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h e si g nat or ie s t o t h is s t at e m en t believe that many
of the difficulties that threaten to cripple the Health Care
Financing Administration (HCFA) stem from an unwillingness of both Congress and the Clinton administration to provide
the agency the resources and administrative flexibility necessary to
carry out its mammoth assignment. This is not a partisan issue, because both Democrats and Republicans are culpable for the failure
to equip HCFA with the human and financial resources it needs to
address what threatens to become a management crisis for the
agency and thus for millions of Americans who rely on it. This is
also not an endorsement of the present or past administrative activities of the agency. Congress and the administration should insist on an agency that operates efficiently and in the public interest.
Over the past decade Congress has directed the agency to implement, administer, and regulate an increasing number of programs
that derive from highly complex legislation. While vast new responsibilities have been added to its heavy workload, some of its
most capable administrative talent has departed or retired; other
employees have been reassigned as a consequence of reductions in
force. At the same time, neither Democratic nor Republican administrations have requested administrative budgets of a size that
were in any way commensurate with HCFA’s growing challenge.
The latest report of the Medicare trustees points out that
HCFA’s administrative expenses represented only 1 percent of the
outlays of the Hospital Insurance trust fund and less than 2 percent of the Supplementary Medical Insurance trust fund. In part,
these low percentages reflect the rapid growth of the denominator—Medicare expenditures. But, even accounting for Medicare’s
growth, no private health insurer, after subtracting its marketing
costs and profit, would ever attempt to manage such large and
complex insurance programs with so small an administrative
budget. Without prompt attention to these issues, HCFA will fall
further behind in its implementation of the many significant reforms mandated by the Balanced Budget Act (BBA) of 1997. In the
future the agency also has to cope with a demographic revolution
that it is ill equipped to accommodate and with changes in medical
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technology that will increase fiscal pressures on the programs it administers.
As the Bipartisan Commission on the Future of Medicare grapples with the problem of reshaping the Medicare program for the
next millennium, it would do well to consider two important reforms concerning HCFA’s administration. First, the commission
should recommend that Congress and the Clinton administration
endow the agency with an administrative capacity that is similar
to that found in the private sector. Second, the commission should
consider ways in which the micromanagement of the agency by
Congress and the Office of Management and Budget could be reduced. Congress and the public would be better served by measuring the agency’s efficiency in terms of its administrative outcomes
(such as accuracy and speed of reimbursement of various providers), rather than by tightly controlling its administrative processes.
Only if HCFA has more administrative resources and greater management flexibility will it be able to cope with the challenges that
lie ahead.
The mismatch between the agency’s administrative capacity and
its political mandate has grown enormously over the 1990s. As the
number of beneficiaries, claims, and participating provider organizations; quality and utilization review; and oversight responsibilities have increased geometrically, HCFA has been downsized.
When HCFA was created in 1977, Medicare spending totaled $21.5
billion, the number of beneficiaries served was twenty-six million,
and the agency had a staff of about 4,000 full-time-equivalent
workers. By 1997 Medicare spending had increased almost tenfold
to $207 billion, the number of beneficiaries served had grown to
thirty-nine million, but the agency’s workforce was actually
smaller than it had been two decades earlier. The sheer technical
complexity of its new policy directives is mind-boggling and requires a new generation of employees with the requisite skills.
HCFA’s ability to provide assistance to beneficiaries, monitor
the quality of provider services, and protect against fraud and
abuse has been increasingly compromised by the failure to provide
the agency with adequate administrative resources. Even with the
addition of $154 million to its administrative budget that Congress
included in its latest budget bill, the likelihood that HCFA can effectively implement all of its varied assignments is remote. The
Health Insurance Portability and Accountability Act of 1996 assigns many new regulatory responsibilities to HCFA, but a far
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larger task is implementing the BBA of 1997. The BBA has more than
300 provisions affecting HCFA programs, including the Medicare+
Choice option, which will require complex institutional changes
and ambitious efforts to educate beneficiaries.
Medicare spending accounts for more than 11 percent of the U.S.
budget. Workable, effective administration has to be a primary
consideration in any restructuring proposal. Whether Medicare reform centers on improving the current system, designing a system
that relies on market forces to promote efficiency through competition, or moving toward an even more individualized approach to
paying for health insurance, Congress and the administration must
reexamine the organization, funding, management, and oversight
of the Medicare program. Doing anything less is short-changing
the public and leaving HCFA in a state of disrepair.
Stuart M. Butler, Heritage Foundation
Patricia M. Danzon, University of Pennsylvania
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