Cost-Shifting from Medicare to Seniors is Unsustainable

Shifting More Medicare Costs to Seniors Is an Indirect Social Security Cut
The vast majority of Medicare beneficiaries – 42.1 million seniors, and 8.5 million people with
disabilities1 – receive Social Security benefits and live on modest, fixed incomes. Nevertheless, many
in Washington are considering several proposals to increase out-of-pocket health care costs for
seniors and people with disabilities. Congress should reject them all. Not only would they indirectly
cut Social Security’s modest benefits, they are poor policy for other reasons as well. There are better
ways to reduce Medicare costs, without shifting costs to seniors and people with disabilities.
Health-Care Costs Are Already Consuming More than a Third of Seniors’ Social Security Checks
Growth in out-of-pocket health care costs has outpaced Social Security’s cost-of-living adjustments by
more than a third since 1992.2 Beneficiary spending on Medicare premiums, deductibles, co-pays, all
private premiums, and all other services covered and not covered by Medicare, has grown in real
terms from $3,865 per year in 1992 to $5,197 per year in 2010, an increase of 34 percent.3

Social Security benefits were never intended to go largely toward out-of-pocket health expenses in
retirement. Yet in 2010, even with Medicare (including prescription drug coverage which took effect
in 2006), out-of-pocket health care costs consumed over a third (37%) of the average Social Security
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check of seniors and their surviving spouses.4 If the cost-shifting proposals on the agenda now – such
as requiring ill seniors to have “more skin in the game,” or increasing Medicare premiums for middleclass beneficiaries – become law, this would cut net Social Security benefits even further.
“More Skin in the Game” Would Cut Net Social Security Benefits, Put the Health of Seniors and
People with Disabilities at Risk
Several measures now under consideration are designed to force seniors to have “more skin in the
game,” a crude and offensive shorthand for them bearing a greater share of the costs of each doctor
visit and other utilization of care. The most prominent such proposals are increasing the Part B
deductible by 51 percent (from $147 to $222) by 2021,5 requiring a co-payment of $100 per home
health episode for new beneficiaries,6 and increasing Part B premiums by about 30 percent for new
beneficiaries who buy private so-called Medigap policies with “first dollar” coverage.7 All these
provisions would achieve program savings by shifting costs to seniors and people with disabilities.
Perhaps worse, they fall heaviest on those who are ill, discouraging them from seeking timely and, in
some cases, life-saving care.
Such proposals stem from pure speculation that Medigap coverage and relatively lower deductibles
and co-pays tempt seniors into having unnecessary doctor visits, medical tests and other wasteful
medical treatments.8 This economic theory defies common sense. People generally would prefer not
to be subjected to time-consuming and often intrusive and painful medical procedures, irrespective of
the cost. Consistent with this common-sense observation, studies show that “more skin in the game”
fails to achieve substantial savings for Medicare overall.9 By obliging many cash-strapped seniors to
delay care because they cannot afford the cost, it also puts their health at risk.10 Indeed, research
shows that as out-of-pocket health costs increase, the risk for mortality also increases.11
Higher Premiums for Middle Class Beneficiaries Would Indirectly Cut Social Security Benefits
One-quarter of Medicare Part B funding, which pays for physician and related services, comes from
premium payments. Most Social Security beneficiaries have these premium payments deducted
directly from their Social Security benefits. While everyone who has Part B coverage receives the
same package of benefits, the five percent of those with incomes above $85,000 ($170,000 for
couples) pay significantly higher premiums.12 Those with income above these thresholds also pay a
surcharge on their Medicare Part D prescription drug premiums as well.13
The Administration’s 2014 budget proposes freezing these thresholds so that, by roughly 2035, the
share of beneficiaries subject to income-related premiums rises from 5 to 25 percent. By 2035, the
nominal $85,000/$170,000 threshold will be equivalent to $47,000/$94,000 in today’s dollars.14 In
other words, this proposal would treat unmarried seniors living on the equivalent of $47,000/year
today as “wealthy” enough to warrant higher Part B and Part D premiums.
Given that in the January 2013 fiscal cliff deal, only the top 0.7 percent of earners – those making
$400,000 or above – were considered “upper income” and hence able to afford higher taxes,15 it
would be an absurd double-standard to now treat the top 25 percent of seniors – living on fixed
incomes of as little as $47,000 – as “upper-income” and hence able to afford higher premiums.
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There are Better Ways than Indirectly Cutting Social Security Benefits to Reduce Medicare Costs
Medicare’s costs could, and should, be reduced by lowering health care costs generally. That would
reduce private sector costs, as well – a boon to the entire economy. If policymakers want to ask
upper-income Americans to contribute more to financing Medicare, they should do so through
progressive income or payroll taxes on working-age Americans,16 not higher premiums for seniors
living on a fixed income.17 And they should limit their proposals to the truly upper income, not those
with incomes of $47,000.
The United States spends more than twice what other countries spend on health care, often with
worse health outcomes.18 Growth in health care costs, private as well as public, needs to be better
controlled. The Medicare system already does a better job of controlling costs than our private health
care system does,19 but much more can be done – for example, by:


Fully leveraging the delivery and payment system reforms in the Affordable Care Act (ACA).
It added a range of tools that are being pilot-tested now that have the potential of significantly
slowing the growth of health care costs.20 Providers, not seniors, make care decisions and
receive Medicare expenditures; cost-control measures should focus there.



Allowing Medicare to negotiate with drug companies for lower prescription drug prices,
which is prohibited under current law. Medicaid and the Veterans Administration already do
so, as do most other countries’ health care systems. Allowing Medicare to also use its market
power on behalf of beneficiaries would save the federal government between $230 and $541
billion – and beneficiaries another $48 to $112 billion – over 10 years.21



Restoring drug rebates for those eligible for both Medicare and Medicaid, as Senator
Rockefeller (D-WV) has proposed.22 This would save $141 billion over 10 years – enough, for
example, to cover the cost of fully restoring physician payments in Medicare, the so-called
“doc fix.”23

Medicare needs more cost control, not more cost shifting. Senior households live on 40 percent less
than the $57,000 on which the typical working-age household lives.24 When you increase out-ofpocket health care costs for seniors, you are effectively lowering the income of Social Security
beneficiaries. Given the insecure retirement awaiting today’s workers, policymakers should be
focused on enhancing their retirement security, not eroding it further by increasing their health-care
expenses in retirement.25
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