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Chapter 7 |
Development of the Medicare System

This chapter traces the beginning of the Medicare system from the
early efforts at the turn of the century to establish broad gevernment
health insurance programs through the battle during 1950—65 to en-
act Medicare legislation for persons aged 65 and over.! Then, the
significant amendments made to the Medicare program subsequent
to its enactment in 1965 are discussed.

A description 1s given of the Medicare provisions in legislation
passed by both the House and the Senate in 1973 but not finally en-
acted, because this is a good indication of possible future changes.
Also discussed are legislative proposals made in early 1975 by the Ad-
visory Council on Social Security and by President Ford, in late 1979
by the Advisory Council on Social Security, in early 1981 by the Na-
tional Commission on Social Security, and in early 1984 by the Advi-
sory Council on Social Security. (The National Commission on Social
Security Reform, in 1982-83, did not have the Medicare program as
part of its assignment.) The chapter concludes with a historical sum-
mary of the various promulgated Medicare elements.

Early Legislative Efforts

Germany established a government health insurance program in the
1880s, and several other European countries also did so in the next
few years. These were relatively limited plans, and they generally ap-
plied only to manual workers and lower-paid salaried employees.
Some Americans studied this movement with great interest and
approval.

1. For more details on these historical matters, see Robert J. Myers, Medicare (Home-
wood, IlL: Richard D. Irwin, 1970), chaps. 1-3.
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Legislative Proposais before 1935

The first national advocacy of government health insurance in the
United States was a plank in the platform of the Socialist Party in the
early 1900s. Subsequently, when President Theodore Roosevelt
founded the Progressive Party before the 1912 elections, a plank sup-
porting national health insurance was mcluded in its program. The
American Association for Labor Legislation (AALL), which ceased
operations in the early 1940s, played a most important role in the
legislative movement for health insurance, particularly in the period
beginning in 1912 and ending somewhat after the termination of
World War 1.

The AALL, at its inception, was interested primarily in the pro-
motion of state workmen’s compensation laws (as they were referred
to then). These would provide both medical care and cash payments
for workers suffering from industrial injuries or diseases. In this re-
spect, the AALL was extremely successful, because a number of such
laws were enacted within a few years, and an irresistible movement
was started that eventually resulted in laws in all states.

With this first success as encouragement, the AALL turned its at-
tention to the establishment of separate state programs of medical
care and cash benefits on an earnings-related basis similar to workers’
compensation but with broader application. The AALL prepared
model bills and attempted to get them enacted by state legislatures.
Success, however, was minimal. Little more was achieved than bills
being introduced and hearings being held. The few instances where
the bills came to a vote resulted in rejection. Activity in this area came
to a virtual standstill with the advent of World War I, and was not
renewed afterward. The opposition to the AALL bills came not only
from business and insurance groups but also from the national labor
movement. In the beginning, the American Medical Association was
favorably inclined, but it soon changed its position.

After World War I, those favoring government health insurance
regrouped their forces and made preparations for a new campaign.
During the 1920s, their efforts were concentrated on laying the
groundwork through studies of the matter, such as those of the Com-
mittee on the Costs of Medical Care. Then, in 1934—35, when the
Committee on Economic Security (COES), formed by President
Franklin D. Roosevelt, was developing the proposals which became
the Social Security Act, the proponents of health insurance sought to
have it included with old-age insurance and unemployment insurance.

In part because of urgency and in part because of the controversial
nature of the subject and the strong opposition involved, no legisla-
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tive proposal in the health insurance area was made by the COES or
by President Roosevelt in his recommendations to Congress. Also in-
volved was the possibility that any such proposal would be declared
unconstitutional and might then even pull down with it the com-
panion old-age benefits and unemployment compensation proposals
that were made. Instead, the need for further studies on health insur-
ance was cited by the COES report.

An interesting sidelight of the 1935 legislation that became the
Social Security Act was that initially the section that pertained to the
duties of the Social Security Board referred to making studies and
recommendations in various fields of social insurance, including heaith
insurance. The reference to this controversial subject was stricken out
in the course of the legislative action. However, since the final lan-
guage i regard to studies and recommendations in the social insur-
ance field contained the phrase related subjects, the Social Security
Board never felt any hesitancy about making extensive studies in the
health insurance area. .

Even though there was powerful opposition to compulsory health
insurance in 1935, one important shift in camps had been made since
the 1910s and early 1920s. The American Federation of Labor had,
in the meantime, changed its early views of opposition to most forms
of social insurance. This position was not revised formally until a few
years after the passage of the Social Security Act. In considerable
part, this was probably because of the effects of the depression that
began in 1930 and the different attitude of AFL President William
Green compared with that of his predecessor, Samuel Gompers.

Legislative Proposals between 1935 and 1950

When President Franklin D. Roosevelt signed the Social Security Act
in 1935, he made clear his feelings that this legislation was only the
cornerstone of a much more extensive program. Under the “study”
provisions of the act, the staff of the Social Security Board continued
the research and investigation made by the COES on national health
insurance.

The Interdepartmental Committee to Coordinate Health and Wel-
fare Activities was established by President Roosevelt directly after the
Social Security Act became law. Its recommendations were presented
to a National Health Conference in 1938, which brought together a
large group of persons who were interested in this subject.

The interdepartmental committee recommended, among other
things, social insurance provisions for temporary-disability benefits
along the lines of state unemployment insurance programs and for
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permanent-disability benefits under the national old-age benefits pro-
gram. Also, it was proposed that federal grants should be made avail-
able to state programs providing medical care for the needy—both
those receiving cash public assistance payments and those who were
medically indigent. It was also recommended that the states, with fed-
eral financial and technical assistance, should establish plans to meet
medical costs on a prepayment basis. Such plans would be financed at
the state level from general taxes and/or contributions from the cov-
ered persons.

The National Health Conference discussed these recommendations
in depth. In general, there was complete agreement on the broad
principle of improving the nation’s health. However, there were dif-
ferences of opinion on the methods for doing so and especially on
how the costs should be financed.

Following the conference, somewhat amended versions of the inter-
departmental committee recommendations were embodied in a bill
mtroduced in 1939 by Senator Wagner (Democrat). This was the first
major bill outlining a broad federal health program. The bill in-
cluded, among other major proposals, federal grants-in-aid to the
states for medical care programs, whether through insurance, public
medical services, or combinations, as the state might decide. The cate-
gories of persons to be protected and the services to be covered were
described in a very broad and general manner and were not specifi-
cally detailed.

Extensive hearings on the Wagner Bill were held. This became the
first national legislative sounding on health insurance, bringing to the
front the support of major consumer groups and the opposition of
the medical profession. A report in favor of the bill was filed, but in
view of the opposition the bill was not brought to a vote. The impor-
tance of this was twofold: it revived national interest in health insur-
ance, which had been laid aside during the legislative progress of the
Social Security Act, and it demonstrated that the compromise of a
tederal-state grant-in-aid pattern did not result in acceptance.

With the failure of the Wagner Bill to win support for the state-by-
state approach (with federal grants), the executive branch gave up
this pattern. Instead, encouraged by the successful establishment and
operation of the national social insurance system of old-age and sur-
vivors imsurance in [937—40, the executive branch concentrated
thereafter on national proposals for health insurance linked with that
system. These proposals became identified as the Wagner-Murray-
Dingell Bills (after the two Democratic senators and the Democratic
representative who sponsored the legislation). The first of these pro-
posals was made in 1943, and bills along these lines were introduced
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at vartous times in the 1940s and 1950s. These bills closely followed
general recommendations made by the executive branch, but they
were never endorsed officially by either President Roosevelt or Presi-
dent Truman.

These proposals included programs to provide protection against a
considerable part of the expense of hospital and medical services for
all workers (including retired workers) and their eligible dependents—
not merely for those then covered by the OASI program, but also
agricultural and domestic workers, self-employed persons, and the
like. President Truman expressed support of the general principles,
even though he did not endorse the specific bills.

The Wagner-Murray-Dingell proposal included virtually all medi-
cal services, except for drugs (other than unusually expensive pre-
scriptions). Administration would be on a state-by-state basis through
state agencies (acting as agents) that would contract with providers
of care and fix the rates of payment. Physicians would elect whether
they wanted to be reimbursed by fee-for-service, capitation, or salary.
However, the total amounts available for reimbursement would be
fixed in accordance with what was available through the financing
mechanism of the system and would be equivalent in the aggregate,
regardless of which method was selected by the physicians individu-
ally. The hospitals and other institutional providers of services would
be paid on a negotiated cost-reimbursement basis.

The financing provisions of the Wagner-Murray-Dingell proposal
were somewhat vague, because the bills were introduced as health
measures rather than as tax measures. This legislative procedure ap-
parently was adopted so that the bills would be referred to committees
which would be more favorably disposed toward the legislation. The
implication was that the financing would be on a percentage-of-
payroll basis. A sum equal to 1 percent of taxable wages would be
authorized as an initial reserve. A continuing total contribution of
3 percent would be required each year thereafter, plus a further
1 percent (only 0.5 percent for the first three years) for financing
dental and home nursing services. Hearings on the Wagner-Murray-
Dingell Bills were held for several years, but the legislation never
came to the Hoor of either the House or the Senate for a vote.

An approach taken by a wide variety of bills in the 1940s, mostly
mtroduced by Republican members of Congress, was to encourage
voluntary health msurance by giving exemptions or credits for such
premiums for federal income-tax purposes.

A completely different approach was taken by Senator Taft—
perhaps the leading Republican member of Congress in 1946—as an
answer to the Wagner-Murray-Dingell Bills. The Taft Bill would have
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provided federal financial support for state programs for the medi-
cally indigent. Thus, it might be said that this proposal was the first to
establish the format used in the later Medicaid program.

Legislative Action in 19511964

The period 1951—-64 saw great activity in proposals for medical care
benefits under social insurance and public assistance. In the early part
of the period, the activity centered on the development and dis-
cussion of social insurance proposals, primarily for persons aged 65
and over. Later, in the middle of the period, medical care services
under public assistance were significantly expanded, in part because
those who opposed the social insurance approach supported public
assistance measures as “‘counterfires.” Thus, the Kerr-Mills Act of
1960 (named after the Democratic Senate and House sponsors) estab-
lishing the program of Medical Assistance for the Aged (MAA) was
enacted and was the first legislation passed in the format that would
later emerge as Medicaid.

Beginning in 1960, efforts to enact a social insurance program of
hospital benefits were stepped up through a series of bills known as
the King-Anderson Bills (named after the Democratic House and
Senate sponsors). The subject never came to a vote in the House of
Representatives, but rather it was decisively rejected several times by
the Ways and Means Committee. On the other hand, several record
votes on the matter were held in the Senate, and each time the margin
of defeat lessened. The basic natures of the various benefit proposals
that were considered over the years were similar, but minor changes
were made from time to time in an effort to answer some of the op-
position arguments and thus win support. .

The proposal of the Johnson administration in 1963 had a unique
basis as to the hospital benefits provided. Three options could be
elected (irrevocably) by the beneficiary: (1) 90 days of hospital care in
a benefit period, with a $10 daily cost-sharing charge for the first 9
days; (2) 45 days with no deductible; or (3) 180 days with a deductible
equal to 2% times the nationwide average daily cost of hospitalization
(estimated to total about $100). Although this would have given bene-
ficiaries great flexibility of choice, it would have been very difficult for
many of them to understand the options and make a good choice
among them.

Finally, in 1964, the Senate passed, by a close vote, an amendment
providing hospital insurance benefits for persons aged 65 and over,
but the House would not agree to any compromise position, and the
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legislation died in conference when the session adjourned for the
presidential election.

Over the period, the financing provided in the various proposals
was increased significantly—from a combined employer-employee
contribution rate of about 0.5 percent of taxable payroll for the ear-
liest proposal to somewhat more than 0.75 percent for the last pro-
posal This increase was due in part to the continuing rapid increases
in hospital costs over the period and in part to the adoption of more
conservative assumptions in the underlying cost estimates. In all the
proposals, the self-employed rate was 1% times the employee rate,
just as in OASDL

Enactment of Medicare

The deadlock that occurred in connection with the 1964 legislation
left the battle lines clearly drawn in the impending presidential cam-
paign between President Johnson and his Republican opponent, Sena-
tor Goldwater. The latter had taken a strong position against the
King-Anderson Bill and similar proposals during the 1964 Senate de-
bate. In the actual campaign, however, this issue was not particularly
stressed. Rather, others such as the Vietnam War took precedence.

The results of the election changed the complexion of the House
of Representatives considerably. It appeared to most political analysts
that the temper of the House was clearly to pass some type of legis-
lation providing hospital benefits under Social Security for persons
aged 65 and over. And, of course, the Senate, which had favored such
a proposal in the 1964 legislative activities, had a composition in 1965
that was even more favorably disposed in this direction.

Administration Proposat in 1965

President Johnson decided to make the Hospital Insurance (HI) pro-
posal his major legislative goal 1n 1965. It was contained in identi-
cal bills introduced by Congressman King (H.R. 1)? and Senator
Anderson (S. 1).

The King-Anderson Bill of 1965 provided for 60 days of hospital
benefits within a benefit period, with a flat deductible equal to ap-
proximately the expected nationwide average daily hospital cost under

2. It is interesting that the original bill was not introduced by Chairman Wilbur D.
Mills but that the bill approved by the House Ways and Means Committee, with nu-
merous changes, was a “clean” bill and bore his name and had a different number than
the “magical” H.R. 1.
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the program initially, subject to variation in the future. A maximum
of 60 days for the posthospital extended care facility (ECF) benefits
was provided. Also included were 240 home health (HH) visits during
a calendar year and outpatient diagnostic services during a 30- day
period in excess of a deductible equal to 50 percent of the inpatient
hospital deductible.

The benefits would be available not only for insured persons aged
65 or over under the OASDI and RR systems but also on a transitional
basis for virtually all noninsured persons in the country (excluding
only active and retired federal employees eligible for health benefits
under their own plan, certain short-residence aliens, and members of
subversive organizations). The 1964 Advisory Council on Social Se-
curity recommended HI for the disabled, but it was not included.

The financing was at a significantly higher level than the legislative
proposals of previous years. In large part, this was the result of the
views of Chairman Wilbur D. Mills of the House Ways and Means
Committee, because of his concern that the program should be
soundly financed, with conservative cost assumptions. The combined
tax rate for OASDI and HI would be allocated between the two
programs.

The allocation to HI, for the combined employer-employee rate,
would be 0.6 percent of taxable payroll for 1966, 0.76 percent for the
next two years, and 0.9 percent thereafter. The lower rate for the first
year reflected the fact that taxes would be collected for the entire year
but that benefits would be paid only for the last six months. The in-
termediate step for the next two years was established on the grounds
that it would be desirable, from an economic standpoint, to have such
a graduated basis so that the total tax collections for these years would
be as low as possible (and yet meet the program costs), and thereby
any fiscal-drag effects would be lessened. The maximum taxable earn-
ings base would be increased to $5,600. Just as in all the previous
proposals, the rate for the self-employed was 1% times the employee
rate, as in OASDI.

Other Proposals in 1965

Although the political atmosphere seemed such that it was virtually
certain that hospital benefits associated with the OASDI system would
be enacted, other proposals were presented to Congress. In part,
these were made to show that, although the sponsors had been op-
posed to the compulsory hospital insurance approach and still were,
they nonetheless were interested in solving the problem of health
benefits for persons aged 65 and over, but through different means.
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One approach was sponsored by Representative John -‘W. Byrnes,
the ranking Republican member of the House Ways and Means Com-
mittee. His bill provided a full range of health benefits—rather than
merely hospital and related benefits, as did the King-Anderson Bill—
with certain deductibles and coinsurance. The benefits under this
proposal were closely modeled after the high-option indemnity plan
of health benefits available for federal employees of all ages (includ-
ing also the retired). The financing was through individual monthly
premium payments from all persons aged 65 and over who elected to
be covered.

Although the same benefit protection would have been available for
all protected persons under the Byrnes Bill, the premium rate would
vary directly with the size of the OASDI or RR monthly benefit that
the individual was receiving (or was eligible to receive if not yet re-
tired). Persons not receiving such a benefit (or eligible to do so) would
pay the maximum premium possible (i.e., based on the maximum
OASDI benefit). Specifically, the monthly premium payment equaled
10 percent of the minimum benefit, plus 5 percent of the amount of
the monthly benefit in excess of the minimum benefit (so that it would
have varied from approximately $4 to $9 for a single person and from
$5 to $12 for a married couple). It was estimated that the premium
payments from the beneficiaries would meet about one third of the
cost. The remainder would come from general revenues.

Another approach, sponsored by the American Medical Associa-
tion in its last-ditch fight against the enactment of a health-benefits
plan associated with social insurance, was contained in bills intro-
duced by Democratic Representative A. Sidney Herlong and Repub-
lican Representative Thomas B. Curtis. This proposal—popularly
referred to as Eldercare—essentially would have expanded the
federal-state Medical Assistance for the Aged program (MAA). It
would have permitted the development of private health insurance
that would be fully paid for by MAA for low-income persons and
would be on a partial-payment basis for those somewhat above the
maximum income limits for “free” coverage. No uniform program of
health benefits would have been prescribed or required for the states
that wished to participate. This bill also would have liberalized the
MAA program in a number of respects, by easing the means-test re-
quirements and by providing increased federal financial participation.

Action of the House of Representatives in 1965

Early in 1965, the House Ways and Means Committee held executive
sessions on the various proposals for health benefits for persons aged
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65 and over. Chairman Mills had become convinced that the mood of
the House of Representatives was such that a bill providing some
form of health benefits was called for and that such a bill could be
developed on a sound basis. To get a broad base of support, he pro-
posed that the new bill to be written by the committee should incor-
porate the essential features of all three major pending proposals.
'This politically logical approach took virtually everybody by surprise,
including the sponsors of the three separate approaches..

Actually, many ardent sponsors of health benefits provided through
social insurance were greatly pleased by the much broader approach
than merely HI, because their real desire was comprehensive medical
care through social insurance for persons aged 65 and over—and, in
fact, whenever possible for the entire population.? The results, there-
tore, were much more sweeping than the sponsors had ever dreamed
possible, although they had some regrets about the voluntary nature
of SMI and its being financed in part by the participants, rather than
through payroll taxes. On the other hand, some advocates of a na-
tional health service viewed the item-by-item approach of Medicare
without enthusiasm; they feared that it might inhibit the future
growth of comprehensive, unified health services.

The three separate health-benefits proposals were incorporated by
the House Ways and Means Committee in the following manner: An
HI program would be established with provisions paralleling closely
those of the King-Anderson Bill but with significantly different fi-
nancing provisions. In addition, a supplementary voluntary program
covering physicians’ services and certain other medical costs would be
established. The benefit provisions were similar to those of the Byrnes
Bill, except that the hospital and related benefits were carved out (be-
cause they were provided in the separate HI system). This new SMI
program would be available through individual voluntary election
and would be financed by uniform premium rates from the beneficia-
ries and equal matching contributions from general revenues.

The voluntary nature of SMI, and the requirement that it be ad-
ministered with a third party (carriers) between physicians and the
government, evolved because of the strong views of the American
Medical Association (AMA), which were recognized by the committee
even though the AMA did not support the proposal. The AMA had

3. In this connection, it is interesting that, when the Johnson administration testified
before the House Ways and Means Committee, it pointed out, with approval, the part-
nership of the federal government handling hospital benefits only, with the private
sector having responsibility and opportunities in the area of physician benefits. With
the latter being included in the House bill, as SMI, the Johnson administration was
completely silent on this point when it testified before the Senate Finance Committee.
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always taken a position against any health insurance plan affecting
physicians that was financed through payroll taxes and was compul-
sory for the participants, on the grounds that this involved govern-
ment control and was socialized medicine. The basis adopted for SMI
thus avoided these criticisms. -

Finally, as the third part of the combination of the several health-
benefits proposals, a medical assistance program (Medicaid) would be
established by broadening the existing MAA program to provide
more liberal eligibility conditions and federal matching (and also to
extend it beyond the aged category to younger persons). These pro-
visions- were taken to some extent from the AMA’s Eldercare pro-
posal, but they went far beyond it, espeaaﬂy by including younger
persons.

The HI-benefit provisions adopted by the committee differed from
those of the administration proposal in the followmg major respects:

1. Posthospltal ECF benefits would be avaﬂable for a maximum of
20 days per spell of illness, plus 2 additional days for each un-
used day of hospital benefits up to a maximum of 80 additional
days. Furthermore, a prior stay of three days in a hospital would
be required.

2. The outpatient dlagnostlc benefits would be changed so that the
period to which the deductible applied would be 20 days in the
same hospital, rather than 30 days in all hospitals. Furthermore,
any deductible paid for this benefit would be credited against
the hospital deductible.

3. The HH benefits would be limited to 100 visits and would be
available only after hospitalization.

4. The services of certain medical specialists in hospitals (radiolo-
gists, anesthesiologists, pathologists, and physiatrists) would be
covered under SMI rather than HI.

5. A deductible would be introduced with respect to the first three
pints of whole blood furnished in a spell of illness.

HI would be financed by a long-range increasing tax schedule-and
by an increase of the maximum taxable earnings base to $5,600 for
1966—70 and $6,600 thereafter (compared with the level $5,600 in
the administration proposal). The combined employer-employee rate
would begin at 0.7 percent in 1966 and would then increase to 1.0 per-
cent in 1967-72, 1.1 percent in 1973-75, 1.2 percent in 1976-79,
1.4 percent in 1980-86, and 1.6 percent thereafter. These rates
would be levied on the same earnings base as OASDI.

Unlike any previous proposals, the self-employed would pay only
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the employee rate (instead of 1%z times that rate). This was done
because of complaints on the part of the self-employed about the ris-
ing OASDI tax rate (at the same time, a ceiling of 7 percent was put
on that rate, although it was not immediately of any effect). This basis
for the self-employed was maintained in all subsequent legislation
until the 1983 Act. It should be noted that the self-employed were
particularly sensitive to the size of OASDI-HI taxes, because at that
time they paid such taxes in one lump sum when the final income tax
return was due (now it is paid quarterly on a more or less cur-
rent basis).

The cost of the benefits for the uninsured group would be borne
by general revenues.

SMI would cover physician services, HH services regardless of
prior hospitalization (up to a maximum of 100 visits per year), and
various other medical and health services, such as diagnostic tests,
therapy treatments, ambulance services, surgical dressings, and medi-
cal equipment. An annual deductible of $50 and 20-percent coinsur-
ance on the part of the participant would be applicable. (In hindsight,
one sees that it was most unfortunate that the initial deductible was
not put on a dynamic basis, varying annually with average physician
costs—as was done with regard to the HI cost-sharing provisions,
relative to hospital costs. Such a logical procedure could probably
have been enacted without difficulty and would have held down the
increase in the adequate actuarial rates, as well as being equitable to
the enrollees by keeping the relative size of the deductible constant.)
Special limitations would be provided on outpatient psychiatric care
(in essence, 50-percent coinsurance and a maximum reimbursement
of $250 per year).

SMI would be financed by premiums of $3 a month from the par-
ticipants, with equal matching amounts from general revenues. The
standard premium rate (for those who enrolled at the earliest possible
time or shortly thereafter) would be adjusted in the future (after
1967) as experience indicated. Also, the premium rate would be higher
for individuals who did not enter the program when they were first
eligible to do so, with strict requirements for such late enrollments
and for reenrollments.

The House adopted the provisions of the Ways and Means Com-
mittee bill without change.

Action of the Senate in 1965

The Senate Finance Committee approved the provisions for both HI
and SMI in substantially the same form as the House bill. The HI-
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benefit provisions of the Finance Committee bill differed from those
of the House bill in the following major respects:

1. The hospital benefits would be available ror an additional 60 days,
with coinsurance of $10 per day (automatically adjusted in the
tuture based on changes in hospital costs).

2. The outpatient diagnostic benefits would have 20-percent co-
insurance (to parallel the treatment of such services when cov-
ered outside of a hospital under SMI).

3. The posthospital ECF benefits would be available for a maxi-
mum of 100 days per spell of illness in all cases, but there would
be coinsurance of $5 per day (automatically adjusted in the fu-
ture, based on changes in hospital costs) for each day after
20 days.

4. The HH benefits would have a maximum of 175 visits
per year.

5. The services of certain medical specialists in hospitals (discussed
previously) would be covered under HI, as in the King-
Anderson bill.

The HI program, as modified by the Finance Committee, would be
financed by a revised contribution schedule and by an earnings base
of $6,600 for all years after 1965. Somewhat higher rates would be
provided in the later years of operation than in the House bill, be-
- cause of the increased cost involved in the benefit changes discussed
previously.4

The provision for the coverage of railroad workers was changed so
that, in essence, the maximum taxable wage base under RR would
have to be equivalent to that under OASDI.®* Otherwise, the HI pro-
gram would not be administered in any way by the Railroad Retire-
ment Board. _

The SMI-benefit provisions of the Finance Commuittee bill differed
from those of the House bill principally in the manner indicated in
the previous discussion of the changes in the HI program. The SM{
provisions were not changed significantly during the Senate floor de-
bate, but the following important changes were made in the HI
provisions:

4, The rates before 1971 would not be increased. The combined employer-
employee rates after 1970 would be 0.1 percent higher than those in the House bill.

5. The RR base was then on a monthly basis, so its level was established at one
twelfth of the OASDI base. This can, for persons with fluctuating high earnings, result
in less tax liability in a year. However, under those circumstances, the RR Account
would have to make up the difference to the HI Trust Fund.
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TagLe 7.1. Combined Employer-Employee Hospital Insurance Tax Rates
under Various Acts

Combined Employer-Employee Tax Rate

Mid- End- Law Prior
1965 - 1967 1972 1972 to 1977 1977

Period Act Act Act® Act* Act Act
1966 0.7% 0.7% 0.7% 0.7% 0.7% 0.7%
1967 1.0 1.0 1.0 1.0 1.0 1.0
196872 1.0 1.2 1.2 1.2 1.2 1.2
1973 1.1 1.3 1.8 2.0 2.0 2.0
1974-75 1.1 1.8 1.8 2.0 1.8 1.8
196777 1.2 1.4 1.8 2.0 1.8 1.8
1978—-807 1.2 1.4 2.0 2.5 2.2 2.1%
1981-857 14 1.6 2.0 C 27 2.9 2.6
1986 and after® 1.6 1.8 2.4*% 2. 3.0 2.9

*The tax schedule in this act never went into effect, being superseded by the sched-
ule in the amendments enacted later in 1972 and by the amendments enacted in 1973,
which increased the earnings base from $12,000 to $13,200 (see the next-to-fast
column).

TFor the 1965 and 1967 Acts, these periods are 1978-79, 1980—86, and 1987 and
after. respectively.

*2.2 percent for 1986—92.

#But 2.0 percent for 1978,

iBut 2.7 percent for 1985.

1. No limit on the number of hospital days covered (but with co-
insurance after 60 days).

. No requirement of prior hospitalization for HH benefits.

. Increased tax schedule to finance these changes. The combined
employer-employee rates during 1973—86 would be 0.1 percent
higher than those under the Finance Committee bill.

Lo N

Action of the Conference Committee in 1965

The two versions of the bill contained health-benefit provisions that
did not differ greatly, so it was relatively simple to obtain agreement.
The Senate provisions for HI were followed, except as follows:

1. The maximum number of hospital days per spell of illness
would be 90 (with daily coinsurance after 60 days).

2. Prior hospitalization would be required for the HH benefits.

3. The maximum number of HH visits would be 100 in a one-year
period.
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4. The services of medical specialists would not be covered (but
rather would be under SMI).

5. The tax schedule of the House bill was adopted as being suf-
ficient to support the benefit provisions, while the taxable earn-
ings base of $6,600 in all future years in the Senate bill was
adopted (see Table 7.1).

Both bodies readily accepted the bill as modified by the conference
agreement. President Johnson signed the measure, which was one of
the major triumphs in connection with his legislative goals for 1965.

Changes in Medicare since 1965

As might be expected with regard to legislation of the nature and
complexity of Medicare, many changes in the original program have
been proposed and discussed, and some have been enacted. These
changes have occurred in both the HI and SMI provisions, and in the
persons covered or eligible for Medicare benefits. Many of the changes
were made during the Johnson administration, but they continued
through the subsequent administrations.

Considerations and Actions during the Johnson Administration

President Johnson, as indicated, placed great emphasis on healthcare
legislation. After the passage of Medicare, this emphasis did not sub-
side, and many changes were proposed by his administration. Sub-
stantial revisions were proposed in 1967, and some of these were
enacted.

Consideration of Medicare for the Disabled

In 1967, the administration proposed Medicare benefits for disabil-
ity beneficiaries who were eligible for cash benefits—disabled workers
(but not their eligible auxiliaries), disabled-child beneficiaries aged 18
or over (children of retired, disabled, and deceased insured workers),
and disabled widows and widowers.

The additional cost to the HI program would be met by increasing
the earnings base from $6,600 to $7,800 in 1968—70, $9,000 in 1971
73, and $10,800 in 1974 and after. The SMI benefits for the disabled
would be financed by premium payments from the enrollees at the
same rate as that paid by those aged 65 and over and by equal match-
ing government contributions. )
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The bill written by the House Ways and Means Committee did not
contain any provisions for extending Medicare to disabled beneficia-
ries. However, it provided for the establishment of an advisory coun-
cil to be named by the Secretary of Health, Education, and Welfare to
study this subject during 1968 (as did also the final legislation). The
administration’s proposal in 1967 to include disabled beneficiaries
within Medicare was not accepted, primarily because of financing
problems and uncertainties.

During the legislative considerations, data became available from a
survey of OASDI disabled beneficiaries, and these showed that such
persons have hospital and medical costs that are probably about 2V%
to 3 times higher on a per capita basis than those of persons aged 65
and over. The use of these new data resulted in a significant increase
in the estimated cost of both the HI and SMI benefits for disabled
beneficiaries, which would have required a significant rise in the HI
tax rates.

Each way that the increased cost of covering the disabled under
SMI could be met within the premium-government contribution basis
seemed to be unacceptable. If the costs were spread over all beneficia-
ries (the aged and the disabled), with equal government matching,
then it would seem unfair for the aged to pay more than they would
have paid if the disabled had not been covered.

If the disabled were charged a special higher premium rate that
would be sufficient, together with an equal government contribution
(just as for the aged), the rate would be so high that many would not
believe themselves able to afford it. More important, because of the
diversity of physical conditions among the disabled, the protection for
many would not be worth the premium charged. Accordingly, many
would not enroll, so that a vicious circle of antiselection and rapidly
rising per capita costs would occur. '

The only other solution would be to charge the disabled the same
premium rates as the aged, but to have a much higher government
contribution for the former than for the latter. This procedure would
destroy the equal-matching principle (by a considerable amount) and
so was unacceptable to the House Ways and Means Committee.

Changes Made by the 1967 Act

As a result, Medicare benefits for the disabled were not included in
the 1967 legislation. Other benefit changes were, however, proposed
by the administration, and some were adopted by Congress. Also, ex-
perience during 1966—67 had indicated that hospital costs had risen
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much more rapidly since the enactment of Medicare than had origi-
nally been estimated. Accordingly, additional financing seemed
necessary. The legislative developments in 1967 are described in Ap-
pendix 7-1. :

During the Senate debate, Senator Montoya (Democrat) offered an
amendment to include an out-of-hospital prescription-drug benefit in
SMI. A $25 annual deductible would be applied to charges for drugs.
Then, individuals would be reimbursed directly for excess charges,
with the reimbursement amount based on the wholesale cost of the
least expensive generic equivalent, plus a pharmacist’s professional
fee (and not on actual charges, unless lower). The latter provision
would thus have the effect of producing some cost-sharing, because
many purchases would not be on the basis described. The sponsor of
the proposal estimated that its cost would be $1 per month (divided
equally between the enrollee and the government), while the Social
Security Administration estimated the cost at $3.20. The amendment
was defeated by a relatively close vote.

The HI changes in the 1967 Act were as follows:

1. The outpatient diagnostic benefits were transferred to SMI.

2. Sixty lifetime-reserve days at daily cost-sharing equal to half the
initial deductible were made available.

8. Tax rates for all years after 1967 were increased by 0.1 percent
for each party (see Table 7.1).

4. The maximum taxable earnings base was increased from $6,600
to $7,800 (just as for OASDI).

Similarly, the 1967 Act changed the SMI provisions as follows:

1. The outpatient diagnostic benefits were transferred from HI.

2. The cost-sharing provisions with regard to hospital-based phy-
sicians for pathology and radiology services were eliminated (but
legislation in 1982 restored them in all instances—after legisla-
tion in 1980 had done so for nonassignment cases).

3. Physical therapy services outside hospitals were covered on a
much broader basis.

4. Enroliment periods are to be held annually (instead of bien-
nially).

5. Enrollees may withdraw at any time (rather than only during a

. general enrollment period).

6. Premium periods are to be annual (instead of biennial), due to
the rapid increases in medical costs that were occurring.
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TasLE 7.2. Standard SMI Monthly Premium Rates in Various Periods

Period Rate How Determined
July 1966—December 1967 $ 3.00 1965 Act
January 1968—March 1968 3.00 1967 Act
April 1968—June 1969 4.00 Promulgated
July 1969—June 1970 4.00 Promulgated
July 1970—June 1971 5.30 Promulgated
July 1971—June 1972 5.60 Promulgated
July 1972—]June 1973 5.80 Promulgated
July 1973—June 1974 - 6.30 Promulgated
July 1974—June 1975 6.70 Promulgated
July 1975—June 1976 6.70* Promulgated
July 1976—June 1977 - 7.20 Promulgated
July 1977—June 1978 7.70 Promulgated
July 1978—June 1979 . 8.20 Promulgated -
July 1979~June 1980 8.70 Promulgated
July 1980—June 1981, . 3.60 Promulgated
July 1981—June 1982 ' 11.00 ' Promulgated
July 1982—June 1983 12.20 Promulgated
July 1983 —December 1983 12.20 ' 1983 Act :
January—December 1984 14.60 Promulgated
January—December 1985 15.50 Promulgated
January—December 1986 . 1550 Promulgated
January—December 1987 17.90 Promulgated
January—December 1988 24.80 Promulgated
January-December 1989 27.90 Promulgated
January—December 1990 - 28.60 Promulgated

.. January—December 1991 2990 . 1990 legislation
January—December 1992 31.80 1990 legislation
January—December 1993 36.60 1990 legislation
January—December 1994 41.10 -~ 1990 legislation
January—December 1995 46.10 1990 legislation

*The law did not permit an increase because the OASDI cash-benefit level for
June 1975 (as known in December 1974) was the same as in June 1974. This
resulted from a technical error in the law, as discussed later in this chapter. Leg-
islation in 1975 corrected this error. ;

T Actually, because of action of the Price Commission, the rate was frozen at
$5.80 for July 1973 and $6.10 for August 1973. '

Under the initial legislation, the premium rate was established at $3
per month for July 1966 through December 1967 (see Table 7.2). The
standard premium rate for persons enrolling in the earliest possible
enrollment period was to be promulgated for the succeeding two-year
period by the Secretary of Health, Education, and Welfare before Oc-
tober 1967. However, because the 1967 legislation was still pending
in September, and there was no possibility of its final enactment then,
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and because it contained significant changes in the program, a
“quickie” bill was passed to make the promulgation applicable for
April 1968 and thereafter (continuing the $3 rate until then).

Aduvisory Council on Health Insurance for the Disabled

At the end of 1968, the Advisory Council on Health Insurance for
the Disabled made a number of sweeping recommendations. First,
Medicare coverage would be made available not only to disability
beneficiaries but also to insured workers who are disabled for at least
three months. The waiting period for cash benefits would not be re-
quired, nor would the prognosis of the disability lasting for at least 12
months or until prior death. Furthermore, for persons aged 55 or
over, the definition of disability would be more lenient—by requiring
disability only such that the person is unable to engage in substantial
gainful activity in his or her regular work, rather than for any sub-
stantial gainful employment. This would produce an administrative
nightmare by having more liberal conditions for short-range Medi-
care benefits than for the long-range cash benefits.

Second, the council recommended combining HI and SMI for the
disabled for financing purposes, with the cost being met half by equal
employer-employee contributions (with the self-employed rate con-
tinuing to be equal to the employee rate) and half by a government
subsidy.

Final Legislative Proposals of the Johnson Administration

Just before going out of office in January 1969, the Johnson admin-
istration made a number of sweeping recommendations for legislation
to change the Medicare program. These proposals included: (1) ex-
tending HI and SMI coverage to disabled beneficiaries, with a liber-
alized basis of disability eligibility; (2) combining HI and SM1, so that
both would be financed by payroll taxes, but with half the cost met by
a government subsidy; and (3) including out-of-hospital drug benefits
under HI for so-called maintenance drugs (important in the treat-
ment of chronic diseases). No specific recommendations were made
on how these expansions would be financed.

Considerations and Actions during the Nixon Administration

The changeover from the Johnson administration to the Nixon ad-
ministration did not have a substantial impact on the flow of changes
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in the Medicare program. The administration continued to rec-
ommend legislative changes, and Congress continued to amend the
program.

Initial Legislative Proposals of the Nixon Administration

New actuarial cost estimates for HI were made 1n late 1968 and
then again a year later. Each showed significantly higher costs than
had previously been estimated. Accordingly, when the Nixon admin-
istration made Social Security recommendations in late 1969 (essen-
tially to up&éte the OASDI-benefit provisions), it also made provisions
for meeting the financing problems of HI. This would be done in
three ways. First, the ultimate combined employer-employee tax rate
of 1.8 percent scheduled for 1987 and after (0.9 percent for self-
~ employed persons) would be moved up to 1971 and held level there-
after. Second, the maximum taxable earnings base of $7,800 per year
would be increased to $9,000. Third, for 1974 (and each year there-
after), the earnings base would be subject to automatic increase, de-
pending upon changes in the level of earnings in covered employment.

No changes were proposed in the HI-benefit provisions. However,
certain legislative changes were recommended in HI (applicable also
to the Medicaid program) to achieve more effective cost controls.
Such measures would include requirements for better planning of
medical facilities and would permit better control of some serious
abuses, particularly in the utilization of services.

Legislative Action in 1970—-1972

Beginning in 1970, Congress gave thorough consideration to ex-
tensive legislation modifying OASDI and Medicare. An omnibus bill
containing many important changes in Medicare failed to win enact-
ment in 1970, because insufficient time remained in the session to
reconcile the many differences between the House and Senate ver-
sions. The various Medicare provisions were carried over into the leg-
islation considered in 1971-72 and enacted in late 1972 (H.R. 1
introduced by Chairman Mills).6

While the omnibus bill was being considered in 1971, a “quickie”
~ bill increasing OASDI benefits helped, indirectly, to lessen the long-
range financing problems of HI by increasing the earnings base to

6. Unlike what was done in 1965, the “magical” H.R. I was retained during the
entire legislative procedure, so Chairman Mills could use this to advantage in his spon-
sorship of the bill. '
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$9,000 for 1972 and after. Another such “quickie” bill in mid-1972,
in addition to increasing cash benefits, remedied the financing prob-
lems of HI (at least according to the current actuarial cost estimates)
by increasing the earnings base to $10,800 for 1973 and $12,000 for
1974, with automatic adjustments thereafter based on changes in
wage levels and by a new tax schedule (see Table 7.1). That schedule,
however, never went into effect because it was superseded by the
schedule in the omnibus bill enacted later in the year.

The initiative in developing the Medicare provisions in the legis-
lation enacted in 1972 was largely taken by Congress, although the
Nixon administration did not object to any of the changes. The ad-
ministration, however, did propose that SMI should be financed by
payroll taxes (as had the Johnson administration), thus indirectly in-
creasing the level of cash benefits for persons aged 65 and over;
under this proposal, there would have been no government contri-
bution (whereas the Johnson administration proposal would have in-
creased it over that applicable under SMI). Neither the House nor the
Senate gave any support to this approach, and it was not included in
any version of the legislation.

The legislation finally enacted in 1972 contained the following ma-
jor provisions affecting both HI and SMI (with indication of whether
the provision originated in the House or the Senate):

1. Coverage of disabled beneficiaries on the roll for at least two
years (House).

2. Coverage of insured workers and auxiliaries with chronic kidney
disease (Senate).

3. Antiduplication provisions with the Federal Employees Health
Benefits program to be effective in 1975, unless that program is
changed to be coordinated with Medicare (House); this was re-
pealed later. '

4. Extension of coverage to services rendered in Canada and Mex-
ico under certain circumstances (Senate). .

5. Special reimbursement provisions for health maintenance orga-
nizations (House).

6. Establishment of Professional Standards Review Organizations
(Senate). :

7. Several changes tightening cost controls and utilization (both
bodies). :

The 1972 legislation also made the following major changes affect-
ing the HI program only (with indication of which body originated it):
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. Liberalized definition of skilled nursing facility (SNF) services

(Senate).

. Voluntary coverage for persons aged 65 or over, with the full

cost to be paid by enrollees (House).

. Revised tax schedule to meet the long-range imbalance for the

previous program and to meet the cost for including the dis-
abled—see Table 7.1 (both bodies).

. Increase in OASDI-HI taxable earnings base and automatic ad-

justment thereof in the future in accordance with changes in the
level of wages in covered employment (House).

. Beneficiary relieved of Liability when claim previously paid is dis-

allowed if he or she is without fault (i.e., did not know that the
services were not covered), and the provider of services was at
fault. This will increase the direct cost of the program to some
extent, but such higher cost should be more than offset by the
closer scrutiny that utilization committees will give so that the
liability does not then fall on the institution (Senate).

It is also important to consider the provisions that were adopted by
one body but rejected in conference, because these often come up for
consideration later. These are described in Appendix 7-2.

The final 1972 legislation contained the following major SM1-only
changes (with indication of the originating body):

1.
2.

SRS

~T

10.

Initial deductible increased from $50 to $60 per year (House).
Coverage made automatic for persons newly eligible (if eligible
for HI), with the option to elect out (House).

. Elimination of [imitation that persons must enroll within three

years of first eligibility (House).
Certain chiropractor services covered (Senate).
Speech pathologist services covered (Senate).

. Limited mdependent physical theraplst services covered

(House).

. Comnsurance for HH benefits ehmmated (Senate).
. Premium-rate basis for persons aged 65 and over changed so

that the annual increase in the rate cannot exceed the percent-
age rise in the cash-benefits level (House).

Railroad Retirement Board to collect premiums for all persons
receiving RR benefits, even though they also receive OASDI
benefits (House).

More restrictive basis for physician reimbursement—prevailing-
charge screen at 75th percentile and adjusted in future by eco-
nomic index, rather than actual prevailing charges (House).
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11. More flexible reimbursement procedures for durable medical
equipment to encourage purchase of used items (Senate).

Proposal for Catastrophic Medical Insurance

The Senate bill in the 1970 Social Security legislation which became
deadlocked and died at the close of the session contained a provision
for a payroll-tax-supported program of catastrophic medical insur-
ance for msured workers and their dependents under age 65. This
was sponsored by Chairman Russell B. Long of the Finance Commit-
tee. During subsequent periods, and especially in connection with
discussions on National Health Insurance, he strongly urged this ap-
proach, but it was not debated and voted on in Congress until 1988,
when the Medicare Catastrophic Coverage Act of 1988 was enacted
(but repealed in 1989), as discussed later. This provision would apply
as follows:

1. Hospital costs for days in excess of 60 per year per individual
would be covered, with a daily cost-sharing amount equal to one
fourth of the HI initial deductible.

2. Benefits would be paid for services covered by SMI after the fam-
ily expenses in a year had exceeded $2,000, but with 20-percent
coinsurance up to that point. The $2,000 limit would be adjusted
in future years according to changes in physician-fee levels,
based on that component of the CPI.

3. Carry-over deductible under both the medical- and hospital-
benefits provisions would apply for expenses incurred or hospi-
tal days utilized but not reimbursed in the last calendar quarter
of a year. '

4. The cost would be met by additional payroll taxes on the earn-
ings covered by OASDI and HI. The combined employer-
employee tax rate would be 0.6 percent for the first three years,
0.7 percent for the next five years, and 0.8 percent thereafter,
with the self-employed paying half of such rates.

1973 Legislative Proposals of the N ixon Administration

In early 1973, the Nixon administration proposed several changes
in the cost-sharing provisions of the Medicare program for the pur-
pose of reducing federal expenditures—and thus increasing indi-
viduals’ expenditures (except in some long-duration hospital cases).
Specifically, the HI cost-sharing would be changed to be an initial de-
ductible of the first day’s room-and-board charge in the particular
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hospital and then 10-percent colnsurance on all other charges there-
after. Likewise, the SMI cost-sharing would be changed by increasing
the initial deductible from $60 to $85 (which was the same, relative to
changes in physician fees, as $50 had been in 1966) and increasing
the coinsurance rate from 20 percent to 25 percent. These changes
would have resulted in cost réductions of $1.3 billion in the first full
year of operation.

Although these proposals were, in the author’s view, quite reason-
able and logical and would have made good sense if they had been
adopted originally, they represented a significant deliberalization. Ac-
cordingly, they receitved virtually no support in Congress (in fact, no
member would even introduce a bill containing them), and they
seemed most unlikely to be adopted. In fact, the Senate added a
“sense of the Congress” provision to a bill unrelated to Social Security
to the effect that these recommendations of the President should be
withdrawn; the provision, however, was deleted in the conference
with the House.

The first legislative action taken in 1973 that atfected Medicare was
in the July amendments, which increased the maximum taxable earn-
ings base for 1974 to $12,600. However, this was overridden by the
December amendments, which further increased such base to $13,200
and also readjusted the tax schedule by lowering it in the early years
and raising it in the later years (see Table 7.1). Appendix 7-3 describes
certain Medicare changes that passed the Senate in 1973 but were not
enacted; these may be indicative of future legislative activity.

In 1974, President Nixon proposed a sweeping revision of the
Medicare program in conjunction with his proposals for National
Health Insurance (see Chapter 9 for details of the general proposal).
HI and SMI would be combined, but an enrollee premium would still
be required. There would be an annual deductible of $100 per person
and 20-percent coinsurance, with the maximum required cost-sharing
being $500 per year per person (and $1,000 per family). However,
both the deductible and the catastrophic cap would be lower for per-
sons with low incomes.

1975 Legislative Proposals of the Ford Administration

In early 1975, President Ford made several legislative proposals with
regard to Medicare. In part, these were made to reduce costs, because
of the budgetary problems of the federal government, although they
also improved the extent of catastrophic protection. These proposals
were somewhat like those made by the Nixon administration in 1973.
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Specifically, the cost-sharing provisions under both HI and SMI would
be changed. ,

As to HI, the daily coinsurance for hospital days after the 60th one
and for SNF days would be replaced by a straight 10-percent coinsur-
ance on all charges over the initial deductible, but with no limit on the
number of days of hospitalization and with maximum cost-sharing of
$500 per year. The dollar amount would be adjusted in the future in
accordance with changes in the level of OASDI benefits. Based on the
1975 cost-sharing provisions and on an average hospital charge of
$100 per day, this proposal would result in higher costs to the bene-
ficiary for stays of 77 days or less, and vice versa.

As for SMI, the deductible would be increased to $77 for 1977 and
then from year to year in accordance with increases in OASDI bene-
fits, which would, to a considerable degree, reflect changes in medical
costs. (To some extent, this procedure is followed in the determi-
nation of the SMI premium rate as a result of the 1972 Act.) Also, a
maximum of $250 would be established for the amount of cost-
sharing which the beneficiary would be required to pay for any cal-
endar year, with automatic adjustment in the future in accordance
with changes in the level of OASDI benefits. With the $77 deductible,
this maximum would be operative after recognized charges reach
$942 for a year.

As with the proposal of the Nixon administration in 1973, there
was considerable logic in this proposal, but its reception by Con-
gress was quite negative. At some point, however, it seems possible
that something like the catastrophic-cap portion might be adopted
independently.

1975 Advisory Council

As mentioned in Chapter 3, the 1975 Advisory Council on Social Se-
curity had an extremely short time to accomplish its assignment.” As
a result of the financing problems of OASDI, it devoted almost all of
its work to that problem and practically none to Medicare. The coun-
cil also stated that any recommendations that it might make as to the
benefit structure of Medicare might soon be outdated by broader
modifications of that program which would result if any of the cur-
rent proposals for national health insurance were enacted.

The council made, indirectly, one important recommendation about

7. It was not appointed until April 1974 (whereas the law required appointment
before the end of 1973), and it was supposed to submit its report by January 1, 1975
(but did not do so until March 6, 1975). See page 294.
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HI (as described in Chapter 3)—namely, gradually changing its fi-
nancing from payroll taxes to general revenues. Primarily, this was
done to solve the financing problems of OASDI, although it was ar-
gued that this would be logical because HI benefits are not related to
earnings, as are the HI taxes paid by covered workers. (But note that
this runs counter to the arguments about the regressivity of Social
Security taxes, because with uniform benefits and percentage-of-
earnings taxes, there is much less regressivity than under OASDI,
with its earnings-related benefits.)

As mentioned, several council members opposed this change and
instead recommended that the financial problems of OASDI be solved
by higher tax rates and that the financing of HI be accomplished as
under present law by direct payroll taxes. President Ford, too, op-
posed this shift in the method of financing HI.

One member of the council, a representative from the National
Council of Semior Citizens, also opposed the eventual complete fi-
nancing of HI from general revenues. He took the position that this
would destroy the “earned rights” nature of the program. However,
he did think that a govérnment subsidy to finance one third of the
cost of the program would be desirable.

When dealing with the financing of HI, the council neglected to
mention whether its OASDI recommendation that the self-employed
should have a tax rate equal to 1% times the employee rate should also
apply to HI, at least as long as the payroll tax was used thereunder.

The council stated its finding that the long-range financing of the
HI system and the short-range financing of the SMI system were in
an actuarially sound position. The one member of the council who
was an actuary dissented with this view for HI on the ground that the
council had not investigated this matter sufficiently to make such an
unequivocal statement.

Developments in 1975— 1980

Relatively little legislative action affecting the Medicare program
occurred in 1975—-79. Perhaps this was due to the belief by many
that national health insurance (NHI) legislation would be shortly
forthcoming.

A number of bills dealing with relatively minor aspects of benefit
protection were enacted. These included the Medicare-Medicaid Ant-
Fraud and Abuse Amendments of 1977 (which tightened up many
aspects in this area) and a June 1978 law that related essentially to
only the ESRD benefits (providing more incentives for self-dialysis
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and having transplants® and more cost-effective reimbursement meth-
ods with respect to providers).?

The 1977 Act dealt with Medicare in only one significant way. As
discussed in Chapter 6, the HI tax rates for all future years were re-
duced slightly to recognize the additional financing that would be de-
rived from the ad hoc Increases in the maximum taxable earnings
base in 1979-81. The intention was that there should be little net
effect on the long-range financial status of HI.

President Carter did not make any specific recommendations for
changes in the Medicare program other than urging legislation for
hospital cost containment. This would allow the federal government
to impose limits on annual increases in each hospital’s revenues. Con-
gress did not act on such proposal.

In late 1978 the House passed legislation that would have made
some significant changes in the Medicare program, but the Senate did
not consider it before the adjournment of Congress. The following
are the most important changes included:

1. The limit on the number of HH visits under both HI and SMI
would be eliminated, and HH visits would not be subject to a
three-day prior-hospitalization requirement under HI and to
the $60 deductible under SMI1.

2. Disability beneficiaries who recovered but then had a relapse
would not be required to serve a new 24-month waiting period
for eligibility for Medicare protection.

3. Reciprocal agreements with other countries would be authorized
in the Medicare field, so that beneficiaries living or traveling
abroad would have hospital- and medical-benefit protection.

4. Services of dentists would be covered under SMI if the same
service would be covered if performed by a physician. Also, hos-
pital stays involving major dental procedures (even though not
covered under SMI) would be covered under HI.

5. The increase in the SMI premium rate on account of late enroll-
ment would be limited to a maximum of 30 percent, and enroll-
ees who terminated coverage would also be permitted to reenroll

8. This was done by eliminating the three-month waiting period when self-dialysis
occurs, by extending the coverage period after transplant from 12 to 36 months, by
covering the expenses of the donor of a kidney, and by eliminating the second waiting
period for cases where the transplant failed.

9. Certain minor changes were also included—the provision of coverage by physi-
cian assistants and nurse practitioners in rural health clinics and coverage for services
at Indian Health Service facilities.
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no matter how many times they terminated (instead of being
allowed to do so only once).

The 1979 Advisory Council on Social Security did not have suffi-
cient time to consider the Medicare program adequately (and, on this
account, recommended that a separate advisory council should be es-
tablished solely for this purpose). To hold down payroll taxes, the
advisory council recommended that, in the future, HI should be en-
tirely financed from general revenues, half through earmarked per-
sonal income taxes (on income up to the OASDI earnings base) and
the remainder through corporation income taxes. The advisory coun-
cil did not state what would then happen as to the persons to be pro-
tected by HI; presumably, all those aged 65 and over in the country
would be included, but it is not clear what would be done about dis-
abled persons.

Several laws that were enacted in 1980 dealing primanly with sub-
jects other than Medicare contained provisions affecting HI and SML
The following were the most important of the changes:

1. HI-benefit protection was made available for DI beneficiaries for
36 months after termination of cash benefits because of sub-
stantial gainful activity, although not medically recovered. Also,
no second 24-month waiting period for Medicare benefits is ap-

~ plicable to those who recover from disability but then relapse.

2. The 100-visit maximum tor home health services under both HI
and SMI was eliminated, as was the requirement of prior hospi-
talization for at least three days under HI. The $60 initial de-
ductible under SMI no longer applied to HH benefits.

3. Application for HI-benefit coverage can be made without also
applying for OASDI benefits."

4. SMI enrollment can occur at any time during the year, rather
than in a single three-month general enrollment period during
a calendar year (legislation in 1981 returned this provision to
the original basis). Persons who drop out of SMI can reenter
as many times as they wish (formerly, only one reentry was
permitted).

5. Independent physical therapy services can be reimbursed up to
a maximum of $500 of reasonable charges in a year (instead
of $100).

6. Medicare 1s the secondary payor when automobile or other ii-
ability insurance 1s liable.

7. SNF benefits are available if the transfer from the hospital took
place within 30 days (formerly, 14 days).
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Recommendations of the National Commission on Sociat Security

The National Commission on Social Security, which reported early in
1981, made a number of significant recommendations about the Med-
icare program. The most significant was that HI should, beginning in
1983, be financed to the extent of half its cost coming from general
revenues. As a result, the HI payroll-tax rates could be reduced (and,
in fact, transferred to bolster the financing of OASDI—see Chapter 3).
This recommendation was adopted by a vote of only 5 to 4.

At the same time, the long-range financing of HI was revised so
that it would be adequately financed according to the best actuarial
cost estimates available. The combined employer-employee rate would
be decreased from the presently scheduled 2.6 percent in 1983—84 to
1.3 percent and would then rise to 1.35 percent in 1985, 1.45 percent
in 1986, and gradually thereafter to 2.6 percent in 2000 and eventu-
ally to 4.15 percent in 2035. The total cost of the program, including
the government subsidy, would, of course, be twice these amounts.

To help meet the cost of the general revenues to be provided in the
financing of HI, a special 2Y%%-percent surcharge would be added to
personal income taxes. This would represent approximately half the
general revenues needed, and could be considered as replacing the re-
duction in the employee HI tax rate. it should be noted that the pro-
ceeds from this surcharge would not go directly into the HI Trust Fund.

HI coverage would be extended on a mandatory basis, beginning
in 1982, to all federal, state, and local government employees and to
all employees of nonprofit organizations.

Just as in the case of OASDI, it was recommended that the oper-
ations of the HI and SMI Trust Funds should be removed from the
unified budget and that interfund borrowing and loans from the
General Fund of the Treasury should be applicable to the HI Trust
Fund. The recommendation for an independent agency to adminis-
ter OASDI would also apply to the Medicare program.

The commission also made a number of recommendations for
changes in the benefit structure of Medicare, as follows:

1. A catastrophic cap would be provided, such that all out-of-
pocket expenses for HI and SMI cost-sharing payments above
this amount would be met by Medicare. The cap would be
$2,000 for 1982 and would be indexed thereafter by changes in
the CPI.

2. The waiting period for disabled beneficiaries before Medicare
protection is available would be reduced from 24 months on the
roll to 12 months.
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b

. The age of eligibility for Medicare benefits would be increased
from 65 to 68, in the same manner as for OASDI benefits (see
Chapter 3).

4. Hospital benefits under HI would be on a calendar-year basis

instead of a spell-of-illness basis.

5. Daily cost-sharing amounts for hospital benefits under HI would
be changed to 10 percent of the initial deductible for the 51st to
100th days and to 5 percent thereof for the next 50 days (and
the lifetime-reserve days would be eliminated).

6. Home health visits would be covered only under SMI (except
for those persons under HI but not under SMI).

7. The dollar maximum on outpatient psychiatric services would
be updated.

8. Hospital benefits under HI would be payable for hospitalization

abroad-—at a maximum allowable daily rate equal to 50 percent

of the initial deductible.

Legislative Developments in 1980—1984

The Omnibus Budget Reconciliation Act of 1981 made several changes
in the Medicare program, as a by-product of efforts to reduce the
national budget deficit (because both OASDI and Medicare are in-
cluded in the unified budget). This “budgetary” procedure also oc-
curred in most subsequent years. In the author’s opinion, this is not a
desirable way to deal with Social Security legislation, because the
changes made are primarily for short-time budget reasons and not
for long-range policy reasons—and often are made hurriedly as a
small portion of the omnibus bill, without being well thought out.*
Among the changes made were an ad hoc increase in the HI initial
deductible and the related coinsurance provisions, an increase in the
SMI annual deductible,!! the making of Medicare secondary to liabil-
ity insurance policies (primarily automobile), the making of Medicare
secondary to group health insurance during the first year for ESRD

10. Two clear examples of this were the making of Medicare secondary to private
group health insurance for active workers aged 65—-69 (and for their wives aged
65—69), which involves several anomalies, and rounding OASDI benefits down to the
nearest full dime (instead of up) at each step of the benefit computations and then
finally down to the next even dollar (which procedure could not be lmplemented nearly
as soon as the law provided).

11. An outstanding example of the weakness of the “budgetary” process of legislai-
ing Social Security changes was present in this legislation. One house increased the SMI
annual deductible from the existing $60 to $70, with annual automatic-adjustmént in-
creases based on the CPI for medical costs. The other house raised the deductible to a
static $75. The latter was adopted on the illogical ground that it saved more money
immediately (although obviously less over the long run).
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cases, and the tightening up of reimbursement provisions relating to
providers of services.

Many private health insurance policies contain “carry-over deduct-
ible” provisions. These are provided from an equity viewpoint, so as
to give fair treatment to persons who had relatively small expenses in
most of a year but who had an illness that began toward the close of
that year. Before the aforementioned legislation in 1981 eliminated
the provision, SMI also did this. The deductible for a particular cal-
endar year was reduced by any expenses incurred in the last three
months of the preceding year that were applied toward the deductible
then. This change was made both to reduce benefit costs and to sim-
plify administrative procedures.

As an example of how this carry-over provision worked, consider
Mr. G who had no SMI medical expenses in the first nine months of
1978 but who then had a serious illness with medical expenses run-
ning well beyond $60 in the last three months of the year. Not only
would Mr. G have benefits for 1978 of 80 percent of the recognized
charges in excess of $60, but also his $60 deductible for 1979 would
already be satisfied.’? '

The Tax Equity and Fiscal Responsibility Act of 1982 made several
changes in the Medicare program (in addition to dealing with many
other programs). This was done through the budget process, rather
than the traditional deliberate legislative process (as was the case for
the Social Security Amendments of 1983-—the 1983 Act). Among
these were the following:

1. Compulsory coverage for HI purposes only (not OASDI) of all
federal employees, beginning in 1983, including the President,
the Vice President, members of Congress, and federal judges,’®
with a transitional provision for those who would retire in the
near future before having acquired sufficient QC to become
fully insured.

2. Elimination of the three-day prior-hospitalization requirement
for SNF benefits if the Secretary of HHS believes that this would
reduce costs (never put into effect). .-

12. As another, more complicated example, assume that Mrs. H had $40 of recog-
nized charges under SMI in January—September 1978 and then another-$100 of such
charges in October—December. Her SMI benefits for 1978 would be $64 (80 percent
of $140, minus $60). The SMI deductible for 1979 would be $40 (the regular $60,
minus the amount of the 1978 deductible which was satisfied in the last three months
of 1978).

13. Before 1983, temporary civilian employees and members of the armed forces
were covered for both OASDI and HI. Beginning in 1984, as a result of the 1983 Act,
all new federal civilian hires are covered for both OASDI and HI.
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3. Hospice benefits provided—to be effective only in November
1983 to September 1986.

4. Medicare benefits made secondary to group health insurance
plans for active workers aged 65—69 (and spouses aged 65—69
of such workers).

5. Setting the standard SMI premium rate at 50 percent of the ade-
quate actuarial rate for July 1983 through June 1985 (as dis-
cussed in more detail in Chapter 8); legislation in 1983 changed
this to apply to the new calendar-year premium-rate basis for
1984 and 1985, and various subsequent legislation extended this
through 1990.

6. Continuation of Medicare benefit protection for persons who
appealed disability-benefit termination through the adminis-
trative-law- Judge stage (if appeal was lost, benefits paid were
overpayments).

7. Elimination of the Professional Standards Review Organization
program and substitution of the Peer Review Organization
program.

8. Several changes that tightened up or restricted reimbursements
to providers.

The National Commission on Social Security Reform in 1982—-83
decided not to make recommendations about the financing problems
of the HI program. It did, however, recognize that HI would very
likely have significant problems in the early part of the 1990s (and
continuing thereafter)—and possibly even in the late 1980s.

Such action was taken because the OASDI financing problem was
of much more immediate urgency and because the statutory Advisory .
Council on Social Security (which was named in late 1982 and would
report in 1983) had been assigned the responsibility for studying the
Medicare program. Further, the Medicare program was not specifi-
cally within the scope of its assignment.
~ Some members of the National Commission were concerned about
the estimates of large future financing shortfalls under HI. The first
major concern was the possibility that any excess of income over
outgo of the OASDI Trust Funds occurring during 1990—2010 could
be endangered by the sizable additional financing needed by the HI
Trust Fund then. The second major concern was that, by ignoring the
cost of the HI program, the potential tax burden of the entire Social
Security program might not be properly assessed when making re-
forms in the OASDI portion of the program. Some members believed
that the problem of financing the HI program was not simply a mat-
ter of providing the funds to meet the costs projected on the basis of
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past experience, but rather that first the matter of slowing down the
rate of increase in hospital costs generally should be addressed.

The Social Security Amendments of 1983, whose major purpose
was to solve the financing problems of OASDI, also included the DRG
method of reimbursing hospitals under HI. Also, this law changed
the premium-rate period under the SMI and voluntary HI programs,
so as to have it conform with the COLA dates under OASDI. Further,
provisions were added to permit interfund borrowing from the HI
Trust Fund by the OASDI Trust Funds, to require repayment of loans
under certain circumstances, to require reporting when the HI and
SMI Trust Funds become too low (along with recommendations for
remedying the situation), and to provide an immediate lump-sum
payment to the HI Trust Fund from the General Fund for the gra-
tuitous military-service wage credits for service rendered in the past
and not yet reimbursed. Also, see Appendix 7-4.

The Deficit Reduction Act of 1984 made a number of relatively
small changes in the Medicare program, as follows:

1. The standard SMI premium rate is set so as to meet 25 percent
of the program’s cost for the aged for 1986—87 (just as in 1984 —
85), except that any increase will not exceed the increase in the
individual’s OASDI benefit.

2. Medicare is secondary to group health insurance for spouses
aged 65—69 for workers under age 65.

3. Outpatient diagnostic laboratory tests by independent laborato-
ries and hospitals are on an assigned basis in all cases, with no
cost-sharing by the beneficiary (and at significantly reduced
recognized charges than previously). The same procedure is
applied for physicians who perform such tests if they accept as-
signments (otherwise the usual Medicare reimbursement and
cost-sharing procedures apply).

4. SMI benefits are payable for the administration of hepatitis B
vaccine to high- and intermediate-risk individuals and for blood-
clotting factors and necessary supplies for hemophilia cases.

1984 Advisory Council

The 1984 Advisory Council on Social Security, which was supposed
to have been appointed in 1981 and to have completed its work in
1982, was not named until mid-1983, and 1t reported i early 1984.
As a complete reversal of the course of action of the preceding two
statutory advisory councils (which were supposed to study both OASDI
and Medicare), this one studied only the Medicare program. In large
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part, this was because the National Commission on Social Security Re-
form was dealing with the OASDI program.

Considering the coming financing problem of the HI program (es-
timated to occur in about five to eight years), and the general prevail-
ing demand for budgetary reductions, it is surprising that, in the
aggregate, the recommendations of the advisory council represented
an expansion of the Medicare program. Specnﬁcally, it made the follow-
ing findings and recommendations:

L.

o

HI will have a cumulative deficit of $200—-300 billion by 1995
(although the actuarial cost estimates which were made in
1985 indicate that this deficit would likely be no more than
$235 billion).

General revenues should not be used to finance HI.

HI and OASDI should continue to be independent of each
other, any interfund loans should be strictly limited, and repay-
ments should be on a scheduled basis.

. Reallocation of the OASDI-HI tax rate, by giving more to HI,

should be done when needed to finance HI, if the OASDI Trust
Funds are at a sufficiently high level.

. The proposal of the Reagan administration to subject to per-

sonal income taxation any employer contribution to private
health insurance in excess of $70 a month for individuals and
$175 a month for families should be adopted. A portion of the
incremental taxes should go to the HI Trust Fund (not the pri-
mary consideration in making this recommendation).

. Excise taxes on alcohol and tobacco products should be in-

creased (in an unspecified manner), and the proceeds should
go to the HI Trust Fund.

The minimum age for eligibility for Medicare (other than for
the long-term disabled beneficiaries) should be immediately
gradually increased so that it would be 67 in 1990. Thereafter,
it should be increased in accordance with increases in life ex-
pectancy (presumably, at birth—although this was not directly
specified).

Medicare should not be extended to new categories of persons
(such as young survivors or early retirees under OASDI) or to
new special disease categories (as is the case for ESRD).

. HI should provide unlimited days of inpatient hospital care,

with the current initial deductible (but to be payable no more
than twice in a calendar year) and daily cost-sharing of 3 per-
cent of the initial deductible, but with the latter being elimi-
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nated for those who also have SMI coverage (the current daily
cost-sharing for SNF benefits would also be eliminated).

The SMI initial deductible ($75) should be indexed for changes .
in the CPIL.

The SMI premium rate should be increased to recognize the
additional HI benefits made available for SMI enrollees (see
item 9) and to provide additional revenues to the HI Trust Fund
to assist in alleviating its financial problem. The actuarial rate
(representing half of the cost of the program and of which the
enrollee premium rate is currently one half—i.e., 25 percent
of the cost of the program) for 1985 was estimated at $56.50.
Thus, the enrollee premium rate would be about $14.10, but
to this would be added a surcharge of $3.50 to be diverted to
the HI Trust Fund to help to alleviate its financing problem.

A so-called enhanced SMI plan should be made available to
supplement the regular SMI plan (including the accompanying
additional HI benefits therein). The entire cost would be borne
by the enrollee and was estimated at $12.50 per month for
1985 (if a substantial majority of the enrollees elect this option,
s0 as to prevent the antiselection which would occur if only a
relatively small proportion participated in this option). The
benefit provided would be of a catastrophic-cap nature—out-
of-pocket expenses of the enrollees for the initial deductible
and 20-percent coinsurance would be limited to $227 in 1985.
This cap would be adjusted in future years in accordance with
changes in per capita SMI expenses. (No explanation is given
as to the basis for the $227 figure: it represents the $75 de-
ductible and 20-percent coinsurance on $760 of recognized
charges in excess of $75.)

A voluntary-voucher system should be established, such that
beneficiaries could use the available money to purchase an al-
ternative health-care benefits package in lieu of Medicare bene-
fits. The council believed that this would have the advantages
of providing flexibility of choice and competition within the
health industry (which, in turn, would promote the develop-
ment of more efficient ways of delivering services). -

Several changes in reimbursement-to-providers provisions
should be made, such as Medicare not underwriting the cost of
training medical personnel and such as requiring physicians to
accept assignments either in all cases or not at all.

The council opposed any effort to have a means test apply to
Medicare benefits.
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The author believes that these recommendations, although having
many good points, were subject to serious critictsm. For those who
elect the enhanced SMI benefits, “free” hospitalization without limit
would be available after the payment of the initial deductible. This
would eliminate the cost-sharing element of cost control and seems a
strange thing to recommend for a program with an impending cost
crisis in about five years. On the other side of the coin, the increase in
the SMI premium rate from a level of about $15 per month to $32
(including an anomalous surcharge of $3.50 to help alleviate the fi-
nancing problems of HI) 1s a very sharp increase indeed, and was
criticized severely by many. Further, the recommendations as to bene-
fits and financing were not sufficiently precise (e.g., as to how much
enrollee premiums would be), and no cost estimates were given to
indicate whether the financing problem was solved or to what extent
it might still exist. Finally, the recommendation for not using general
revenues to finance HI was violated by the recommendation to in-
crease excise taxes on alcohol and tobacco products and to put the
proceeds into the HI Trust Fund.

Medicare Catastrophic Coverage Act of 1988

Following the recommendations of the 1984 Advisory Council that
catastrophic benefit provisions should be added to the Medicare pro-
gram, in late 1986 the Reagan administration proposed the following
changes:

1. A catastrophic cap on out-of-pocket costs under HI and SMI in
excess of $2,000 (indexed in the future) should be established—
that is, the beneficiary would not be liable for any cost-sharing
amounts which would otherwise have been payable.

2. The SMI premium would be increased initially by $4.92 per
month in order to meet the full cost of such new benefit
protection.

In addition to the catastrophic benefits under Medicare, the pro-
posal addressed the long-term care problem and gave certain alterna-
tives. One option would be to authorize Individual Medical Accounts
for this purpose, which would accumulate with tax-free interest if ul-
timately used for this purpose. Another alternative would be to pro-
vide 50-percent refundable tax credits for premiums for long-term
care insurance (up to a maximum of $1,000 per year), which would
also receive the same favorable treatment as does life insurance; also,
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barriers to prefunding of long-term care benefits provided under em-
ployer plans would be removed.

As to the general population, the proposal urged states to require
employer plans to offer catastrophic-benefits coverage as an option.
Also, states would be encouraged to establish catastrophic “risk pools”
for persons whose medical condition makes it difficult or expensive to
obtain such coverage. Further, self-employed persons would be given
income-tax deductions for health insurance premmums for policies
containing catastrophic-benefits provisions.

Not unsurprisingly, the Democratically controlled Congress took
the catastrophic-benefits proposal of the “conservative” Republican
administration and expanded it significantly. The House and Senate
versions, which were passed in 1987, differed considerably, and it
took many months until a compromise bill that would be acceptable
to both bodies (and to the Reagan administration) could be ham-
mered out. .

The final legislation, enacted on July 1, 1988, contained the follow-
ing provisions:

A. HI Benefits (effective in 1989)

1. Unlimited days of hospitalization, with only one deductible
per year.

2. 150 days of Skilled Nursing Facility benefits, with daily co-
insurance of 20% of average daily SNF recognized costs
($25.50 in 1989) for first 8 days per year (as against daily
coinsurance of ¥3 of hospital initial deductible—$67.50 in
1988—for 21st to 100th day in a spell of illness).

3. Liberalization of definition of “intermittent” in connection
with Home Health benefits—so as to define up to 38 days of
consecutive care as “intermittent” (instead of, by regulation,
no more than 5 days of care per week for 3 consecutive
weeks).

4. Hospice benefits payable beyond previous 210-day limit if re-
certified as terminally ill. ’

5. Blood deductible limited to 3 pints per year (including any
under SMI), instead of per spell of illness (and independent
of SMI).

B. SMI Benefits (effective in 1990)

1. Catastrophic cap of $1,370 (adjusted in future years) on out-
of-pocket expenses for SMI deductibles and coinsurance
(except for coinsurance for respite-care benefits for chroni-
cally dependent persons).
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2.
3. Respite-care benefits for caretaker of chronically dependent

4.

2.

3.

4.

Mammography screening (varying by age).

person are provided if either catastrophic cap or drug de-
ductible (see item C) is met.

Services and supplies in connection with home intravenous
drug therapy.

. Catastrophic Drug Insurance Benefits (fully effective in 1991)
1.

Very limited coverage of prescription drugs taken at home in
1990; full coverage (including also insulin) in 1991.
Deductible of $550 in 1990, $600 in 1991, and $652 in 1992
(adjusted in future years).

Coinsurance of 50 percent in 1990-91, 40 percent in 1992,
and 20 percent in 1998 and after (lower coinsurance in all
years for home intravenous drugs).

Separate trust fund established for CDI benefits.

. Financing (effective in 1989)
1.

Supplemental Premium (compulsory tax) payable by all per-
sons eligible for HI on an earnings record (whether or not
having filed for benefit protection) who are so eligible for
more than 6 months in the year and who have a federal
income-tax liability of at least $150. The rate is 15 percent
of Income-tax liability in 1989, rising to 28 percent in 1993
(and may be adjusted upward in future years). The maxi-
mum per capita premium is generally $800 in 1989, rising to
$1,050 in 1993 (and may be adjusted upward in future
years). The premium income is allocated among HI, SMI,
and CDI Trust Funds to meet approximately 63 percent of
the cost of the new catastrophic benefits.

. Additional Flat Monthly Premium payable by all persons

who elect SMI-CDI. The rate—as an addition to that for pre-
1988 law benefits—is $4.00 in 1989, rising to $10.20 in 1993
(adjusted in future years). Different rates for persons cov-
ered under SMI-CDI but not HI, and for persons in U.S.
territories. The premium income is allocated between the
SMI and CDI Trust Funds to meet approximately 37% of the
cost of the new catastrophic benefits.

Maintenance of Effort by Private Health-Benefits Plans
Postretirement health-benefits plans must provide either addi-
tional benefits or cash payments if their benefits duplicate 50%
or more of the catastrophic benefits under HI (generally, for
1989 only) and under SMI (generally, for 1990 only).

Medicaid Buy-In of Premiums and Cost-Sharing Payments for
Low-Income Persons under Medicare
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State Medicaid programs would be required, on a phased-in
basis, to pay the Medicare monthly premiums, the deductibles,
and the coinsurance for Medicare eligibles with incomes below
the federal poverty level and with resources of no more than
twice the standard under the Supplemental Security Income
program. For all but five states, the “100% of poverty” standard
would be effective in 1992 (85% in 1989, 90% in 1990, and 95%
in 1991); for the five other states, the phasing in begins at 80%
and is fully eftective in 1993.

G. New Method for Determining Voluntary HI Premium Rate
The voluntary HI premium rate is to be 1/12 of the estimated
actuarial value of the benefits and associated administrative ex-
penses for the pertinent year for all persons aged 65 or over
who are covered by HI (and not merely for those covered by the
voluntary HI program), effective for the 1989 rate.

Immediately after the Medicare Catastrophic Coverage Act (MCCA)
legislation was enacted, a storm of protest arose. The principal com-
plaint was about the Supplemental Premium, which would be paid by
high-income persons. The amount involved often would be far in ex-
cess of the value of the additional benefit protection that would be
available (only about $60 in 1989, versus a premium of as much as
$800 in many cases). The situation was even further exacerbated for
persons in this category who had good postretirement health-benefits
coverage from an employer plan and thus had little (or no) net addi-
tional coverage.

The situation was really not as unfair as it, at first glance, appears
to be. All aged enrollees in SMI in 1989 received, on the average, a
tax-free grant from the General Fund of the Treasury amounting to
$1,004 (12 times its monthly per capita cost of $83.70—see Table 8.3).
Thus, the payment of $800 as the Supplemental Premium merely re-
duced—but did not eliminate—the government tax-free subsidy to
high-income persons under SMI. Of course, it is only natural that
persons receiving a subsidy or windfall will object when it is reduced
or taken away and will argue strenuously for the former status quo.

The very vocal opposition was essentially from high-income per-
sons and from organizations that represented them, such as associ-
ations of retired federal employees and military personnel. The
National Committee to Preserve Social Security and Medicare (founded
by James Roosevelt) found this to be a good issue to demonstrate its
concern for senior citizens and strongly opposed the legislation, urg-
ing its repeal. The American Association of Retired Persons, although
not liking some of the financing features, did support MCCA and
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opposed its repeal—as did also the National Council of Senior Citi-
zens (sponsored by the AFL-CIO).

The congressional supporters of MCCA sought to develop compro-
muses that would salvage portions of the plan, but to no avail. After a
lengthy legislative battle, the entire plan was repealed by lopsided
margins, in legislation enacted on December 13, 1989, except for the
provisions relating to the coordination of blood deductibles under HI
and SMI, the new method of determining the voluntary-HI premium
rate, and the Medicaid buy-in of premiums and cost-sharing pay-
ments under Medicare. Of course, the HI provisions of MCCA that
were effective in 1989 and the provision as to maintenance of effort
by private health-benefits plans that was applicable to 1989 were op-
erative for that year, but were repealed thereafter (but with certain
transitional arrangements).

As will be pointed out later, the hospice and mammography-
screening provisions of MCCA were reenacted by legislation dealing
with the budget situation that was enacted in late 1990. Also, the ad-
ditional flat monthly SMI premium of $4 for 1989 under MCCA (for
which no additional benefits were paid) was in effect then, and the
proceeds therefrom were left in the SMI Trust Fund; this premium
was, of course, eliminated after 1989.

Legislative Developments after 1984 Other Than MCCA

The several budget-deficit-reduction laws that were enacted after
1984 involved significant changes in the Medicare program. Most of
these were reductions in Medicare outlays—especially as to reim-
bursement procedures for providers of services—but some minor
benefit liberalizations also occurred. The following description of
these laws will deal only with changes that affect beneficiaries directly
and not with the many, frequent changes that reduced reimburse-
ment amounts for providers of services.

The Balanced Budget and Emergency Deficit Control Act of 1985
(commonly referred to as the Gramm-Rudman-Hollings Act, or
GRH) permitted reduction of reimbursement to providers of service
under both HI and SMI if a sequestration order is required because
the budget-reduction target is not met. The same would also apply to
SMI benefits. (In actuality, this has occurred several times; for ex-
ample, SMI benefits for services rendered during October 17, 1989,
through March 30, 1990, were reduced by 2.092 percent.)

The Consolidated Omnibus Budget Reconciliation Act of 1985 (en-
acted in April 1986) made the following changes:
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. The hospice-benefits provision was made permanent.
. HI coverage is compulsory for all state and local government

employees hired after March 1986.

3. The secondary-payor provisions for both HI and SMI are ex-

tended, so as to cover all workers aged 65 or over and all spouses
aged 65 or over of workers of any age.

. The extra charge in the voluntary HI premiums for delayed en-

rollment is limited to 10 percent (beginning for July 1986) and
is payable for only twice the period of nonenrollment (instead of
having no maximum and being payable for life).

The Omnibus Budget Reconciliation Act of 1986 made the follow-
ing changes:

l.

The HI initial deductible for 1987 was set at $520 (overriding
the $572 that had been promulgated under the automatic-
adjustment provisions). Future increases in the deductible are to
be based on the relative change in the hospital-cost “market-
basket” index for the 12-month period ending with September
of the year in which the promulgation is made (for the next year)
as compared with that for the preceding 12-month period, with
adjustment to reflect changes in “real” case mix. Formerly, the
adjustment was based on the average per diem cost rate for in-
patient hospital services for HI insured persons.

. The secondary-payor provisions for both HI and SMI were ex-

tended, so as to apply to all DI beneficiaries (under the Normal
Retirement Age) who are covered under an employer health-
benefits plan (of employers with at least 100 employees) as an
“active individual” or as a family member of an active employee—
to be effective only in 1987-91. '

. Vision-care services provided by an optometrist are covered by

SMI if such services would be covered by SMI if performed by a
physician (and the optometrist is legally authorized to perform
them). '

Up to $500 of services (per year) of occupational therapists are
covered under SMI.

. SMI carriers are requii"ed to pay at least 95 percent of all “clean”

claims within 24 days after receipt (17 days for participating
physicians).

The Omnibus Budget Reconciliation Act of 1987 made the follow-
ing changes:
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. Employers are required to pay HI taxes on employee tip income,

effective after 1987.

Individuals who reestablish entitlement to DI benefits are im-
mediately covered without a further waiting period for HI and
SMI, regardless of how long they were off the benefit rolls if
their current impairment is the same as (or directly related to)
that in their previous period of disability.

."SMI carriers may not make benefit payments before 10 days have

elapsed since receipt of claim in July—September 1988, and not
before 14 elapsed days in October 1988 through September
1989 (similarly so for HI)—but note item 5 in OBRA of 1986.
Physician services provided in-ambulatory surgical centers or
hospital outpatient departments that take assignment are subject
to the SMI cost-sharing provisions (formerly, this was not so).

. The maximum annual SMI payment for mental-health care ser-

vices is increased from $250 to $450 for 1988 and to $1,100
thereafter.

The Omnibus Budget Reconciliation Act of 1989 made the follow-
ing changes: :

1.

The basis of reimbursement of physician services is changed
to the Resource-Based Relative Value Scale method, effective
after 1991.

. The dollar maximum on the annual SMI payment for out-of-

hospital mental-health care services is eliminated, effective after
1989.

. The50-percent coinsurance on out-of-hospital mental-health care

benefits is reduced to 20 percent if provided on a hospital out-
patient basis if, in the absence thereof, hospitalization would
have been required.

. Physicians who do not take assignments are required to submit
"SMI claims for their patients, effective after August 1990.

Nonparticipating physicians (those who do not always take as-
signments and whose recognized charges are only 95 percent of
those of participating physicians) may not charge the patient
more than 125 percent of the recognized charge in 1991 (but
140 percent for “evaluation and management” services, which
are essentially for primary care—such as.office visits, but not
surgery), 120 percent in 1992, and 115 percent thereafter.

The Omnibus Budget Reconciliation Act of 1990 made the follow-
ing changes:
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1. The liberalization of the hospice-benefits provision under HI
made by the MCCA, which was repealed, was reenacted.

2. The liberalized mammography-screening benefits under SMI
provided under the MCCA, which were repealed, were reen-
acted (in slightly different form). :

3. HI and SMI are the secondary payor, as against private group

health insurance, for the 18-month period beginning with the

month when first eligible for Medicare ESRD benefits—as against
approximately a 9-month period previously.

4. The HI-SMI secondary-payor provisions with respect to DI bene-
ficiaries (which were to expire at the end of 1991) are extended
through September 1995. .

5. SMI premium rates for each year in 1991-95 are established in
the law (instead of being promulgated annually by the Secretary
of HHS).

6. Injectable osteoporosis drugs are considered as a covered ex-
pense under SMI, effective only in 1991-95.

7. The SMI annual deductible is $100, effective after 1990

8. The maximum taxable earnings base for HI for 1991 was set at
$125,000 (rather than permitting it to be established by the
automatic-adjustment provisions that are otherwise applicable to
both OASDI and HI, which produced $53,400 for OASDI), with

. automatic adjustment thereafter.

9. State and local government employees who are not under a re-
tirement system are compulsorily covered by both OASDI and
HI, effective beginning July 2, 1991.

1991 Advisory Council

The 1991 Advisory Council on Social Securlty appointed a Health
Technical Panel, whose assignment was to review the assumptions and
methodology used in the preparation of the actuarial cost estimates
for' the Medicare program. The Panel also considered the measures
which are used to determine the actuarial status of the program.

The Panel concluded that “The projection work is highly compe-
tent” and “Given the limitations of available data, no better models
are available.” The Panel also recommended that changes should be
made in the measures of short-range and long-range actuarial bal-
ance for the HI program, so that they would be similar to those used
for OASDI (see page 404). These recommendations are presented in
Appendix G, and the following discussion shows how they were im-
plemented in the 1991 Trustees Report.

The 1991 Trustees Report adopted the present-value method of
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measuring the long-range actuarial balance of the HI program, al-
though the results under the former “modified average-cost” method
were also shown. The lack of actuarial balance over the 75-year valu-
ation period is 3.35 percent of taxable payroll under the intermediate
estimate (3.79 percent under the former method) and 0.81 percent
and 8.03 percent, respectively, under the low-cost and high-cost as-
sumptions. The lack of balance under the intermediate-cost estimate
in the 1991 report is 0.09 percent higher than in the 1990 report, due
to counterbalancing elements (the same ones that affected OASDI—
see pages 439—46-—and also the ad hoc increase in the maximum tax-
able earnings to $125,000 in 1991, as a result of OBRA of 1990, and
more conservative assumptions as to hospitalization experience).

The HI Trust Fund-is estimated to be exhausted in 2005 under the
intermediate assumptions of the 1991 Trustees Report—as against
2003 in the 1990 report (the later time being primarily due to the ad
hoc increase in the earnings base in 1991). The corresponding ex-
haustion years for the low-cost and high-cost estimates in the 1991
report are 2018 and 2001, respectively.

A new test for the short-range financial condition of the HI pro-
gram Is used in the 1991 Trustees Report. To meet this test (which is
the same as is used for OASDI—see pagé 404), the fund ratio (which
1s the fund balance at the beginning of the year as a percentage of the
outgo during the year) must either (a) be at least 100 percent through-
out the next 10 years or (b) reach a level of 100 percent within 5 years
and remain at that level until the end of the 10-year valuation period.
The HI program meets this test under the low-cost estimate and the
intermediate-cost estimate, but not under the high-cost estimate. The
fund ratio falls below 100 percent for the first time in the following
years: intermediate-cost estimate, 2001; low-cost estimate, 2013; and
high-cost estimate, 1998.

The ultimate imbalance of the HI program as shown by the 1991
Trustees Report (in 2065, the end of the 75-year valuation period) is
6.40 percent of taxable payroll. This projection is based on a com-
parison of the ultimate (actually, scheduled to be level in the future)
combined employer-employee tax rate of 2.90 percent with the ult-
mate cost rate of 9.30 percent, which is 3.2 times the tax rate.

The figures from the 1992 Trustees Report which correspond to
the foregoing figures as to the actuarial status of HI are presented in
Chapter 10.

The 1991 Advisory Council devoted most of its efforts to health-
care costs and method of delivery of services rather than to the
OASDI program. In fact, its attention was devoted to national prob-
lems in this area rather than being limited to the Medicare program.
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Because of the great problems involved and the wide variety of views
and social philosophies of the members, the Council reached no con-
sensus as to major solutions or sweeping overhauls, despite working
for about a year beyond its legal deadline. Instead, it recommended
the following incremental and minor changes:

+ Creation of a nationwide system of school-based health clinics and
school-based health insurance policies for children.

+ Expansion of community and migrant health centers and of the
national health service corps to provide doctors in ill-served areas.

* Reform of the commercial small-group insurance system to make
it easier and cheaper for small businesses to buy good policies for
their workers.

»  Medical malpractice law reforms. :

» Federal expenditure of $3 billion for state experiments on speci-
fied total and partial overhaul plans.

Four of the council members dissented, believing that “the Council
has ducked the toughest issue”—namely “to devise a coherent, com-
prehensive response to the urgent need to provide adequate health
care for all Americans at a cost that our society can afford.” These
members stated the following principles:

- 1. Access to health care should be a universal right.
2. Paying for health care should be a universal obligation.
3. Controlling the cost of health care should be a universal
concern. '

Certainly, it 1s difhcult to object to these broad, sweeping principles.
However, to put them into effect as a specific plan is quite a differ-
ent matter. It is not clear what these members want—a socialized-
medicine plan (under which all suppliers of medical care are
government operated), or a Canadian-type plan (under which all sup-
pliers of medical care are strongly controlled financially by the gov-
ernment), or a plan under which all employers must provide health
insurance with certain minimum (although high) standards, or some
other plan? The author also questions the possibility of ever defining,
with any detail or precision, what is meant by “affordable, adequate
health care.” ' '

Promuigated Medicare Elements

‘Three important elements of the Medicare program that affect the par-
ticipants are, according to the “permanent” provisions of law, deter-
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TasLE 7.3. Hospital Insurance Cost-Sharing Provisions in Various Periods

. . SNF Dail
Hospital Daily Charge Charge y
Initial 61st to Lifetime after
Period Deductible  90th Days  Reserve 20} Days
July 1966— $ 40 $ 10 $ 207 $ 5.00%
December 1968*
1969 44 11 22 5.50
1970 52 13 26 6.50
1971 60 15 30 7.50
1972 - 68 17 34 8.50
1973¢% 72 18 36 9.00
1974 34 21 : 42 10.50
1975 92 23 46 11.50
1976 104 26 52 13.00
1977 124 31 62 15.50
1978 . 144 36 72 18.00
1979 ' 160 40 80 20.00
1980 180 45 90 22.50
1981 204 51 102 25.50
1982 260 65 130 32.50
1983 304 76 152 38.00
1984 356 89 178 42.50
1985 400 100 200 50.00
1986 492 123 246 61.50
1987 5201 130 260 : 65.00
1988 540 135 270 67.50
1989 560 wK ok 25.50%
1990 h92 148 296 74.00
1991 628 157 314 78.50
1992 : 652 163 326 81.50
1993 676 169 338 84.50 -

*Determined by legislation; all other amounts promulgated by the Secretary of
Health, Education, and Welfare (currently Health and Human Services).

"Benefit first available in 1968.

*Benefit first available in 1967.

$The amounts determined in accordance with the provisions of the law were $76,
$19, $38, and $9.50, respectively, but a ruling of the Price Commission prevented these
increases and allowed instead the amounts shown here.

IThe actuarially determined rate of $572 was reduced by legislation. If the legisla-
tive increase in 1982 and the legislative decrease in 1987 had not been made, the initial
deductible in 1987 would have been $508. ) :

**Not applicable for 1989,

*For first 8 days per calendar year.




7 Development of Medicare 637

TasLE 7.4. Voluntary Hospital Insurance
Standard Monthly Premium
Rates in Various Periods

Period Rate
July 1973—June 1974* $ 33
July 1974—June 1975 36
July 1975—June 1976 40
July 1976 —June 1977 45
July 1977—~June 1978 54
July 1978—June 1979 63
July 1979—June 1980 69
July 1980-]June 1981 78
July 1981—June 1982 89
July 1982—June 1983 113
July 1983—December 1983 * 113
January—December 1984 155
January—December 1985 174
January—December 1986 214
January—December 1987 226
January—December 1988 234
January—December 1989 156
January—December 1990 175
January-December 1991 177
January—December 1992 192
January—December 1993 221

*Determined by legislation; all other rates pro-
mulgated by the Secretary of Health, Education,
and Welfare {currently Health and Human Services).

mined by promulgation of the Secretary of Health and Human Services
(rather than by congressional action). These are the SMI standard
premium rate, the HI initial deductible (upon which all other HI cost-
sharing provisions are based), and the HI premium for voluntary en-
rollees who are not eligible as a result of insured status. Table 7.2 pre-
sented the various SMI standard premium rates which have been pro-
mulgated in the past. Table 7.3 shows the HI cost-sharing amounts
that have been in effect in the past and currently, while Table 7.4
shows the corresponding voluntary HI standard premium rates.

Appendix 7-1

Legisiative Development of Medicare Provisions in the 1967 Act

This appendix' traces the legislative developments of the HI and SMI
provisions in the 1967 Act. It is thus clearly shown how the Johnson
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administration wanted to make changes in the original Medicare pro-
visions and how Congress took differing action. The proposals for
extending Medicare to disabled beneficiaries are not discussed be-
cause these are treated in the text.

HI Legislative Activity

The 1967 administration bill contained a number of changes in HI.
The taxable earnings base was changed in the same manner as was
proposed for OASDI, as mentioned in Chapter 3. This bill contained
the following other important HI provisions:

1.

The outpatient diagnostic benefits would be transferred to SMI.

The original complicated (but logical) provisions that coordi-

nated this benefit with HI had proved extremely difficult to
administer.

. The cost reimbursement would be reduced if capital expendi-

tures made by the provider of services were contrary to recom-
mendations made by state planning agencies.

. The professional (i.e., physician) component of pathology and

radiology services furnished to hospital inpatients would be trans-
ferred from SMI to HI (and would not be subject to cost-
sharing, other than the overall HI initial deductible).

The House-passed bill took the following action with regard to HI:

1.
2.

3.

4

The outpatient diagnostic benefits would be transferred to SMI.
The maximum duration of hospital benefits in a spell of illness
would be increased from 90 days to 120 days, with the additional
30 days being subject to daily cost-sharing equal to half the initial
deductble.

The tax rate would be increased for all years after 1968 by 0.1 per-
cent for each party (employers, employees, and self-employed).
The earnings base would be $7,800 for all future years.

The major changes made by the Senate-passed bill as compared
with the House bill were as follows:

1.

2.

In Lieu of increasing the maximum duration of hospital benefits
from 90 days to 120 days (with daily cost-sharing equal to half
the initial deductible), a “lifetime reserve” of 60 days, with daily
cost-sharing equal to one fourth of the initial deductible, would
be provided.

The tax rates would be 0.1 percent higher than the rates under
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existing law for each party in 1968, the same in 1969-75, and
lower in 1976 and after (such decrease being 0.15 percent in
1987 and after). Such decrease would be possible because of the
higher earnings bases than those in the House bill (namely, the
same as in the administration bill).

The conference committee resolved the differences between the
two versions of the bill in the following manner:

1.

2.

3.

The additional hospital days in the lifetime reserve were subject
to daily cost-sharing equal to half the initial deductible.

The tax rates were increased for all years after 1967 by 0.1 per-
cent for each party (see Table 7.1).

The earnings base was $7,800 for all future years.

SMI Legislative Action

The 1967 administration bill contained the following changes in the
SMI-benefit provisions:

1.

3.

HI outpatient diagnostic benefits (relating to the nonprofes-
sional component of such services) would be transferred to SMI
(the professional component thereof had always been included
in SMI).

. The professional component of pathology and radiology ser-

vices furnished to hospital inpatients would be transferred to
HI.
Certain nonroutine podiatrist services would be covered.

The only significant SMI-benefit changes that were made in the
House-passed bill were as follows:

1.
2.

Transferring the outpatient diagnostic benefits from HI.
Making the cost-sharing provisions inapplicable to the profes-
stonal component of pathology and radiology services furnished
to hospital inpatients.

The Senate-passed bill added the following benefit provisions:

. Services of chiropractors and certain nonroutine services of op-

tometrists would be covered.

. Physical therapy benefits furnished outside hospitals would be

covered on a much broader basis.

. Services of clinical psychologists would be covered (even though
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not referred by and billed through a physician, with such ser-
vices being covered under previous law only when billed
through a physician).

. The final bill followed the provisions of the House bill, except that
the physical therapy provision of the Senate bill was retained and a
revision of the enrollment and premium-rate procedures added by
the Senate Finance Committee was included. Under the final bill, gen-
eral enrollment periods are to be held annually instead of biennially.
Also, enrollees are allowed to withdraw without waiting for an enroll-
ment period.

Appendix 7-2

Changes in the Medicare Program Considered in 19701972
but Not Adopted

The legislation that was developed in 1970—72 and enacted in 1972
contained a number of provisions passed by either the House or the
Senate but not agreed to by the conference committee. These are de-
scribed in this appendix, except for the proposal for catastrophic-
medical-expense benefits, which is discussed in the text because of its
importance in the ongoing discussion of national health insurance.

Such HI provisions were as follows (with an indication of which
body passed the provision):

1. Daily cost-sharing for hospital services in the 31st to 60th days
- equal to one eighth of the nitial deductible (House).

2. Increase in lifetime-reserve days from 60 days to 120 days
(House).

3. Reduction in daily cost-sharing for lifetime-reserve days from
half of the initial deductible to one quarter thereof (Senate).

4. Coverage of specifically named out-of-hospital prescription drugs
used for specified chronic conditions, subject to a $1 cost-sharing
payment per prescription—to be covered under HI, which
seems anomalous (Senate).

5. Voluntary HI coverage for OASDI and RR beneficiaries aged
60—64, financed on a cost basis with no government subsidy
(Senate).

Several SMI provisions added by the Senate but not included in the
final 1972 legislation were as follows:
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1. Voluntary SMI coverage for OASDI and RR beneficiaries aged
60—-64, financed on a cost basis, with no government subsidy.

2. Coverage of clinical psychological services when furmshed by an
independent practitioner.

3. Coverage of outpatient rehabilitation services.

Appendix 7-3

Changes in the Medicare Program Made by Bill Passed by the
Senate in 1973 but Not Enacted

As brought out in Chapter 3, significant changes in the Social Security
program were contained in legislation that passed the Senate in No-
vember 1973 but was not enacted. These proposed changes are of
interest in connection with possible future legislative activity.

The only important Medicare provision proposed by the Senate Fi-
nance Committee, from a cost standpoint, was the inclusion of out-
patient occupational therapy as an SMI benefit, paralleling physical
therapy and speech pathology services. However, on the floor of the
Senate, the following significant provisions were added:

1. Certain named maintenance drugs for certain specified con-
ditions would be covered under HI, with a cost-sharing payment
from the beneficiary of $1 per prescription. The pharmacy
would be reimbursed on the basis of the wholesale cost, plus a
professional fee, minus the cost-sharing payment, but not in ex-
cess of the usual charge, minus the cost-sharing payment.

2. The HI inpatient deductible would continue in 1974 at the 1973
level of $72. Then, increases for 1975 and after would be based
on the $72 figure (the deductible actually rose to $84 in 1974).

3. The number of lifetime-reserve days under HI would be in-
creased from 60 to 120 days, and the daily coinsurance therefor
would be reduced from 50 percent of the HI initial deductible
to 25 percent thereof.

4. The definition of “spell of illness” under HI would be liberal-
ized, so that a spell of illness would end after the individual
had been in an SNF for 180 days and had not received skilled
nursing care or rehabilitative services. This could provide bene-
fits in a new spell of illness when the individual involved had
used up the maximum days of benefits in the previous spell of
illness.

5. Coverage under both HI and SMI would be extended to the
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disabled spouse under age 65 of an individual who is covered
~ under Medicare as a disability beneficiary.

6. Benefits for HH services under HI would no longer require
prior hospitalization and would be paid for a maximum of 100

. visits per calendar year (instead of per spell of illness).

7. Coverage under both HI and SMI would be extended on a vol-
untary basis to persons aged 60—64 who are spouses of individ-
uals covered under Medicare. The cost would be borne entirely
by the enrollee under the same conditions as are applicable to
voluntary HI enrollees aged 65 or over.

8. Additional financing—an increase in the combined employer-
employee HI tax of 0.1 percent—would be provided. Such fi-
nancing was included with the amendment providing coverage
for maintenance drugs and would, on a long-range basis, meet
about 70 percent of the estimated cost thereof. No additional fi-
nancing was provided for the other changes involving increased
cost (items 2—6); these had an estimated long-range cost of
about 0.1 percent of taxable payroll.

Appendix 7-4

Change in the Medicare Program Made by the Bill Passed by the
Senate in 1983 but Not Enacted

The Senate-passed version of the Social Security Amendments of
1983 would have increased the minimum age of eligibility for both
HI and SMI benefit protection from 65 to whatever the Normal Re-
tirement Age would be for OASDI (ultimately age 67). This provision
would have significantly reduced the long-range cost of the HI pro-
gram (and thus also its estimated deficit). However, it was dropped in
the House-Senate joint conference.
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