we solve that problen? WeIlIl, in the work
t hat we have done on prepaynent -- which is inportant | think,
and it is also inportant for Social Security -- we also said we
have to get rid of first-dollar coverage. Wll, how do you do

that? You might do it with |arge-deductible policies, which we
wer e suggesting, but you also have to have a | ot of other changes
in the current system

It is interesting that MedPac, the people who fix al
the prices in nmedical care, is probably, since the dem se of the
Sovi et Union, the biggest price-fixing agency in the world. And
the question is, is that doing us any good? As Storny has
i ndi cated and Joe has indicated, it is not doing us any good. It
is not working. How do we change that?

Wien | was at this sanme budget conmmttee, Marilyn Mon
was there; the Denocrats had her there. Wen | was saying that
one of the problems with |ack of health insurance anbng young

peopl e, for exanple, is young people are |owincone people. W
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have conmunity rating for the health insurance, so they are going
to have to pay for -- | cannot say ne, because, obviously, | have
to be on Medicare; | am 67 years old -- but for those of you out
there in the audi ence who are nuch ol der than these young people
and not as healthy, they have to average cost. And they,

sensi bly, opt out.

And her response was, "W cannot have risk adjusting to
t hese prem a because then we are not diversifying our risk."

And | said, "Wait a mnute. You diversify risk by
havi ng many people in the sane risk category.” That is what
di versification nmeans. You do not diversify by having equal
pricing for people in different risk categories. That is not
diversification; that is welfare. And we have to get rid of it.
So how do we do it? How do we better risk adjust?

Well, there are several ways you mght do it. | don't
know if | can give you a full answer to this. One of those is
going to defined contributions. Storny tal ked about defined
contributions as a way of redoing Medicare, for exanple. But,
still, that does not do you any good unless you risk adjust. And
CV5, the Bal anced Budget Anendnent required them in fact, to try
to risk adjust. O course, they are at a di sadvantage over a
real health care provider in risk adjusting, because there are a

ot of factors that are real in determining risks that they are
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not allowed to take account of legally. So that is a real
probl em for them

But the real questionis, what is the information
content in |last year's expenditures or the year before
expendi tures? W have done a |lot of work on this because we have
t he continuous Medicare history file for all of the years in
which it has existed. And the nice thing about that file --
t hose of you who are not famliar with it -- is they take a
random sanpl e of people turning 65 who get into the Medicare
program They stay in there until they die.

So this is not a sanple; it is areally, nice
| ongi tudi nal system Plus, it gives you a cross-section of
people, using different ones at different ages. So you can ask
certain questions about how are expenditures related to age, for
exanple. It is very interesting, in taking the first sanple that
t hey took, people who are going to die at 70 in that sanple, on
t he average, have higher expenditures when they are 65, when they
are 66, when they are 67, 68, 69. And, of course, the year they
di e, they have the peak expenditures.

You t ake soneone, conpare themto the person who is
going to die at 75, they will have | ower expenditures than the
70-year-old dier; the 80-year-old person will have | ower

expenditures every year of their life than the 70-year-old dier
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So if you only knew when sonmeone was going to die, you would have
a lot of information about this.

But the other aspect is, if you were going to sell them

long-termcare -- | don't nmean long-termcare in the sense of a
long-termcare facility; | nmean a long-termcontract with this
individual -- it is not clear that the person who is going to die

when they are 65. Now, that is the high-cost person at 65 to get
into your programif you are a provider, because they have the
dyi ng expense, which is the biggest expense that people have.

But if you were to sell thema lifetime contract and collect the
nmoney, you would prefer the person who is going to die right
away, because then you do not have to provide service for them
for the next 25 years.

As a matter of fact, the present val ue of those from
that longitudinal file probably peaks at about sonmeone who is
going to die at 75, 78, sonewhere in there, and declines for
peopl e who live |longer than that, and declines for anyone who
lives less time than that. So long-termcontracts are one way,
perhaps, to handle this thing, and better risk adjusting, and
allowing risk adjusting to go on. But what that inplies if you
are Medicare -- and we use the bad word that Joe likes, the "V
word, the "voucher" word -- you have to give those peopl e bigger
vouchers. Because what you want to do is to give them a voucher

for their health care status and |l et the nmarket conpete for what
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people are willing to take this person for with that health care
st at us.

And what we do now, of course, is we give the HMO
sonmething that is actually based on the fee-for-service, and |ast
year's fee-for-service. So we do not take bids from anybody to
find out what they are willing to actually take a certain risk
category for. And we have to change in that direction

Ri sk-adjusting premuns, trying to bring the market to

bear on innovations, | think that is inportant. Get rid of
first-dollar coverage. If we do not do those things, we cannot
make the customers care what it costs. |If the custonmers do not

care what it costs, the providers certainly are not going to care

what it costs. And | think that is where we have to go. And

this book gives you a historical perspective, and a perspective

on what the issues are and what sone of those solutions mght be.
W are a long way fromdoing this. Here we are doing

Soci al Security, perhaps, when it is half the problem of

Medicare. So we will have to get to this bigger problem soon I

hope. And hopefully Sue and Cato will have a big part in doing

t hat .

(Appl ause.)

MR. MLLER  Thank you very much, Dr. Savings.

We have had a wi de-ranging discussion, so let's go
right to our questions fromthe audience. | would ask that you
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would first wait for a mcrophone to conme to you, and identify
yourself. And also, you will be in double jeopardy if you do not
phrase your answers to Medicare's problens in the formof a
guestion to the speakers.

DR, MARSHALL: |I'm Dr. Joseph Marshall, a private
physi ci an, practicing gynecology. And | guess | want to be in
doubl e j eopardy because it is not going to be a question.

Sue was here a couple of years ago on the sanme subject,
and I, in fact, made this coment. And | think it is appropriate
to make this very brief comrent about how it is to practice as a
physi ci an under Medicare, and to reiterate what Dr. Johnson had
mentioned. A few years ago, because the systemwas so incredibly
in disarray and the paperwork was just absolutely insane, | made
a decision that I was no |onger going to charge ny Medicare
patients; | was going to see themfree of charge. And | decided
that maybe it would be an economc problemfor ne, but it would
easier for the patients.

So | called up Medicare and told themwhat | was going
to do. And they in fact said, "Well, Doc, if you do that, you
will be fined $10,000 a day, and you'll go to jail." And | asked
themfor a reason. And they said, "Because it is the |law, and
you' re breaking the |aw. "

So | amright back in the systemdoing what | have to

do. And ny wife, who is ny secretary, she is on the phone 35-40
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m nutes on hold -- it is not an 800 nunber -- to try and clear up
a $2.50 bill, and our phone bill is $5.00. So it is a crazy
system That is ny conment.

(Appl ause.)

MR. MLLER  Any other questions? Ed Hudgi ns?

MR. HUDA NS: Ed Hudgins.

Al'l of the speakers tal ked about what can be done to
the system except for our first speaker, Ms. Blevins. Perhaps
you could give us sone thoughts about what m ght be done with the
system | know that's book nunber two that you will be writing,
and we wll be anxiously awaiting it, but perhaps you could give
us a few previews.

M5. BLEVINS: The book does not provide a panacea for
solutions, but it rather diagnoses the problem And the goal,
really, is to get everyone involved and focused on the Medicare
issue. And if | put out a solution right away, | think it could
be very divisive, and | did not want to do that. | purposely did
not want to do that.

Havi ng said that, though, | think the first three steps
-- the first one would be to |l et people, when they retire -- Bill
Gates, when he turns 65 and he goes and applies for his Soci al
Security benefits, assumng that he is going to do that -- allow

himto reject Medicare Part A Just do not force this nman to
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take tax dollars fromyounger workers. Let himconpletely opt

out.

| amdealing with the current system | am not
changi ng the taxes. | amnot changi ng paynents. The second
point is, | would say, absolutely let patients pay privately for

t hi ngs that Medicare covers, at a basic minimum It is sort of
i ke the educational system W do not say to people, well, gee,
because you pay taxes for public education, you have to send your
children to public school. W say, well, you can go to private
school if you want. And I am not even disrupting the Tax Code at
this point.

And the third thing that I would say is absolutely

al l ow doctors and patients to have the private contracts, to keep

the confidentiality as they want. | could spend a ot of tine --
but I will not -- going into anecdotes. | have worked in
hospitals. | have worked as a honme care nurse. | have been in

an individuals' honmes and seen very personal information,
intimate details, that people do not want collected -- whether it
is about their sexuality, whether it is about they are really
dirty. | nmean, you nane it, they just do not want this
information collected and sent to State and Federal governnents.

So | think the three very m ninum basic things that
shoul d be done i medi ately should be those three things.

MR. M LLER  Another question over here, G eg Scandl en.
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MR. SCANDLEN: | am actually kind of disappointed with
the renedi es that have been suggested by the three gentlenen. It
seens to ne that there is an insufficient vision happening,
particularly because you all seemto be accepting the notion that
Medi care is and should be a distinct programthat kicks in upon
the mracle age of 65; that there is one health care system for
people up to age 64 and 11 nonths, and then as soon as you nove
into that last nonth, suddenly there is an entirely different
health care system

| woul d encourage you to think about the future of the
work force. WIIl we be working into age 70, 75, 80 in the
future? WII we be tapering off into retirenent, instead of just
suddenly going into retirement? On the under-65 side, if we do
nove decisively towards defined contribution, portability,

i ndi vi dual ownership, wouldn't people demand to take their
under-65 health care with theminto retirenent?

It seems to nme that this is not the tinme for a |ack of
i mgination. And | would encourage you all to think nore
broadl y.

DR. ANTCS: Geg, that is a good point. But, of
course, one has to be careful because there are plenty people who
conpletely agree with you. That is why they wanted a Medi care
buy-in. They want to extend Medicare down to | ower ages. So you

have to be specific about what you nean. W know what you nean,
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but there are plenty people who would say, "G eg Scandl en
supports federalizing all of health insurance, one age group at a
tinme."

MR, MLLER  Storny?

DR. JCHNSON: One of the nost inportant advantages of
t he concept of nedical savings accounts is that a young person
who has a nedi cal savings account and builds up an account over
time takes pressure off the Medicare system and hel ps relieve
this problem | did not go into the notion of what | neant by
pre-funding, but to take the pressure off the system nuch in the
way that Sue was just tal king about in terns of the people who
can do so for whatever reason, because of generous benefits from
t heir enployer or whatever, but to have the right to carry
forward something they began a long tinme ago and not be a burden
on this systemshould be an option. And, clearly, that is not
possi bl e under the current system So | could not agree with you
nor e.

MR MLLER Let's see if | can cobble together
sonething that Dr. Savings left out on the table in terns of risk
adjustnents. Wat Geg is suggesting is integrating the private
system before you get to Medicare later. One of the odd things,
Dr. Savings, about Medicare is, when we kind of go to Medicare
Pl us Choice or other types of vouchers, we think these are al ways

i ndi vi dual paynents for individuals. Yet, nost of the private
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health care systemfor fol ks who are working, they are part of
pre-formed groups which they mght be able to carry over. And ny
recollection of the research on risk adjustnent is it is a |ot
easier to nake it predictable if you are predicting the risk in a
formed group as opposed to individual by individual. |Is there
sonme way to maybe harnoni ze those two together?

DR. SAVINGS: Wwell, | think you have hit on sonet hing.
But if you are | ooking across risk groups, diversification is
really within kind of risk groups and you cannot diversify across
t hese people if you are going to charge themthe sane prem um
So | think you cannot do that.

Now, one thing the prepaynent does do is when you reach
65 -- or whatever age we want to tal k about -- you have the
funding to buy the health care for the rest of your life in a
sense. So you can nove fromthe sane one you have -- this is not
a federally-run program-- once every individual has the funding.
And there is a real issue as to whether we ought to just say we
are going to conbine all retirement incone into one |lunp and | et
peopl e deci de whether they want health care or trips to Paris.
And they ought to be able to nmake that choice.

And now you cannot make that choice. You have to have
the health care, and you mght as well consune it. But if you
could actually take sone of that funding, | think that that is

part of it. | had not nentioned it, but | think it is inportant
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to see that, if we want to have choice, we have to have health
care providers bidding to get custoners.

And there are sone very interesting |long-termcontract
i ssues that are out there. There was a JP paper three or four
years ago that addressed sone of those. And it is kind of
interesting how |l ong-termcontracts m ght work. W could address
t hat, but not here.

MR BRODERI CK: |'m Dave Broderick, fromthe Bill of
Ri ght s Foundati on.

| have two qui ck questions. Nunber one, the physician
behind ne said he could not give free care. Does that include
free clinics? Has that dried up the free clinics? 1In other
words, if soneone who is at the 65-year age and, say, has
Medi care, but for whatever reason arrives at a free clinic, how
is that handl ed?

And t he second question is, has anyone ever been
charged successfully? And what defense has ever been made for
giving free care? In other words, if this doctor went on and did
it anyway and defended hinself, what would be the possibilities
of himprevailing in the | egal systenf

M5. BLEVINS: | think that is a question for Storny.

DR. JOANSON: | amnot sure | know the answer to that.
The threat is such that I am not aware of nany people, if any,

who woul d want to take a chance. |In point of fact, for exanple,
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even in the limted anount of bal ance, people frequently w |
forgive the bal ance, but they technically are required to bill at
| east once for it. And rather than face a $10,000 fine per
i nci dent, nost of us go ahead and send a bill that we have no
intention of collecting. So that just nakes the conplicated
situation nore conplicated that we don't have the option

By the way, there is a basis for that. It goes back to
earlier tines in a flawed paynent nmechanism-- and Sue actually
speaks to that in the book -- where you charge nore so that you
get what you want out of it, and then graciously forgive the
bal ance. And that way you got paid what you thought your service
was worth, but your patient, who you want to be your friend, did
not have to pay anything out of pocket. So everybody
theoretically won except the system and that wasn't effective
cost sharing. That is the fundanental problem of the 80/20
split. It is very inflationary, not because it is
fee-for-service but because of this cost-plus nentality.

| would say that anybody who is in the program now who
does not pay attention to that is taking a substantial risk. Do
| know anybody personally who has experienced the end results of
that? The answer is no. | amsorry, | cannot conment one way or
the other. | would be glad to | ook that up for you if you woul d
like to talk to me afterwards. The free clinic | do not think is

an i ssue.
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M5. BLEVINS: | would like to add just as an anecdote
fromwhen | worked at Johns Hopkins. And let me just stress that
this book is not about saying, "Ch we do not want seniors to have
health care.” | want seniors in this country to have as nuch
health care as they want, the quality of health care that they
want, especially when they retire and are in their gol den years.
So this book is to be a constructed way to |lay the groundwork for
finding a better way to deliver care in a better and a nore
efficient system

Having said that, there are a | ot of reasons that I
went into why |I care and thought a | ot about this issue. And |
will just share one real-life exanple. And that is when | worked
at Johns Hopkins on a urology unit for a very fanmous urol ogist, a
renown urol ogist. W had a patient who had prostate surgery. It
wasn't cancer surgery. It was a TURP. He had his surgery. He
was fine the next day. He asked if he could stay an extra day.
He said, "You don't understand. | had this surgery before, and
the last time | bled when | went hone. Please |et ne stay.
Please let ne stay.” W checked with the adm nistration; we
checked with the doctors.

Now, technically, what you are bringing up, probably
the doctors could have figured out the rules and regul ati ons and
allowed him But because of the fear, they are afraid of just

their reputations, they are afraid of having to deal with the
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paperwork, they are afraid of getting kicked out of the Medicare
program because of just the fear alone they said, "Nope.
Sorry. "

And his wife had died, he lives alone. He tells ne the
whol e problem that if he goes honme in northern Baltinore, starts
to bl eed, calls an anbul ance, that anbul ance will not bring him
back to Johns Hopkins. It will take himto Munt Sinai, because
it is closer. The anbulance will not take himwhere he wants to
go. Then he wll have to be admtted in Munt Sinai, go through
t he whol e processing there, and then be transferred to Johns
Hopki ns.

He tells ne the story again. | repeated, "No, the
adm nistration is not going to do it, and for legitimte
reasons.” He is willing to pay out of pocket. Not allowed. He
is sent honme. Sure enough, he does end up bl eeding, and he ends
up two days | ater back at Johns Hopkins. And that is just one
exanpl e wher e you have a person wanting to pay cash, and they
cannot .

And, quite frankly, this is a problem but it is trying
to quantify it. Wen | was doing research | had doctors that
told me things. But | do not know many that want to cone
forward, and put their nane and their reputation and their

busi ness on the line, saying, gee, | was investigated by the
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Heal th Care Financing Administration, or the CM5. It is not
sonet hi ng that people want to di scuss openly.

MR MLLER W will take two nore questions.

MR. SNYDER: M nane is Kent Snyder

Wul d any of the panelists endorse what | would call
"the enperor has no clothes option"? And that is, for people
such as nyself, who are 42, totally opting out, forfeiting
what ever noney that | have paid in the system and fromthis
point on, simlar to Social Security, just forget about it, and
then I will take care of nyself.

DR. JOHNSON: | guess the point that Sue nakes in the
book, I think rather effectively, by the way, is that when you do
that you give up not only what you think is due to you in terns
of all the noney you have spent in the Medicare tax but also the
Social Security program |If you are willing to give up both the
Soci al Security and the Medi care paynents, and your
"entitlenent,” there is no barrier to that. Most people don't
want to do that.

DR. ANTOS: That is not true. You are still obligated

for payroll taxes.

MR. SNYDER: theoretically, it is a trust fund.
Theoretically, you pay in so nuch and you are suppose to get so

much back; which it is not and which we all know But the thing
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is, it is sinply opting out. Because, in ny opinion, l|istening
to all this, as well as reading sone other things and personal
experience, this is |like trying to nmanage neurons; it is going to
be inmpossible to do. And so instead of continuing to pay and
continuing to pay, just opt out and then let the individual
decide, and that is it.

DR. JOHNSON: There is one other facet. And, again,
this is carefully pointed out in the book I think. And Sue did,
if I"'mnot m staken, in her presentation. You cannot buy
i nsurance, so you are, basically, going to put yourself at
enornmous risk. And let nme tell you sonething, it is the sanme
ri sk that young people take. And they are foolish to take it
when they are 21. When they get to be 65, they woul d be several
ti mes nore foolish

Maybe Bill Gates can afford that, and your resources
may be such that you can do that. O what happens then, and it
becones a societal interest in this, it is Iike the guy riding on
the notorcycle with no helnet. |If he survives the crash and he
has no noney, the systemtakes care of himanyway. And then we
have the cost shift that results fromthat. So there is another
facet of this for another day's discussion.

DR. SAVI NGS: Because you could have a nmarket that
woul d develop if there were enough people like you. But at this

poi nt, of course, that is not an option. You cannot do it al one.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



63

And sone peopl e have suggested that for both Social Security and
Medi care, that if you let the right kind of people opt out, you
can help the system But you would have to have this other

mar ket devel op that Storny says does not exist at the nonent.

MR MLLER Let ne get in two nore questions.

MR. HERSHEY: | am Bob Hershey. | am a nanagenent
consul tant .

To what extent can we tell the public about numbers
such as Dr. Savings is going over, and get them so they
understand how nuch it is costing then? Such as the risk nunbers
or growth of noney over tine, such has been used nore in the
Soci al Security anal ysis.

DR. SAVINGS: Well, | can tell you from Social Security
that educating the public is the biggest job that we have. And I
do not think we have been very effective at it, as | see what
happened even after we introduced our interimreport. And that
was not about Medicare, but you did the sane thing about
Medicare. It is just that there is a |ot of demagoguery goi ng on
out there, and it is hard to educate the public and find the
right way to doit. | may not be the right person to do that
because I amsort of an academ c. And we have these PR kind of
peopl e who always tell us we are doing this wong.

There has to be a better way to explain it to

i ndividuals. Because | think we have the right nessage, but we
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have to get it across to them | certainly have not been
effective at it.

DR. ANTOS: As soneone who has dealt with nunbers al
his life, I can tell you, it is really disappointing how nmany
peopl e does not |ike nunbers.

MR. MLLER Final question patiently waiting back
t here.

QUESTION: A nunber of the panelists have pointed out
different ways in which the separation of the payer fromthe
beneficiary results in inefficiencies and additional costs. One
aspect that was not nmentioned -- and I would |like any of you to
conment on it -- is whether it would be possible to reformthe
systemin such a way that reuniting paynent with the beneficiary
could affect prevention. In other words, healthier |ifestyles,
avoi di ng snoki ng or drinking, getting exercise and so on --
preventive medicine -- could actually reduce the cost of health
care. The current systemhas no incentives for that; in fact, it
may have counter-incentives.

M5. BLEVINS: | would add that the best exanple of how
a system can work -- because we have proof -- and that is we had
a free-market systemup until about 1965, and it worked.

I nsurers were able to charge people according to their risks.

They were able to ask people, "Do you snoke?" and chargi ng them

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



nore accordingly. But after Medicare was passed, it distorted
t he whol e market.

| think this book does a good job of explaining how
Bl ue Cross and Blue Shield cut a deal with the Johnson
adm ni stration, and Johnson nore or |ess said, hey, drop al
those seniors and we will let you have the contract to process
claims. And so it was not like all of a sudden seniors ran out
in 1965 and said, "G ve ne Medicare, give ne Medicare." They
were forced out of their prograns. And Dr. Antos actually told
me about his nother, who was just basically dropped from her plan
and told to go get Medicare.

So can a programexists? And, Geg, you raise an
excel | ent question, which is we do need sone really good, sexy
solutions. It is a boring topic. It is very boring, but we have
to do sonething to call for solutions together

And just one last thing that I will add. W have proof

that the free market can work for health care. It has worked in
this country, and can. And, Ken, | amgoing to get in a |lot of
responses that I wanted to give. 1In the book I actually cite, on

page 85, there was a poll taken by the Third MII|ennium G oup, or
t hey comm ssioned a poll, and basically asked baby booners, 18 to
34 -- first they asked, which do you think is going to be around
| onger, the soap opera, Ceneral Hospital, or the Medicare

program which were both created in 1965. And 53 percent of the
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CGeneration X-ers thought that the soap opera, General Hospital,
was going to outlive Medicare.

And then they were asked, if the programis not going
to be saved and is not going to be financially sound, how many
would i ke to opt out. And 59 percent of just Generation X-ers
wanted to opt out altogether, as you suggested, and pay for their
own heal th i nsurance.

MR. MLLER Sue, that raises the question of whether
Luke and Laura will get back together before Part A and Part B
do.

(Laughter.)

MR MLLER Wth that, let's thank all of our speakers
for a thorough discussion.

(Laughter.)

MR. M LLER And you can thank Sue by buying her book
outside. And we will be adjourning upstairs for a reception.
Thank you very nuch.

(Appl ause.)

(Whereupon, the Cato Institute Book Forum concl uded.)
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