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The Medicare Challenge
What it Means for the Country,
What it Means for Our Future













*Among the many issues we face in this country, one stands out prominently.  It affects our economy, our opportunities for growth, our ability to meet serious national needs and, most importantly, it affects the quality of life and economic opportunity our children and grandchildren will enjoy.  We must address the challenge posed by our nation’s entitlement programs, and their extraordinary rate of growth.  Today I want to focus, in particular, on the Medicare program.
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What We’re Facing

The Problem

National debt rapidly increasing

Burden for future generations

Aging U.S. population requires more healthcare

Current entitlement structure cannot survive without significant tax increases, benefit cuts

Significant out-of-pocket costs for Medicare beneficiaries

The Challenge

Maintain affordable access to quality healthcare for current, future Medicare beneficiaries

Ensure environment for economic growth and jobs today; opportunities for children, grandchildren tomorrow









Here’s an overview of the challenge we face.  When we look at our entitlement programs, particularly the Medicare program, we see a rapidly increasing beneficiary population as our nation ages.  The costs involved in caring for these older Americans is leading to an increase in our national debt and, thus, the financial burden we are imposing upon our children and grandchildren.  

The Medicare program is far from a free ride for seniors.  In fact, the current program requires significant out-of-pocket costs for their care and has strict limitations on the support available for catastrophic, long-term hospitalization situations.

Maintaining the current Medicare system will require either significant tax increases, sharp benefit cuts or, more likely, both as the beneficiary population continues to expand.

*  So, our challenge is twofold and goes to the heart of the values we embrace as a country.  We need to provide quality, accessible care for our current senior citizen population, but we also have to find a way to ensure economic growth and opportunity for today’s and future generations.
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The Numbers Don’t Add Up

Federal deficit in 2002:  $157.8  Billion

Federal deficit in 2011:  $1.299 Trillion

Over 800% increase
in 9 years

Federal spending far exceeds revenues

Spending:  24% of GDP

Revenues:  15% of GDP 











*  You all know that the federal deficit is expanding.  Well, this tells you how severe the situation is right now.  In just nine years, the deficit has grown by 800 percent.  No prosperous nation can stay prosperous if this trend continues.  You don’t need a Ph.D. to see why this is happening.  Spending is far exceeding revenues.  
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Inaction has Worsened
the Problem

Federal debt has increased from 33% of GDP to 62%
of GDP in a decade

Wars in Iraq and Afghanistan

New federal spending programs

Recession

Growth of entitlement programs – under current law – makes debt reduction difficult













*  In Washington, there is always a great deal of talk about doing something about deficits, but words have seldom led to actions.  And, during this period of inaction, we’ve been fighting wars, we’ve been dealing with tensions in Iran, we’ve undergone a recession, and we’ve seen massive new spending programs enacted.  These factors have all exacerbated the deficit, but it is the continuing growth of entitlement programs that have us projecting rising deficits far into the future.
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Federal Spending on Entitlements









*  Here’s a graphic view of what we’re dealing with.  You can see a slow but steady increase in spending on Social Security, but it is the healthcare programs, Medicare and Medicaid, that are taking a far bigger bite out of the federal budget.



6



Reasons for Growth in
Entitlement Spending

Aging “Baby Boomers” dramatically increasing Medicare enrollment

7,500 new beneficiaries
per day starting in 2011

47 million beneficiaries
in 2010, 80 million by 2030

Payment structure encourages high utilization
of health services

Average beneficiary receives
$3 in services for every $1 paid in payroll taxes











The reasons for these increases have to do with changes in our population as well as the structure of the Medicare program itself.  It’s mind boggling to think about this, but we now have 7,500 people, on average, having their 65th birthday every single day and joining the Medicare program.  We can’t change the fact that society is aging.  The Baby Boom generation is transitioning into retirement, and it’s affecting our entitlement program spending.

*   But, then we look at the structure of the Medicare program, and we have to ask ourselves if we need to make changes.  Right now, the average couple heading into retirement has paid a little over $110,000 in payroll taxes into the Medicare system during their working years, but they will receive over $350,000 in healthcare services.  I know there isn’t a single business that could survive with those kind of ratios.
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		2000		4
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Here’s a graphic that illustrates the demographic changes we’re seeing.  In 1965, when Medicare began, financing the system wasn’t difficult.  There were 19 active workers paying taxes to support each beneficiary.  The surplus from those contributions enabled the building of a Medicare Trust Fund.  Now, we have more seniors receiving benefits than we do workers paying into the Trust Fund. There are less than four workers for each beneficiary and, consequently, that’s why it becomes necessary to pull from that Trust Fund in order to pay benefits. 
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Path is Not Sustainable

Three options if current Medicare cost increases continue:

Crushing national debt

Significant tax increases on employers, individuals

Slashing program access and benefits

Medicare Trust Fund runs out of money in 2024













*   The Medicare Trust Fund is scheduled to run dry in the year 2024.  That’s not all that far away, considering how long it takes for any policy changes to begin having an impact.  Let’s just say we do nothing and let this situation persist and worsen.  If that’s the course we follow, we’re faced with a finite set of options – and none of those options are desirable.  We can continue to add to our growing national debt.  We can impose high tax increases on individuals and businesses.  We can make deep cuts in Medicare payments to those providing services and make it harder for seniors to find a doctor who will treat them.  Already, more doctors each year are limiting the number of Medicare patients they see because of low reimbursement rates.  If we don’t want to be restricted to these options, then we have to be willing to think about change.
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Effect of Rising Deficits on
the U.S. Economy

Funding entitlement programs will require higher taxes

U.S. already has one of highest corporate tax rates in world

Decline in economic growth,
loss of jobs inevitable

Health sector adding jobs
today, a silver lining in
current economy

Payment cuts, taxes, fees
will slow job creation

Fewer resources for education, infrastructure and others











The other conventional alternatives are not promising either.  We could raise taxes, but the U.S. already has one of the highest corporate tax rates in the world.  Raising those rates even further means a downturn in economic growth, reduced ability to compete in global markets, and a loss of jobs.  The payment cuts and fees I mentioned earlier will already have a negative impact on the health sector, one of the few segments of our economy that has actually been consistently adding jobs.

*  And if we continue to move forward, without change, and face the inevitability that these entitlement programs will take an increasingly bigger chunk out of our economy and out of the federal budget, it will mean less dollars for America’s other important needs – education, rebuilding aging roads and bridges, energy development. 
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There Are Solutions

Structural reform of Medicare is essential in order to:

Control federal deficit

Make Medicare stable

Protect access to innovative,
quality healthcare

Democrats, Republicans need to work together to develop long-term solutions













We don’t want to leave the impression that there are no answers out there.  In fact, there are members of Congress and health policy experts who are working on alternatives to restructure Medicare – to use innovative approaches to curb spending growth and increase the lifespan of the program, while still protecting seniors’ access to high quality healthcare.

*   The key lies in Washington.  Our elected leaders need to stop finger pointing and arguing over who caused our current problems and, instead, work together to develop long-term answers.
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It’s Time to Act

“Washington needs to enact a fiscal plan NOW – not next year, not after the next election, but now…the longer we put these choices off, the more difficult and potentially harmful they become.”

-- Erskine Bowles and Senator Alan Simpson, co-chairs,
   National Commission on Fiscal Responsibility and Reform









The chairs of President Obama’s bipartisan deficit reduction commission had it exactly right.  The longer we wait, the more difficult it will be to put workable solutions in place.  This isn’t a challenge that can be pushed off to the side any longer.  For the sake of our economy, for the sake of our prosperity, for the sake of today’s seniors and future generations of Americans, we need to take up this challenge now.
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What Is Medicare?
Medicare is health insurance for people age 65 or over, people with 


disabilities, and people with end-stage renal disease. Created by an Act 


of Congress in 1965, Medicare was envisioned as a classic “pay as you 


go” program: Active workers contribute money through payroll taxes 


to the Medicare Trust Fund. The fund then covers healthcare expenses 


for the Medicare population. Every American worker contributes 


to Medicare, and every American worker is promised they can look 


forward to being covered by Medicare upon reaching age 65.


What’s Wrong? 
Medicare is a vital healthcare lifeline for millions of older Americans 


and their families. But the number of active workers paying into 


Medicare isn’t keeping up with the rising number of beneficiaries. 


Also, we are not as healthy as we should be, and our healthcare costs 


are much greater than anticipated; they now represent more than 


17 percent of gross domestic product and are the highest of any 


developed country in the world. These costs are quickly outpacing 


the money coming in. 


How Did This Happen?
Medicare is an “entitlement program,” a government program to 


which citizens contribute with the expectation of later withdrawals or 


benefits. Over the years, the number of workers paying into Medicare 


has declined, while the number of people needing coverage has soared.


Why Does It Matter?
The national debt is rapidly increasing, creating a burden for our 


children and grandchildren. Each year more of our economy is 


devoted to Medicare spending that exceeds revenues, which drives 


up the national debt. Just as with your family budget, it doesn’t make 


sense to spend more than you earn. Without significant change, there 


will be nothing left to provide coverage for future generations.


What It Means for the Country, 
What It Means for Our Future.


The number of active 


workers paying into 


Medicare isn’t keeping up 


with the rising number of 


Medicare beneficiaries. 
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FEDERAL SPENDING ON
ENTITLEMENTS GROWS


MEDICAID


MEDICARE


SOCIAL SECURITY


THE


MEDICARE CHALLENGE


The number of people enrolled in Medicare will nearly double in the next 20 years, from 47 million in 2010 to 80 million by 2030.







As the Baby Boomers begin to retire and use more healthcare 


services, their demands on the Medicare program will outpace 


their contributions to the Medicare Trust Fund. We have to make 


changes to continue this valuable program that ensure access to 


high-quality, affordable healthcare.


MEDICARE ENROLLMENT, 1966-2010
(in millions) 47.0


1966 1985 1995 2005 2010


19.1


31.1


37.6


42.5


The number of people paying into Medicare is declining. In 1965, there were 19 workers paying into the system for one 


Medicare beneficiary. By 2030, only 2 workers will support one beneficiary.


The average 


Medicare beneficiary 


receives $3 in services 


for every $1 paid in 


payroll taxes.


The U.S. population is aging, leading to rising 
Medicare enrollment. 


The average baby boomer couple will pay $114,000 into 
Medicare, but will receive $350,000 in medical care. 


7,500 people now join the Medicare ranks, on average, 
each day.
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What’s Next?


We can’t stay on our current path. The Medicare challenge 
affects us all: 
>  It Affects Our Health: Without change, current and future Medicare 


beneficiaries won’t have access to high-quality, affordable healthcare. 


>  It Affects Our Economy: Without change, we cannot ensure an environment 


for innovation, economic growth, and jobs. 


>  It Affects Our Future: Without change, the standard of living for our 


children and grandchildren will be compromised. Beyond healthcare, 


investments in necessary infrastructure—like schools, bridges and public 


safety—will be at risk. 
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Medicare Solvency
Questions and Answers

1. For years I’ve heard that Medicare is going bankrupt.  But it always works out.  Why is this time any different?

A:	The large number of baby boomers entering into Medicare every day, coupled with the fact that people are living longer and staying in the Medicare system longer, is putting a real strain on the system.  There are 47 million beneficiaries today.  By 2030, that number will almost double to around 80 million.  It is estimated that the Medicare Trust Fund will run out of money in 2024.  That is five years sooner than the previous projection.  The insolvency date moves closer and closer.

2. I have paid into the system, so doesn’t the government need to fulfill its obligation and find a way to cover my healthcare expenses?

A:	The current imbalance of the funds paid into the system and the number of health services being utilized makes the Medicare program nearly impossible to sustain.  The average baby boomer couple will pay $114,000 into the Medicare system over their lifetime through Medicare payroll taxes, yet they will receive approximately $350,000 in medical care from Medicare. 

3. Does Medicare cover all of my expenses now?



A:	Under the traditional fee-for-service Medicare program, all medical expenses are not covered.  The average Medicare beneficiary spends about 20 percent of their income for medical care and insurance.  Medicare does not, except in limited circumstances, cover vision, hearing, dental, or nursing home care.  It also has a cap on the number of hospital days it covers.  If a person reaches that maximum, no additional hospitalization costs will be paid for by Medicare.



4. Can’t a lot of money be saved if the government cuts down on fraud and abuse?



A:	While it is estimated that about $70 billion is lost every year to fraud and abuse, eliminating this problem will not measurably strengthen Medicare solvency because it will not close the gap between what people are paying into the Medicare Trust Fund and the medical expenses being paid out. It should be part of the solution, but it is not enough. 



5. If the government hadn’t added the Part D Prescription Drug Program would we have this solvency problem?



A:	Prescription drug coverage in Medicare was long overdue.  Prescription coverage helps seniors stay healthy and avoid serious and expensive health complications.  In addition, the prescription drug program costs the government and beneficiaries far less than initially projected.  Last year, the government’s budgeting arm reduced its Part D spending projection by over $100 billion for the next 10 years.  	



6. I keep hearing that companies are dropping retiree coverage.  How will this impact Medicare’s solvency?  


A: 	Although there have been government incentives for employers to retain health coverage for retirees, rising costs are prompting some companies to drop them once they become eligible for Medicare.  Since 2000, 20% of companies with over 5,000 employees have eliminated retiree coverage.  As recently as 2010, a survey of employers found that 4% of small businesses are dropping retiree coverage, and more than 20% were considering dropping benefits altogether.  This trend only increases the strain on the Medicare program as it becomes the primary rather than secondary payer of benefits for this population.  



7. I hear that doctors are going to stop taking Medicare patients.  This seems inhumane.  Why are they doing that?  

A:	 The increasing number of people becoming eligible for Medicare has put a huge strain on physicians who treat Medicare patients, not only in terms of human and medical resources, but also the financial cost.  Medicare pays well under what it costs to provide care; according to the Mayo Clinic about 50% less.  Many practices have no choice but to limit their number of Medicare patients in order to balance those losses.  As a result, according to a 2009 Medicare Payment Advisory Commission report, “While 92% of U.S. family doctors participate in Medicare, only 73% of those are accepting new patients under the program."  The situation is much worse in some states.  According to the Texas Medical Association, only 38% of Texas primary care physicians say they will take new Medicare patients because of low reimbursement rates.

8. With so many baby boomers joining Medicare every day, how will the ratio of active workers per retiree change during the next 10 years?  What role will demographics play in the solvency of Medicare? 



A:	When the Medicare program was established in 1965 it was designed to have younger workers “paying forward” for current Medicare beneficiaries.  At that time, there were approximately 19 working taxpayers per beneficiary.  Today that number is around 3.4.  By 2030, it is estimated to drop to 2.3 working taxpayers per Medicare beneficiary.  With around 7,500 baby boomers joining the Medicare rolls every day and living longer, there will not be enough taxpayers to support these individuals throughout their lifespan in the Medicare program.



9. Why is the problem of looming Medicare insolvency so hard to fix?



A:	It’s complicated because it involves so many different stakeholders with unique interests.  Solving the problem, just like addressing a dwindling personal checking or savings account, will take sacrifice and commitment by everyone.  Doctors and hospitals have to work to provide better value, beneficiaries need to understand that keeping themselves healthy from an early age is paramount, and everyone, including health plans, providers, manufacturers, beneficiaries, and the government, needs to focus on making consensus-based changes now that might not have immediate results, but save money in the long run to ensure that Medicare is there for future generations.






10. I’ve always assumed that Medicare won’t be there for me when I am eligible.  Why should I worry about something that isn’t going to be there for me in the future?						

A:	In fact, if we do nothing about fixing Medicare’s solvency problem, it will impact young people far beyond just their healthcare.  If we don’t slow down healthcare spending, it will come at the expense of other important public needs, such as infrastructure like bridges and highway repair, and other important societal goods that we value.  If we don’t fix Medicare, the rest of our public necessities will begin to crumble because government funds will be diverted from infrastructure improvements to pay for Medicare. 
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Sample Newsletter Insert

Note: This can be submitted to local community newsletters and for employee newsletters.

Get the Medicare Conversation Going
In 1965, the creation of Medicare provided an insurance program that was innovative for its time and ensured health coverage for older Americans.  This valuable program, which has provided not just healthcare but peace of mind for many Americans, is threatened if we do not take action now to ensure that it will be there for future generations. 

Today, according to AARP, there are 7,500 Baby Boomers joining the Medicare rolls every day.  With the influx of new beneficiaries coupled with the fact that people are living longer, it is estimated that 80 million people will be on Medicare by 2030, as compared to 47 million today.  When the Medicare program started there were 19 workers paying into the system for every Medicare beneficiary.  Today that number has dwindled to less than four workers per beneficiary.  For these reasons, the Medicare Trust Fund is estimated to go bankrupt by 2024, five years earlier than the previous projection from the Medicare Trustees. 

For beneficiaries, the traditional Medicare fee-for-service system doesn’t cover many of the costs for their care.  Medicare does not, except in limited circumstances, cover vision, hearing, and dental care or nursing home care.  It also has a cap on the number of hospital days it covers.  If a person reaches that maximum, Medicare will not pay any additional hospitalization costs.  Oftentimes people don’t even realize how much they are paying out of pocket for all of these different costs.  Estimates are that 20% of the average Medicare beneficiary’s income is spent on healthcare.  

Medicare is a vital lifeline for millions of older Americans and their families.  Start a conversation in your community about the need to improve the Medicare system to sustain its solvency, encourage more care coordination, and reduce out-of-pocket expenses for people who can’t afford them.   
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Sample Op-Ed



Note: This can be used as a template for submission to local media outlets.  



No matter how much anyone tries to explain it, rationalize it, or even deny it, it’s clear that the numbers simply don’t add up.  We are at the point at which U.S. policymakers can no longer keep putting off addressing the serious economic challenge presented by the nation’s entitlement programs, which include Medicare, Medicaid, and Social Security. 



There have been hearings, task forces, and commissions dedicated to addressing growing federal deficits and the role played by entitlement programs in sending them skyrocketing.  Yet, Washington continues to discuss and debate while moving no closer to any real solutions.  The harmful impact of inaction is undeniable -- trillions of dollars in debt passed on to future generations, less money available to address urgent national needs, and a weakening of our economy and our global competitiveness.



Here’s what is happening while answers remain elusive.   According to AARP we have 7,500 new beneficiaries entering the Medicare program every day as the Baby Boom generation transitions into retirement.  These beneficiaries will receive, on average, three dollars in healthcare services for every one dollar they paid in Medicare taxes during their working years.  And, where we had 19 active workers supporting each beneficiary through their payroll taxes when Medicare began in 1965, today, that ratio is less than four-to-one.



Those numbers present us neither a recipe for future solvency nor for economic prosperity.  And the window for addressing this growing crisis is rapidly closing on us.  According to Medicare’s Trustees, the program will become insolvent in 2024.  The closer we get to that date without taking action, the more policymakers’ hands will be tied.  Unacceptably high tax increases or draconian benefit cuts, or both, will be inevitable.



That’s why delay is no longer an acceptable option.  Congress needs to take bold action now.  That doesn’t mean business-as-usual or patchwork solutions, but rather creative, difference-making ideas that move the country off the problematic fiscal path along which we’re currently hurtling.



Conventional solutions to the Medicare challenge won’t get the job done.  In fact, they actually do more harm than good.  We’ve seen Congress cut payments to hospitals and physicians, as well as for essential services like clinical laboratory tests and radiology exams.  These cuts may provide short-term financial relief to the Medicare Trust fund, but Medicare beneficiaries are the ones paying the price.  More doctors are restricting the number of Medicare patients they see because doctors can’t afford to rely upon program payments that don’t cover the actual cost of providing care.



Approaches that are part of the new health reform law, such as creating a new board of political appointees that will cut provider payments and enacting new fees and taxes on pharmaceutical and medical device manufacturers, just represent more of the same – making Medicare’s financial books look slightly better at the expense of elderly patients who will have less access to care and to medical innovations.



We can and must do better.  The need to move toward structural reform of programs like Medicare is inescapable.  If we are to maintain access to quality care for all Medicare beneficiaries, and still find a way to contain costs, it’s clear that this can’t be done within the current Medicare structure.  It’s time to put the band-aids away and start moving toward real, fundamental solutions.



The alternative is to stay the course, see Medicare move closer to bankruptcy, and watch more dollars that could be devoted to public education, or to our nation’s serious infrastructure needs, be absorbed by the ever-growing entitlement machine.  With a limited budget, every dollar spent on unsustainable programs is preemptively taken away from these necessary investments.  If we’re serious about giving our children and grandchildren any hope of a bright economic future, and not just paying lip service to the idea, then the time for action is upon us.
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The Medicare Challenge:

What it Means for the Country,	              What it Means for our Future.

The growing number of beneficiaries and increased burden on the national debt make Medicare in its current form unsustainable.

Challenges:

· With an aging population, nearly 7,500 newly-eligible Medicare beneficiaries are joining Medicare every day.

· The average baby boomer couple will pay $114,000 into the Medicare system over their lifetime through Medicare payroll taxes; they will receive approximately $350,000 in medical care from Medicare.

· In 1965, 19 workers supported one Medicare beneficiary; today that number is less than 4 workers supporting eachMedicare beneficiary.

· Even if all of the federal agencies were eliminated and the U.S. stopped all foreign aid, the federal government would still not have the resources to sustain Medicare.  Medicare and Medicaid account for 24% of the $3.5 trillion federal budget.  
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\		Consequences:

· The Medicare Trust Fund will be out of money in 2024.

· Rising deficits and debt jeopardize economic safety and growth.

· Without changes, Medicare benefits will not be available for future generations. 

· Higher taxes will be necessary to pay for rising costs.

· With more and more resources needed to pay for Medicare, fewer resources will be available for education, infrastructure, and other important national needs.

· Without change, major reduction in provider payments will result in decreased access to care for Medicare patients.



 (
Necessary Steps
Structural Reform 
Only through reform can 
Medicare
 be sustainable while controlling deficits and protecting quality healthcare.
Bipartisan Efforts
Democrats and Republicans need to come together in order to successfully address a pressing national issue.
Immediate Attention
Increasing costs, an aging 
population
, and 
federal deficits
 leave no time to postpone serious reform.
)
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