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The Medicare reform illusion

By Michael O. Leavitt FisHER [ TMENTS™
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year, Medicare is no better off than it was a year ago.

TOOLBOX
The administration credits Medicare's seemingly [T Resize ok Print E-mail It you I"\EWE a $500,000 ]
healthier financial outlook to changes made by the new vahoo! Buzz e Reprints portfolio, download the guide
health-care law. In fact, the legislation has weakened the ' i
program. Worse, its changes create the perception of 3 7 Lt by Forbes columnist an_d
progress, making it more difficult to pursue the reforms - CorstantGontact money manager Ken Fisher's
that would put Medicare on sound financial footing so 5 firm. It's called “The 15-Minute
future generations of seniors will benefit. COMMENT . " .
0 Retirement Plan.” Even if you

C . .
The problem begins with double counting. The ormens have something else in place
ﬁﬂ%é’é‘fﬁ&‘l%ia?f;‘;ﬂhﬁ?;@i ttgigoea“h COMMENTS ARE CLOSED right now, it still makes sense
billion over 10 years. But all of those savings, plus it oI RIER R to request your guide!

massive tax increases, are used in the new law to pay for  » Links to this article
an expansion of Medicaid and a new entitlement
program to subsidize insurance premiums for low-income households. » l Click here to download

The Medicare cuts can be used to improve the government's capacity to finance benefitsin
the future or to pay for another entitlement. But they can't be used for both -- a point the CBO ==
and Medicare's actuaries made in their cost estimates. On paper, the Medicare trust fund ==
appears to have additional reserves because of government accounting peculiarities. But
Congress has already committed those funds elsewhere.

Then there is the nature of the cuts. The administration recently penned a taxpayer-subsidized
mailer for seniors touting the benefits the health law is to provide. Not mentioned are the
deep cuts to Medicare Advantage, the private insurance component of Medicare, that will
reduce benefits for the average enrollee by $800 per year later this decade.
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We know full well that this kind of arbitrary cost-cutting in Medicare doesn't work. Since
1989, Congress has tried to put alid on total fees paid to physicians. The use of physician
services has soared under Medicare's fee-for-service arrangements. The automatic formula
has tried to offset the higher costs with lower fees, across the board. But the cuts are so
draconian that they drive physicians out of the program and reduce beneficiaries' access to
care. Theresult is abipartisan rush to undo the cuts every year. Why would we expect a
different result from arbitrary cost-cutting in the new health law?

The administration has also pointed to the Independent Payment Advisory Board as a"game
changer" for Medicare and the broader health system. The 15-member board is charged with
finding savingsin Medicare to keep spending growth below fixed targets, starting in 2015. Its
recommendations will take effect automatically unless overruled in anew law.

Although Congress handed off substantial power to the board, lawmakers did so by removing
its potency. The board can change only Medicare's payment rates for services and products
(and it can't touch hospitals until 2020). The board can't change the nature of the Medicare
entitlement or try to impose more market-based discipline on the program. That means the
only way it can hit the budget targets is with reductions in reimbursement rates for those
taking care of patients. That approach never works to control costs because the volume of
services used is left unchecked. This undermines quality by penalizing high and low
performers alike.

The fundamental problem is that Medicare's dominant fee-for-service structure rewards
volume, not quality or value. Over the past quarter-century, Medicare administrators --
appointed by both political parties -- have tried to leverage the government's purchasing
power to get more value from what is spent on behalf of seniors. Those efforts have not
succeeded in altering the program's unsustainable course. The Medicare bureaucracy, even
with the Independent Payment Advisory Board attached to it, does not have the capacity to
engineer amore efficient health delivery system through complicated payment regulations.

What's needed is anew vision for Medicare. Instead of micromanaging prices, the federal
government should provide oversight of a marketplace in which cost-conscious seniors
choose among competing insurance and delivery system options. That's how the new drug
benefit works, and costs have come in much lower than expected because genuine price
competition drives down costs much more than any payment regulation can.

What Congress passed this spring is the illusion of Medicare reform. It does not ease cost
pressures but papers over them with unsustainable price controls. It will end in
disappointment, just as every other such effort has.

The writer was secretary of health and human services and a member of the Medicare Board
of Trustees from 2005 to 2009.
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