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Medicare

I established in 1965 under Lyndon Johnson

I federal program

I eligible if 65+ or disabled
I coverage:

I Part A: hospital insurance
I Part B: supplemental medical insurance, monthly premium
I Part C: Medicare+Choice, managed care plan if have parts

A&B
I Part D: Prescription Benefit Plan, described last time
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Medicare

I financing:
I Part A: payroll tax (FICA) of 1.45% of wages paid by employee

and employer, 2.90% if self-employed
I Part B: monthly premium + general tax revenue

I Medigap plans are optional; seniors purchase them privately to
cover expenses not covered by Parts A and B

I Prospective Payment System (PPS) – pay average cost of
certain diagnosis, not actual cost, to lower moral hazard, we
will discuss more next time
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Medicaid

I established in 1965

I state program partly paid by federal matching dollars (match
rate formula changed this year), must follow broad federal
guidelines

I eligible if ‘categorically needy’, specifics depend on state
I family eligible for AFDC in effect in their state in 1996 (before

welfare reform)
I children under 6 or pregnant women with family income below

133% of FPL
I children under 19 with family income below 100% of FPL

I coverage – depends on state rules
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Medicaid

Financing:

I pregnant women and children do not cost-share (no copays,
etc)

I no cost-sharing on emergency services or family planning
services

I otherwise can be deductibles, copays, etc.

I federal govt pays at least half of costs (in GA, fraction is
64.5% because we are a little poorer than average)
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CHIP (Children’s Health Insurance Program)
Formerly SCHIP until this year

I established in 1997 for 10 years, reauthorized in 2009

I extends eligibility to children with incomes above Medicaid
limits

I state run programs with some federal funding (in GA 72.3%
of costs covered by feds)

I 18 states expanded Medicaid, 17 created separate programs
(GA’s PeachCare), and 16 do both)

I This program put in place because of Medicaid ‘gap’
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Medicaid ’gap’ from Card & Shore-Sheppard (2001)
Figure 1:  Fraction of Children with Health Insurance by Family Income in 1989, 1993, 
and 1999 CPS
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SCHIP has been a success

a n d t h e uninsured
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ENROLLING UNINSURED LOW-INCOME CHILDREN IN MEDICAID AND SCHIP 

 
Together, Medicaid and the State Children’s Health 
Insurance Program (SCHIP) provide health coverage for 
one in four of our nation’s children.  Currently, over 28 
million children are enrolled in Medicaid, the nation’s major 
source of health coverage for low-income people.  SCHIP, 
which targets low-income uninsured children who do not 
qualify for Medicaid, covers 7 million children.  Medicaid 
and SCHIP provide access to care for low-income children 
similar to that of private insurance, and help cushion 
families against the erosion of employer sponsored 
insurance.  The percentage of uninsured low-income 
children has decreased by one-third over the last decade 
(Figure 1).  But, 9 million children remain uninsured and the 
recession puts more children at risk.   

 
Federal Actions Constraining Enrollment.  As SCHIP 
reauthorization approached in 2007, states were poised to 
move forward with efforts to cover more uninsured children.  
However, federal obstacles, including the implementation of 
the Medicaid citizenship requirements, the issuance of a 
CMS directive on August 17th 2007 limiting state eligibility 
expansions, and the failure to reauthorize SCHIP hampered 
state efforts.  A temporary extension provided funds for 
SCHIP through March 31, 2009.     
 
Implications of a Recession.  When states adopted 
their budgets for the fiscal year starting July 1, 2008, 
many were able to include funding for children’s 
coverage expansions.  Later, as the severity of the 
unfolding fiscal crisis became clearer with 45 states 
expected to face state budget shortfalls for this year 
and/or next, states are facing mounting pressure to cut 
Medicaid and SCHIP just as demand increases as 
families lose jobs and their health coverage.  
 

During the last economic downturn, states received  
federal fiscal relief in the form of a federal matching rate 
(FMAP) increase for Medicaid with the condition that 

states maintain Medicaid eligibility levels.  This funding 
helped states to postpone additional Medicaid cuts and 
preserve eligibility; although nearly half of states did put in 
place enrollment procedures that made it more difficult for 
children to secure and retain health coverage.   
 

States, to date, have continued to make progress on 
improving access to health coverage for children, but there 
are signs that progress is likely to be stalled.  One-third of 
states (19) increased access to health coverage, while ten 
states enacted at least one measure to restrict coverage 
mostly by imposing new or higher premiums in SCHIP 
programs, but two states restricted eligibility and one state 
increased the frequency of renewal (Fig 2). 
 

 
Eligibility Levels.  As of January 2009, 44 states including 
the District of Columbia have set their Medicaid and/or SCHIP 
income eligibility levels for children at or above 200% of 
federal poverty line (Figure 3).  Several other states have 
authorized expansions to higher income eligibility levels, 
however, implementation has been stalled by the August 17th 
directive and as states wait for full SCHIP reauthorization.   

Percentage of Children Without Health 
Insurance, By Poverty Level, 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Children includes all individuals under age 19.
Source: KCMU analysis of National Health Interview Survey data
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to Health Care Coverage, Jan 08 – Jan 09
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Figure 2

Children’s Eligibility for Medicaid/SCHIP by Income, 
January 2009
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*The Federal Poverty Line (FPL) for a family of three in 2008 is $17,600 per year.
***IL uses state funds to cover children above 200% FPL.; MA uses state funds to 
cover children above 300% FPL; NY uses state funds to cover children from 250% 
to 400% FPL; WI uses state funds to cover children from 250% to 300% FPL.
SOURCE:  Based on a national survey conducted by the Center on 
Budget and Policy Priorities for KCMU, 2009.
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Take up

I 9 million kids are uninsured, half million hospitalizations
could have been avoided by preventative care

I nearly half of the 9 million uninsured kids are eligible for
Medicaid

I in GA, 2/3rds of the 300,000-400,000 uninsured children are
eligible for Medicaid or Peachcare

I why don’t parents enroll them?
I stigma
I transaction costs are high (hard to take off work,

transportation, language barriers)
I informational barriers (don’t know eligible, immigration fears)
I have insurance of sorts, can go to hospital and get care in an

emergency
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Why the state should want to enroll them?

I Medicaid eligible uninsured children are enrolled when they
present at a hospital

I emergency care is more expensive than preventative care

I cheaper to enroll early than after bad health event
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Crowd-out

I one fear of policymakers of expanding eligibility to Medicaid is
that people will drop private insurance to take up public
insurance

I this does not help the people it is intended to help (uninsured)
and it is costly

I graphical depiction of crowd-out
I x-axis: money
I y-axis: health insurance
I budget line for people eligible for Medicaid
I govt wants to guarantee that everyone has at least B in health

insurance, which costs C
I if you were uninsured, then you move to point M (this is the

goal of policymakers)
I if you had insurance, even a little better than B, you are better

off dropping it and getting the public program (crowd out)
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Crowd-out graph
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Sustainability of Medicare

Medicare expenditures in 2007: $432 billion, 16% of federal outlays
Hospital Insurance Trust Fund:

I pays for Part A

I funded mostly by payroll taxes

I can carry balances over time if income greater than
expenditures

I end of FY 2006, balance = $305 billion

I balances are loaned to govt to finance other spending and will
be paid back with interest
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Consequences of aging population

I ratio of workers to beneficiaries will fall from about 4 now to 2
by 2080

I health care costs are rising

I life expectancy of a 65 year old will rise from 17 years now to
over 20 years by 2050

However, wages should also rise because labor supply is lower
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Solvency of HI Trust Fund

When the fund cannot cover all of its expenditures with revenues
and the balance
Current projection:

I annual payments out will exceed annual income in 2011

I Trust fund balances will be used to cover shortfalls

I balances will not be enough starting in 2019

I won’t be ‘bankrupt’, just will need a change

I projection assumes intermediate economic growth, health care
costs growth
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Insolvency Projections

�

Advantage (MA) plans for those beneficiaries who enroll in these plans for their benefits under 
Parts A and B and in some cases, Part D drug coverage. (See Appendix A for detail on the sources 
and uses of trust fund revenue.) 

A key difference between the HI and SMI Trust Funds affects their financial status. The revenue 
dedicated to the HI Trust Fund may be greater or less than expenditures from the Fund in any given 
year, so that in some years expenditures may exceed income, while in other years, reserve funds 
may be generated. By contrast, SMI Trust Fund financing does not produce excess revenue or 
shortfalls due to the way it is structured, with premiums and general revenue contributions adjusted 
each year in order to cover expenditures for that year. When excess HI Trust Fund revenue is 
collected, the excess amounts are loaned to the federal government and used to pay for other federal 
obligations. Interest on the loans is credited to the Trust Fund as income. Interest payments are not 
actually transferred out of general revenue unless these amounts are needed to pay Medicare claims. 
As a result, the amounts collected in Medicare payroll taxes and other dedicated revenue but loaned 
out of the HI Trust Fund, along with the associated interest payments, represent a claim on future 
general revenue funds. The HI Trust Fund balance, which totaled $305 billion at the end of fiscal 
year 2006, is a measure of future claims accumulated to date, to be drawn on when payroll taxes 
and other dedicated revenue are insufficient to cover expenditures.

HOW IS MEDICARE’S FISCAL STATUS MEASURED?

Serious concerns have been raised about the long-term financial health of the Medicare program. 
The program’s financial status is often measured in terms of Trust Fund solvency and Medicare 
spending as a share of the federal budget and of the overall national economy. Each measure 
addresses a different perspective on the program’s financing and leads to different potential 
solutions to Medicare’s long-term financing challenges. 

Trust Fund Solvency

Solvency of the HI Trust Fund is the 
measure of Medicare’s financial 
health that typically receives the most 
attention (Exhibit 5). A report on the 
financial status of the HI Trust Fund 
is released annually, as required by 
law, including short-run and long-run 
financial forecasts prepared by the 
Medicare actuaries. The report is 
issued by the Medicare Trustees, an 
oversight panel comprised of the 
Secretaries of HHS, Labor, and 
Treasury; the Commissioner of 
Social Security, and two public 
trustees appointed by the President.  

Under the Medicare actuaries’ most recent best estimates (based on their “intermediate 
assumptions”), annual payments from the HI Trust Fund will exceed annual income to the Trust 

HI Trust Fund Solvency, 2001-2019
Under High Cost, Low Cost, and Intermediate Assumptions
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Fund balance as % of 
annual expenditures:

NOTES: The Medicare Trustees recommend that the HI Trust Fund assets should be maintained at a level 
of at least 100% of annual expenditures. 
SOURCE: 2007 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal 
Supplementary Medical Insurance Trust Funds,  April 23, 2007.
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Exhibit 5
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