Testimony before the House Budget Committee

ThomasR. Saving, Director
Private Enterprise Research Center

March 7, 2001

Introductory Comments

Thank you for this opportunity to discuss the challenges Medicare facesin the future. Since
October of last year | have had the pleasure of serving asaPublic Trustee of the Social Security and
Medicare Trust Funds. During these few short months my aready high regard for the
professionalism and objectivity of the actuarieswho prepare the Trustees Reports hasrisen. Let me
say at the outset that my comments do not represent the opinions of the Social Security
Administration or the Health Care Financing Administration.

| would liketo comment briefly on reformsthat affect the Medicare programs expenditures
revenues. Most reforms, from those enacted as part of the Balanced Budget Agreement in 1997 to
the recommendations of the majority of the members on the National Bipartisan Commission onthe
Future of Medicare, concentrate on reducing expenditurelevel sand expenditure growth. Reforming
the program’ s finances al so deserves attention. Currently, health care consumption of the elderly is
paid for by tax revenues. Even if the cost containment reforms are successful in moderating
expenditure growth, the tax bite will still undoubtedly grow. For this reason, | investigate an
aternative to transfer payment financing. In the last section of this report | will introduce the

simulated effects of making atransition to prepaid retirement health insurance.



Medicare Revenues and Expenditures

Figure 1 presents total Medicare expenditures expressed as a percentage of taxable payroll
along with the system’ s dedicated revenues. The Hospital Insurance (HI) portion of Medicare has
adedicated payroll tax of 2.9% which is supplemented by revenues collected as a result of taxing
Social Security benefits. The Supplementary Medical Insurance (SMI) portion of Medicare is
financed with acombination of premium paymentsand general revenuetaxes. Whilethesetwo parts
of Medicare are usually discussed separately, they are part and parcel of the overall Medicare
program and any reform of Medicare must deal with al of Medicare. Assuch, the remainder of my
remarks will treat the entire Medicare program, that is, the sum of both the HI and SMI parts of
current Medicare.

The revenues depicted in Figure 1 are the HI tax revenues and the premium payments
required for participation in SMI. The latter revenues are set to 25% of the SMI expenditures. The
expenditure estimates depicted in Figure 1 are based on the Health Care Financing Administration
(HCFA) Technical Panel recommendations released in December of 2000 that long run Medicare
expenditures should be assumed to grow at arate equal to per capita GDP growth plus 1%.* The
technical panel charged with reviewing the financial projectionsin the Trustees reports maintained
that rapid technological changesin medical care and the historical evidence, among other reasons,
justify ahigher growth rate. Health care expenditure growth faster than GDP growth impliesthat the

share of income being dedicated to medical care will continueto rise indefinitely and that the share

This growth assumption was one of the primary recommendations published in Review of
Assumptionsand Methods of the Medicare Trustees Report: Financial Projections, December 2000.
My estimates are not adjusted for the age distribution of Medicare enrollees.
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of non-health carewill fall indefinitely. Importantly, this assumption does not imply that in the long
run al GDP will be hedlth care.

The difference between the revenue and expenditure series shows the magnitude of the
funding shortfall in each year that must be made up from general revenues. In 2000 the difference
was 1.13% of a payroll, but by 2040 the transfer from the rest of the budget will grow more than
sixfold to 7.54% of payroll. By 2070 the differential will grow to a staggering 13.5% of taxable
payroll .2

Another way to quantify thefinancial challengearisingfromtransfer programslikeMedicare
and Social Security isto calculatetheir accrued liabilities. These accrued liabilitiesare presented in
Figure 2. Theaccrued liabilities of Medicareand Social Security are equal to the valuetoday of what
isowed to current program participants. The present valuesare cal culated using a5.5% real discount
rate. Thisrateishigher thanthereal government borrowingrate, reflecting the uncertai nty associated
with receiving future payments from the programs.

Socia Security’s accrued liabilities are the present value of the cumulative benefits al
current taxpayers and retirees can expect to receive based on their earnings up to the year 2001. For
example, the accrued liabilitiesowed to today’ s65 year olds are the benefitsthey will receivefor the
rest of their lives. For 45 year olds, it is the present value of the future benefits they would receive
based on their first 23 yearsin the labor force, assuming they started working at the age of 22. For
Social Security the accrued debt is estimated to be $8.8 trillion in 2001, roughly 2 Y2 times greater

than the national debit.

Paying Social Security benefits to the elderly and to survivorsin 2040 will cost 15.5% of
taxable payroll. Combined with Medicare the costs will climb to 27.7% of payroll.
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Medicare’ saccruedliabilitiesare calculated inasimilar manner. Again, a5.5% discount rate
isused, but since benefit payments are not tied to past earnings like Social Security’s, the accrued
liabilitiesarethe present value of expected benefitsfor all individual swho arevested in the program.
Anyone who qualifiesfor Socia Security by working and paying taxes for at least 10 years or who
ismarried to aqualified beneficiary can receive Medicare. Thus, almost everyone over the age of 32
isvested in Medicare. The present value of SMI benefits are net of expected premium payments.
Together the estimated implicit debts of the Hospital and Supplementary Medical Insurance
programs are equal to $8 trillion dollarsin 2001.

Reforms Aimed at Reducing Expenditures

Regardless of the long range growth rate used to estimate future expenditures, Medicareis
underfunded by itscurrent revenue sources. AsFigure 1illustrates, thegrowth of Medicarewill have
adramatic impact on the funds projected to be transferred from the rest of the budget to Medicare.
The accelerating Medicare costswill, in the absence of meaningful reform, not only drive Medicare
gpending to levels that may prove to be unsustainable for future generations of taxpayers, but has
already created an unfavorable environment for adding much needed prescription drug coverage to
the beneficiaries’ benefit package because any efforts to expand benefits would inevitably worsen
Medicare’s financing situation. The goa of most reform proposals is to reduce the level of
expenditures and/or the growth rate in expenditures.

Projection of future Medicare costs incorporates considerations on future demographic
change, income growth, health care market structure, and medical technology progress. Thereisnot
much that can be done to manipulate the demographic trend, although, as | will argue later, that

prepaying Medicare would go along way to help cope with the expected hike of Medicare costs



when thetidal wave retirement of Baby Boomerscomes.® Demand for medical caretendstoincrease
with income growth, but income growth-induced higher demand for medical careisnot abad thing
and we certainly need not contain income growth to save on the costs of Medicare. Hence, we are
left with relying on changing the structure of health care markets to encourage competition. Such
competition has the potential of reducing the current level of expenditures through demand
reductions and price competition and at the same time encouraging the development of new
technology directed toward cost reduction.

The current Medicare payment system, especially the dominant fee-for-service part, ispartly
responsible for the very high current level of Medicare costs. Fee-for-service Medicare, combined
with supplementa insurance, effectively gives many beneficiaries nearly first dollar coverage.
Without real cost sharing requirementsin place, beneficiariestend to havelittle regard for the price
of health care services. When consumers havelittleregard for the cost of services, we can becertain
that the suppliersof serviceswill havelittle regard for the price they charge. In addition, the benefits
of devel oping cost saving technology arepositive only if those who demand services care about cost.
Thus, technological changes that increase our ability to find solutions for current conditions for
which there are no treatments, will result in higher expenditures. Such expenditures increases will
be wholly or partially offset by the development of cost reducing technology with the proper
incentives.

We can develop an estimate of the demand effect of introducing a no-first-dollar coverage

Medicare system by using the results of the RAND Health Insurance Experiment. The RAND

0On arelated matter, faster introduction of young immigrantsto this country may offer some
help on the revenue side, but as some studies show, the scale of immigration that may generate a
significant impact on Medicare and Socia Security’ sfinancingislikely to be politically infeasible.
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experiment found that apolicy with a$500 deductiblein 1983 dollars and 100% coverage abovethe
deductible reduced total expenditures relative to fee care by 27%.* Similarly, Christensen and
Shinogle (1997) estimated that M edi care beneficiarieswho have M edigap coverage used 28% more
service than do beneficiaries who are not covered.” With Medigap, Medicare can be essentially
converted to afirst dollar coverage policy.

Using results from the RAND study to estimate the expenditures associated with a $2,500
deductible policy resultsin 24% savings. These savingsonly reflect reductionsin demand on the part
of consumers. Theeffectswill beeven larger assuppliers competeto provide the services consumed
under the deductible amount. While switching to a higher deductible policy is seldom mentioned as
aMedicarereform, itisinstructiveto consider designing aninsurance packagethat includesno-first-
dollar coverage. Concerns over how lower income retirees will pay for care below the higher
deductible can by addressed by providing them with a need-based transfer. The transfer must be
designed, similar to amedical savings account, to give them the incentive to consider the cost of
care.

Balanced Budget Act of 1997

TheMedicaret+Choiceprograminitiated with the passage of the Balanced Budget Act (BBA)

of 1997 was expected to expand the set of private insurers available to Medicare beneficiaries. The

act allowed preferred provider and provider sponsored organizations to enter the Medicare market

“See The Demand for Episodes of Medical Treatment in the Health Insurance Experiment,
Emmit B. Keeler, Joan L. Buchanan, John E. Rolph, Janet M. Hanley, and David M. Reboussin,
1988, RAND Health Insurance Experiment Series.

> Effects of Supplemental Coverage on Use of Services by Medicare Enrollees,” Sandra
Christensen and Judy Shinogle, Health Care Financing Review, Fall 1997, pp. 5-17.
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alongsidetraditional health maintenanceorganizations. A key difference between thetraditional fee-
for-service Medicare and Medicare+Choice is the program’s payment methods. In the former,
providersrecelveaseparate payment for each covered medical servicewhile, inthelatter, contracted
private plans receive afixed monthly amount for each beneficiary they enroll. Competition among
the expanded group of providers was expected to reduce expenditures and slow cost growth.

Thusfar, evidence supporting the expectations has been mixed at best. According to arecent
GAO study, providers participating in M edicaret+Choice continue to attract healthier and less costly
beneficiaries.® Reimbursement rates have, up to this point, been based on aformula adjusted for a
participant’s geographic location, age, sex, disability status and Medicaid €ligibility. Since the
reimbursement ratesarenot individualy risk adjusted, providershavetheincentiveto screen patients
and reducetheir exposureto high risk patients. The patientswho participatein the private planshave
alower cost than the average of patientsin fee-for-service, yet Medicare+Choice providersreceive
the average cost. Asaconsequence, Medicare+Choice hasincreased, rather than reduced, Medicare
costs.

The BBA required the Department of Heath and Human services to develop a risk
adjustment methodology that accounts for variation in per capita costs based on health status and
demographic factors for payment to Medicare+Choice organizations. In its current form, the
adjustment factors are afunction of age, sex, Medicaid eligibility, location, and inpatient diagnoses
called the Principal In-Patient Diagnostic Cost Group (PIP-DCG). The risk-adjusting methodol ogy

improves upon the current methodology but can explain only 6% of the total variation in medical

®M edi care+Choice: Payments Exceed Cost of Fee-for-Service Benefits, Adding Billions to
Spending, August 2000, GAO/HEHS-00-161, General Accounting Office.
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expenditures. Other risk-adjustment methodologies are being evaluated, but the GAO study
concludes that the new methodology “. . . may ultimately remove less than half of the excess
payments caused by favorable selection.”’

Reimbursing private providers based on preset risk-adjusted reimbursement rates will
continue to induce providers to screen patients. This year, reimbursement rates vary by geographic
location, age, sex, Medicaid digibility, disability status and diagnostic cost group. Providers know
beforehand how much they will receive for taking on each type of patient rather than being asked
to price each of therisk factors themselves. An aternative to having HCFA establish risk-adjusted
reimbursement ratesisacompetitive bidding processin which suppliershid for each type of patient.
The Rationale of the Proposed Reforms

A basic idea behind Medicaret+Choice and several Medicare reform proposals on the table
are to adopt market-oriented approaches to achieve cost efficiencies. These cost-saving approaches
have already been successfully adopted by numerous empl oyer-sponsored heal th care programs and
by the Federal Employees Health Benefits Program (FEHBP). All these programs are designed to
make beneficiaries sensitive to the cost implications of choosing aparticular plan. The demand side
cost-saving incentives will then induce providersto deliver medical servicesthat are cost-efficient.
Potentially moreimportant, these same cost-savingincentiveswill eventually |ead to abetter balance
between service-expanding and cost-saving medica innovations, slowing down the growth of
Medicare costs in the long-run.

In order to contain the accel erating costs of Medicare and to optimizeitsbenefit package, we

must go even further in modernizing Medicare s payment system by applying market approachesto

'‘GAOQ, p. 5.



cost efficiencies. This consensus can be seen from several leading proposals on Medicare reform
(including the Breaux-Thomas proposal). In addition to benefit expansion, these proposalsinclude
the following payment side changes: (1) Fee-for-service modernization, which would enable the
traditional Medicare to act as a prudent purchaser; (2) Medicare+Choice modernization, which
would encourage plans to compete on costs as well as quality; (3) A premium support system
fashioned after the FEHBP, which would make beneficiaries more sensitive to costs of care.

In the following, however, | want to focus on two other issues related to Medicare’ s cost
problem. First, what is the most sensible way to provide prescription drug coverage for Medicare
beneficiarieswhen costs are currently a paramount concern? Second, | want to argue for the case of
prefunding Medicare that takes advantage of the baby boom workers still in working.

The Casefor Prescription Drug Coverage

A magjor purpose of the Medicare program was to offer senior Americans access to medical
care. Yet an important part of current medical care, prescription drugs, are for the most part not
covered by Medicare. Asaresult, only about two thirds of Medicare beneficiaries have prescription
drug coverage (through employers plans, Medicaid, Medigap and Medicare+Choice). Thus, while
much of the Medicare reform discussion concerns cost containment, another maor Medicare
updating plan on the table proposes to make structural changes that add out-patient prescription
drugs to the Medicare program. For example, the Breaux-Thomas Medicare reform plan (and the
earlier Breaux-Frist plan) proposesmaking coverage availablefor prescription drugsand catastrophic
medical costsin abroader Medicare reform package featuring market solutionsto cost efficiencies

on the payment side. In contrast, the President’ s Immediate Helping Hand Prescription Drug Plan



proposes temporary prescription drug assistance to the neediest seniors until a comprehensive
Medicare reform plan including prescription drugs is enacted and implemented.

There are convincing medical and economic reasons for adding prescription drug benefit as
part of areformed Medicare package. Indeed, it is hard to imagine that a modern medical insurance
plan does not include outpatient prescription drug coverage asan integral part. Approximately 98%
of private health insurance plans offer aprescription drug benefit or acap on out-of -pocket expenses
asanintegral part of the benefit package. Asaresult of innovations on drug therapies, prescription
drugs have been playing an increasingly important role in health care. According to the Health Care
Financing Administration, Office of the Actuary, for the last severa years, overal health care
expenditures grew at about 5% annually while nation-wide prescription drug spending grew on
average at amuch higher 12% per year. Prescription drugs as a component of health care are even
moreimportant for the elderly dueto aging-related chronic diseases. In 1995, as some studies show,
an elderly person’ stotal average annual drug costs were $600 compared with $140 for anon-elderly
person.®
Prescription Drug Coverage Should be Balanced against Cost Concerns

While adding drug coverageto Medicareisimportant, it raisesfinancing issuesto aprogram
whose future funding will strain even optimistic forecasts of future economic growth. At least one

study suggests that incorporating outpatient prescription drugs into the Medicare benefit package

8T he first number is from M. Davis et al., “Prescription Drug Coverage, Utilization, and
Spending Among Medicare Beneficiaries,” Health Affairs, Vol. 19, No. 1, 1999 and the second
number isfrom Agency for Health Care Policy and Research Center for Cost and Financing Studies,
National Medical Expenditure Survey Data, Trends in Personal Health Care Expenditures, Health
Insurance, and Payment Sources, Community-Based Population, 1987-1995 (March 1997).
http://www.meps.ahcpr.gov/nmes/papers/trends/intnet4d. pdf
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could add between 7% and 13% annually to Medicare’ stotal cost.® The President’ s budget proposal
for fiscal year 2002 includes$230 billionin expenditureson Medicareand, in addition, the President
proposes an Immediate Helping Hand Prescription Drug Plan to offer low-income seniors
prescription drug assistance and all seniors catastrophic drug coverage (more than $6,000 in out-of -
pocket drug costs) which entails spending $11.2 billion in 2002 and $153 billion in the next ten
years.'® So even a prescription drug plan targeted only to the neediest would add a significant share
(almost 5%) to the costs of the traditional Medicare program.

While | believe the new drug benefit initiative featured in the President’s IHH plan is
carefully crafted to balance competing concerns about the sustainability of Medicare and the
hardship faced by some beneficiaries, | do not think a plan providing universal drug coverage with
no conditionsabout other reformswould beafinancially responsiblepolicy option. Adding full-scale
drug coverageto all Medicare beneficiarieswould effectively replace private sector financing with
public financing. In 2001, seniors are expected to spend approximately $69 billion dollars on
prescription drugs. This amount by itself is equal to 1.3% of taxable payroll.

Moreover, asFigure 3 shows, the surgein prescription drug priceinflation hascoincided with
the significant decrease in the share of prescription drug purchases that are paid by individuals.
During the 1960s and 1970s, prescription drug prices increased at an annual rate of just over 1%

while third party payers covered only 16% of expenditures. Individuals paid the remaining 86% of

°M.E. Gluck, National Academy of Social Insurance Medicare Brief: A Medicare
Prescription Drug Benefit (April 1999). http://www.nasi.org/M edicare/Briefs/medbrl.htm.

19A ccording to the President’ s IHH drug plan, Seniorswhoseincomes are at or below 135%
of poverty would have no premium and nominal co-paymentsfor prescription drugs. Seniorswhose
incomesare between 135 % and 175% of poverty ($15,000 for asingle person) would receive partia
drug coverage.
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the cost. For thelast two decadesthe average annual increase in drug pricesroseto 7.3%, asaverage
third party coverage rates rose to 52%. By 1998, third party payers were covering 73% of the cost
of prescriptiondrugs. Thus, without acomprehensivereform, adding comprehensive drug coverage
will likely produce rapidly growing costs.

Reforming Medicar €' s Financing

While most current reform initiatives are aimed at bringing competitiveforcesto bear onthe
provision of health insurance for the aged, little attention has been paid to insuring the solvency of
Medicare. Over the last few years | have studied the feasibility of prepaying Medicare benefits.
Medicareisfinanced on apay-as-you-go basiswhich meansthat, for themost part, contemporaneous
taxes are used to pay benefits. Further, the financing can be thought of as atransfer from the young
totheold (including the 75% of SM1 benefits paid by the Federal Treasury). Thus, the retirement of
the baby boomers will cause severe problems for Medicare that are further exacerbated by the
possibility that benefits may grow at a faster rate than the growth in the economy, necessitating
transfers that grow as a share of the economy.

A detailed presentation of the prepayment proposal can be found elsewhere, so | will briefly
outlineits main components here.** Thetransition path we have studied is structured asfollows. All
workers born in 1946 and later would be in the prepaid system and all individuals older than 54
today would remain in traditional Medicare. Beginning today, individuals in the prepaid system
would establish and fund ahealth insurance retirement account that at retirement would be sufficient

to purchase health insurancefor therest of their lives. Thismay seem atall task, and indeed it is, but

1See the Economics of Medicare Reform, Rettenmaier and Saving, The Upjohn Institute for
Employment Research, 2000, for a complete discussion of the proposal and for details of our
methods.
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it isimportant to initiate the transition now and take advantage of the earning power of the baby
boomers while they are workers, rather than waiting until it is too late, when they become retirees
and begin to draw benefits.

In Table 1, | present the lifetime contribution rate on labor earnings required to prepay
Medicare benefits assuming that per capita benefits grow at the rate of GDP per capita growth +
1%.% | present the rates required of new labor force entrants to prepay Medicare benefits and those
required to prepay a $2500 deductible policy. Recall that the prepaid program is phased in for
individuals born after 1945, so any move to a higher deductible policy would not affect current or
near term retirees. As the rates in the table indicate, prepaying the total Medicare package can be
prepaid at ratesthat are less than the current payroll tax for the HI program by itself. At a5.4% real
rate of return, the contribution rate is 2.68% and if the rate of return is 8.5% the contribution rateis
0.86%. In thefollowing simulation, we allow the rate of return to decline as the accumulated funds
in the health insurance accounts increase the nation’s means of production. The 5.4% return is
roughly thelong run return on aportfolio comprised of 60% stocks and 40% bonds. The higher 8.5%
return is the pretax rate of return on non-financial corporate capital.® This rate is the marginal
product of capital and reflectstherate realized on the accountsif al taxesarewaved. Thelower rate
of 5.4% isafter corporate tax payments. In the simulation results, | usethe pretax rate and implicitly

assume that all taxes are waved on these accounts.

2Theseresults are based on asimulation model we devel oped several years ago. Thegrowth
rate assumption is relative to our projection of GDP. Medicare benefits are net of SMI premium
payments.

13 This rate is from James Poterba, “ The Rate of Return to Corporate Capital and Factor
Shares. New Estimates Using Revised National Income Accounts and Capital Stock Data,” NBER
working paper no. 6263, 1999.
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We introduce the higher deductible policy to show the level shift in the cost of insurance.
Thelower cost isdue to demand responses exclusively, even though as consumers face thefull cost
of care below the deductible, supplierswill compete for thosefirst dollarsresulting in lower prices.
We estimate that contribution rates necessary to prepay the higher deductible policy are 2.27% and
0.73%, at the 5.4% and 8.5% real rates of return, respectively.

The Table 1 shows that the contribution rates for new entrants are low. However, the rates
escalate for individuals who have fewer years remaining in the labor force. In the smulation path
we have studied, workers pay for contributionsto individual accountsfor al individualsin the new
system and for the Medicare costs of current and near term retirees. In each year the transition tax
rate, or tax in excess of the rate that would be necessary without prepayment, is the same for all
workers.

Before turning to the simulation results | would like to point out a few favorable
consequences of prepaying retirement medical insurance. The first | have already mentioned in
passing is; prepayment increases the nation’s capital stock. It can be shown that pay-as-you-go
transfers reduce savings and the size of a nation’s capital stock or means of production. With
prepayment, that outcome is reversed; capital stock rises and so does income. The second
consequence is that prepayment mollifies the effects of variations in generation size. Without
prepayment, the baby boomer’s retirement will result in a great burden on the taxpayers,
necessitating high tax rates which have severe incentive effects. Thefinal consequenceisrelatedto
thehigher tax rates. By prepaying benefits, future payroll taxeswill bereduced, producing significant

efficiency gains.
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Table 2 presents the simulation results. Thefirst column shows the status quo Medicare tax
rate. The rate is the ratio of Medicare expenses for the aged net of benefit payments divided by
taxable payroll. We use taxable payroll as the denominator as an accounting metric, realizing that
SMI isnot financed by a payroll tax. This column shows the tax rate assuming no prepayment. The
remainder of thetable showstheresultswith prepayment. Theinitial marginal productivity of capital
isassumed to be 8.5% . Contributions to the individual account are assumed to increase the capital
stock dollar for dollar. Asthe capital stock rises, themarginal product of capital fallsand wagesrise.

The higher wage base is used asthe denominator in the next column titled forecast Medicare
costs. The higher wage baseresultsin lower tax rates. The next column showsthe benefits paid from
the prepaid accounts. Thefirst of the baby boomersretiresin 2011, so the prepaid benefits are zero
until then. Asindividual swith prepaidinsurance compriseanincreasing share of retirees, their share
of total benefit paymentsrise. By 2050 al of the benefits are paid from the prepaid accounts. The
next column identifiesthe share of benefitsthat must be paid by tax revenues. These arethe benefits
of thosewho areborn before 1946. Asthe columnindicates, by 2050 theseindividualshavedied and
thetax requirement iseliminated. The aggregate prepaid account contributionsare showninthe next
column. Because the transition path being analyzed requires that all individuals born in 1946 and
later have prepaid accountsby thetimeof their retirement, the aggregate contributionsarewell above
therates shown in Table 1 for new labor force entrants. Further, thelong run rate of 1.24% isabove
the 0.86% ratein Table 1 because of the declinein therate of return earned on the accounts. The next
column shows the transition cost. These costs are the taxes in excess of the taxes with no
prepayment. Until 2018 thetotal cost of thetransition, presented in thelast column, exceedsthe cost

of the pay- as-you-go system. Figure 4 graphically depicts the forecast Medicare costs and the

15



Medicare tax plus prepaid account contributions. For the first 18 years the transition is more
expensive than continuing with the current financing arrangement. Thereafter, the prepaid system
isless expensive.
Concluding Remarks

In order to contain the accelerating costs of Medicare, Medicare' s payment system can be
modified by applying market approaches to cost containment that have been successfully tested by
numerous empl oyer-sponsored health care programs and by the Federal Employees Health Benefits
Program. Consideration of prescription drug coverage should be balanced against this heightened
cost concern. Besidesreforming delivery of care, therising cost pressures also makes a strong case

for prepaying Medicare.
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Tablel1
Lifetime Contribution Rates
as a Percentage of Taxable Earnings
for Labor Force Entrants

Red Rate Medicare $2’50.0
of Return  Replacement Dedu_ctl ble

Policy

54 2.68 2.27

85 0.86 0.73

Table?2
Simulated Transition to Prepaid Medicare
Benefits Benefits Aggregate .
Statu_s Quo Fore_cast Paid From  Paid From Prepaid  Transition Medicare _tax
Year Medicare Medicare . + Prepaid
Prepaid Tax Account Cost
tax rate Costs - Accounts

Accounts Revenues  Contributions
2000 417 4.17 0.00 417 271 271 6.87
2010 4.66 4.58 0.00 458 2.30 2.30 6.87
2020 6.45 6.22 294 3.28 1.63 0.00 4.91
2030 9.14 8.70 7.12 1.58 131 0.00 2.90
2040 10.88 10.30 9.94 0.36 1.25 0.00 161
2050 11.90 11.25 11.25 0.00 1.24 0.00 124
2060 13.77 13.05 13.05 0.00 1.24 0.00 124
2070 15.91 15.28 15.28 0.00 1.24 0.00 1.24
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