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our demands both for fundamental
change in the way the tobacco industry
operates and for financial compensa-
tion from the industry in a magnitude
commensurate with the harm its mis-
conduct has caused.

The tobacco industry strategy is now
to entice its adversaries into negotia-
tions by making a series of quick con-
cessions—especially their acquiescence
in public health regulation. What is
striking about their concessions is that
most of them are within the power of
the Federal Government to impose to-
morrow. We do not need industry con-
sent to implement most of these public
health protections. All Congress needs
is the will to act. What the industry is
offering to do is merely call off its lob-
byists.

According to those participating in
the negotiations, the tobacco industry
will agree to abide by the current FDA
rule, and will agree in principle to sig-
nificant further restrictions on their
marketing practices. As part of a set-
tlement, the industry has said it is
ready to accept the following things:

First, much stronger warnings about
the addictiveness and health dangers of
smoking on each pack of cigarettes;

Second, full disclosure of cigarette
ingredients;

Third, elimination of vending ma-
chines sales;

Fourth, additional restrictions on
the advertising it can engage in; and

Fifth, expanded FDA jurisdiction
over tobacco.

In essence, after years of opposition,
the industry has conceded that all of
these restrictions are reasonable.
These concessions will stand on the
public record regardless of the outcome
of the talks. The industry cannot
credibly return to its former position.
It is within Congress’ power to enact
each of these reforms now—and we
should do so. Congress does not need
the tobacco industry’s consent before
we legislate to protect the public
health.

What the tobacco industry has not
agreed to—and what is essential to the
public health—is full authority for the
FDA to regulate nicotine as an addict-
ive drug. Such authority would give
the FDA the power to order cigarette
manufacturers to reduce the level of
nicotine in their products.

The evidence strongly suggests that
tobacco companies have been delib-
erately manipulating and strength-
ening the level of nicotine to make
cigarettes more addictive. It is time to
reverse the process and reduce nicotine
levels. This too is within Congress’
power to enact today.

For a generation, the tobacco indus-
try has been remarkably successful in
evading such restrictions. No current
settlement can anticipate every mar-
keting trick the industry will use in
the future.

Therefore, Congress should accept no
restriction on the authority of the FDA
or State government agencies to im-
pose additional restrictions on the in-
dustry as warranted by future events.
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If the tobacco industry is sincere in
its promise not to target children, it
should agree to a results test. Substan-
tial financial penalties should be im-
posed on the industry each year that
tobacco use by minors does not decline
by a specific percentage. Industry dol-
lars should be used to fund a national
education campaign to publicize the
addictiveness of tobacco and the health
risks of smoking.

The financial settlement reportedly
offered by the tobacco industry—$300
billion over 25 years—sounds enormous
at first blush. People hear the $300 bil-
lion and don’t register the 25 years.
They are offering $12 billion a year.
That number pales in comparison to
the harm the industry causes. Accord-
ing to the Congressional Office of Tech-
nology Assessment, cigarettes cost the
United States $68 billion a year in
health care costs and lost productivity.

Some 419,000 Americans die each year
due to smoking-related illnesses.
Smokers lose an average of 15 years of
their life. At current smoking rates,
10.5 million people will die prematurely
due to tobacco during those years. Col-
lectively, they will have lost 157 mil-
lion years of life. Suddenly the indus-
try’s settlement offer does not sound
large anymore.

If a financial settlement to com-
pensate for past injuries is ever agreed
to, payment should be made from the
tobacco companies’ profits, including
the profits from their nontobacco sub-
sidiaries. That would be the source of
payment for any court judgment. It
should similarly be the source of pay-
ment for any settlement. Compensa-
tion should come from the pockets of
the wrongdoers.

Any increase in the tax on tobacco
products—and I believe there should be
a substantial one—should be used to
fund needed initiatives to improve the
Nation’s health. No settlement pro-
posal should seek to limit or cap, ei-
ther directly or indirectly, Congress’
authority to enact future tobacco tax
increases. The cost of treating smok-
ing-related diseases and the cost of lost
productivity caused by those illnesses
amount to $2.59 for each pack of ciga-
rettes sold in the United States. We
have a long way to go to recover those
costs.

Such a tobacco tax increase should
be large enough to discourage children
from starting smoking. Higher tobacco
taxes are one of the most effective
weapons in reducing smoking amongst
young people.

For generations, tobacco companies
have targeted teenagers for a lifetime
of addiction. It is especially appro-
priate therefore that revenue from a
tobacco tax increase should be used to
provide affordable health insurance
coverage for the Nation’s 10 million un-
insured children. Senator HATCH and I
have proposed a plan to do that, and we
intend to do all we can to see that this
Congress enacts it.

We also hear that the industry wants
blanket immunity from suit for its dec-
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ades of willful wrongdoing as the price
of a settlement. If that is the price,
there will be no settlement. It would be
unconscionable to deny people
poisoned by tobacco their day in court.
Each year, millions of Americans learn
that they have diseases caused by
smoking. In too many cases, it is be-
yond our power to restore their health.
We must never permit the tobacco in-
dustry to extinguish their right to jus-
tice as well.

The industry’s current settlement
proposals are utterly inadequate.
Whether measured by the scope of reg-
ulation to protect the public health or
the amount of financial compensation
for past wrongs, tobacco company pro-
posals fall far short of a reasonable
offer. I am confident that those rep-
resenting the public interest will never
accept such a lopsided settlement. Cer-
tainly, no one should think for even a
moment that Congress will put its
stamp of approval on such an out-
rageously inadequate plan.

——————

MEDICARE

Mr. THOMAS. Madam President, we
want to take some time this morning
to talk a little bit about an issue that
is very current, is always current, but
particularly current because the trust-
ees of Medicare have given their an-
nual report. So we want to take some
time and talk a little bit about an
issue that all of us are very much in-
terested in. I think, universally, we
want to keep health care for the elder-
ly. But the difficulty has been in facing
up to some of the realistic changes
that have to be made if, indeed, we are
going to continue to have Medicare.

The conflict has always been a polit-
ical one, frankly, between those who
say Medicare is the third rail of poli-
tics—touch it and you are dead. So no-
body wants to talk about it. At the
same time, there is a growing recogni-
tion, a growing certainty, that unless
you make some changes, this program
will not be available for the elderly in
years to come. So there will be several
of us talking about that.

First, I would like to yield to my
friend, a very strong spokesman on this
and other issues, the Senator from
Idaho.

The PRESIDING OFFICER. The Sen-
ator from Idaho [Mr. CRAIG] is recog-
nized.

Mr. CRAIG. Madam President, I
thank my colleague from Wyoming for
bringing this special order to the floor
and to the attention of our colleagues.

For those who are watching this
morning, yesterday, the Medicare
trustees issued a report that was no
surprise but, clearly, once again, re-
affirmed to the administration and to
the Congress of the United States that
there is no good news when it comes to
the strength and stability of the Medi-
care trust funds. What we had hoped
for was just news. Knowing that it
wasn’t going to be good, the question
was how bad was the bad news going to
be?
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Two years ago, the trustees fore-
casted that the Nation’s Medicare Pro-
gram would be bankrupt, out of money,
by the year 2002. Just last year, the
trustees revised that prediction, saying
bankruptcy would come sooner, in the
year 2001. CBO has also predicted that
the trustee fund would be broke by
2001, that it would run a deficit. It is
now running a deficit. It did for the
first time this past year, and it will
run a $10 billion deficit this year. In
other words, more money is being
pulled from the trust fund than is now
flowing into the trust fund to make it
safe and secure.

So let’s face it. Our Medicare system
is in critical condition, and it deserves
to be treated as a patient with an ill-
ness. In this instance, we—the Con-
gress of the United States and the
President—are the doctor. Or, another
way to say it, Madam President, is we
sit on the board. We are the board of
trustees, and the President is the
chairman of the board.

It is our responsibility to fix the
problems that are now very, very clear,
and which have been repeated for 5
years in a row by the trustees of Medi-
care. Two-thirds of these trustees are
appointed by the President—this Presi-
dent. It is their job to report to him, as
they did yesterday, and to the Congress
on the health of Medicare. And they
have reported that the health is not
good at all. So, for 5 years running, not
only have we received these reports,
but the administration has received
the identical reports.

Last year, recognizing that, we dealt
with it. We looked at a 30-year-old
health insurance program that pro-
vides health insurance coverage for 35
million Americans and said, in that 30-
year history, it really hasn’t had major
overhaul or reform to fit modern
health care needs and to fit modern
seniors; therefore, we ought to do
something about it. And we did.

That reform went in the balanced
budget down to the White House, and
the President vetoed it. For a year
after that we saw television ad after
television ad saying that the Congress
of the United States had been irrespon-
sible, that somehow they were trying
to destroy Medicare as we know it for
the stability and the security of our
seniors when, in fact, we had offered a
variety of modern options that would
not only provide seniors with adequate
health care and health care coverage
but would address the deficit that, once
again yesterday the trustees, appointed
by this President, said, ‘“Mr. President,
Congress, we report to you that this
sick patient called ‘Medicare’ is grow-
ing sicker by the day and that it is still
a 2001 bankruptcy, but it is not going
to be late in 2001 now. It is going to be
early in 2001.”

My guess is, if we do nothing this
year, the trustees will come back next
year and say, ‘“Well, it is not going to
be early 2001 now. It is going to be late
2000.”

What is the point of our discussion
here today? The point is that we are
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prepared, as a Congress of the United
States, to work with this President to
reform Medicare, to save it, to secure
it, to strengthen it, and to modernize it
for the senior citizens of this country.

I mentioned 35 million Americans
being covered. By the year 2001, it is
going to be 38 million Americans. So
there is always a growing and greater
dependency on this program. It clearly
is our responsibility to address it, and
to address it in the right and appro-
priate fashion. That is a bipartisan ap-
proach. That is the President and the
Congress of the United States sitting
at the same table. That is not one
party trying to lead over another. I am
sorry, the House and the minority lead-
er of the House, it is not a political
game anymore. You are not going to
get any more mileage by demagoging
or by pulling the programs out and
sticking them under the general fund
and allowing them to increase beyond
the rate of private health care in this
country.

It is time that we must come to-
gether as a group—the board of trust-
ees, those responsible for the strength
and security of Medicare—and address
it in the appropriate fashion.

THE GOVERNMENT SHUTDOWN PREVENTION ACT

Mr. CRAIG. Madam President, I want
to address one other issue briefly. It is
going to become one that all of us will
be increasingly involved in as this
month plays out and as the House
works on it. The Senate will soon deal
with the supplemental appropriations.

My colleague from Texas, Senator
HUTCHISON, has just entered the Cham-
ber. She, I, and the leader all have rec-
ognized the importance of this supple-
mental appropriations. But we also rec-
ognize the importance of avoiding the
kind of budget battles in the future
that allowed the shutdown of Govern-
ment a couple of years ago.

So the Senator from Texas has intro-
duced what I call—and I believe she
calls—a ‘‘safety net’” funding mecha-
nism for 1998 that will disallow Govern-
ment shutdowns. We call it a ‘‘con-
tinuing resolution.” We simply say the
budget process goes on and the appro-
priating process goes on, and, while we
work out our differences with this ad-
ministration, let us pass a continuing
resolution that is 98 percent of 1997 lev-
els so that we continue to gain our sav-
ings toward a balanced budget, but we
can turn rationally to the Government
itself and say, ‘“We are not going to
hold you out as hostage. It is impor-
tant that we work cooperatively to-
gether.”

I hope that we will continue to look
at this. It is time that we deal with it
directly. The bill is clearly about poli-
tics as usual, and it would change the
whole dynamics of the debate. It would
allow us to work in a timely and appro-
priate fashion on the necessary appro-
priations bills. Twenty-seven days of
Government shutdown in December
1995 and January 1996 furloughed over
800,000 Federal employees. There was a
lot of political posturing. But in the
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end nobody gained, and a good number
of people got hurt. The Congress of the
United States and the President
weren’t doing what they should have
done.

The Government Shutdown Preven-
tion Act as a continuing resolution
coupled with the supplemental will
build that very kind of safety net so we
can go ahead to continue to work to-
gether in a bipartisan manner as we
work to resolve our budget differences,
strike a budget that is balanced by the
year 2002, and deal with the Medicare
crisis impending by the reports of the
trustees of just this past day.

These are important issues that the
Senate of the United States and this
President must come together on. I
hope we can do that in the next month,
especially on supplementals. But I also
hope the President recognizes that
Medicare really doesn’t deserve to be
tinkered with nor nibbled around the
edges anymore as a way of solving the
problem.

We don’t need a 1-year or a 2-year fix.
We really need a long-term reform ap-
proach that strengthens, maintains,
and offers a variety of options for the
seniors of our country so they can have
the understanding that this Congress
has dealt with their concerns in a way
that should not alarm but assures them
a strong and a safe program.

I thank my colleague from Wyoming
for establishing this special order. And
I yield the floor.

Mr. GRAMS addressed the Chair.

The PRESIDING OFFICER. The Sen-
ator from Minnesota.

Mr. GRAMS. Madam President,
thank you very much.

(The remarks of Mr. GRAMS per-
taining to the introduction of S. 652 are
located in today’s RECORD under
“Statements on Introduced Bills and
Joint Resolutions.”’)

Mr. THOMAS addressed the Chair.

The PRESIDING OFFICER. The Sen-
ator from Wyoming.

Mr. THOMAS. Madam President, I
would like to return to our conversa-
tions about Medicare, and I am very
pleased to have my fellow Senator from
Texas here. Senator GRAMM has been
chairman and continues to be chair-
man of the task force on health care,
and I am particularly pleased he has
joined us this morning to talk about
Medicare and Medicare reform.

Mr. GRAMM addressed the Chair.

The PRESIDING OFFICER. The Sen-
ator from Texas is recognized.

Mr. GRAMM. Madam President, I
thank Senator THOMAS for his leader-
ship today by asking people to come
talk about Medicare. I am the chair-
man of the of the Finance Committee’s
Health Care Subcommittee, which has
jurisdiction over Medicare. I wanted
today to come over and talk about
Medicare in light of the report issued
yesterday afternoon at 4 o’clock which
reaffirmed that Medicare is in the red
for the first time in its history and
that the trust fund which funds the
hospital care portion of Medicare will
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be totally insolvent in 4 years. The cu-
mulative debt that will be imposed on
the American people by the existing
Medicare program in the next 10 years
will rise to $1.567 trillion—that is ‘‘tril-
lion” with a ““T.” Obviously, a lot of
people were alarmed by this report. I
agree with virtually everything that
the Secretary of Health and Human
Services, Secretary Shalala, said, ex-
cept one comment. That one comment
was when she sought to reassure people
that there was no current crisis in
Medicare. Madam President, if this is
not a crisis, I would like to know what
a crisis looks like.

What I would like to do today, very
briefly, is to outline the crisis. I am a
firm believer in the old Biblical admo-
nition, you shall know the truth and
the truth will make you free. So I want
to start with the bad news, because if
we do not understand this problem,
there is no way we can fix it. Then I
would like to conclude with the good
news. The good news is that as bad as
the problem is, we can fix it. We can
strengthen Medicare for existing bene-
ficiaries, and more importantly, we can
restructure Medicare to guarantee that
it is going to be there for our children
and our grandchildren. But we cannot
do any of these things if we are not
willing to make tough decisions.

Part of the problem we face is that
the Medicare has been too politicized
with fear. It has been used as a par-
tisan issue. The President has probably
been more irresponsible than any pub-
lic official on this issue. What we are
going to have to do—and by ‘“‘we,” I
mean all Members of the Senate, but
specifically I mean Republicans—is set
aside all of the partisanship on Medi-
care. We are going to have to forget the
bitter experience of the last election
where the President, in essence, said to
the American people, ‘““There is no
problem, this is simply Republicans
who want to cut your benefits.”” We can
pout about it, but pouting will not
solve the problem. What we have to do
is to get on with the solution.

Let me try to define the problem. If
this sounds overwhelming, it is because
the problem is overwhelming.

First, Medicare was enacted in 1965,
and when it started, it was to be funded
by a 0.7-percent tax on the first $6,300
of earnings of all American workers.
That was going to pay for Medicare. In
fact, the cost projection for Medicare
made in 1965 for the year 1995 was only
off by a margin of 100 to 1. In other
words, the program turned out to be 100
times more expensive than was origi-
nally predicted when Medicare went
into effect.

We started with a 0.7-percent tax on
the first $6,300 a year you earned to pay
for Medicare, but have since raised
that tax on a continuing basis. Today
it is 2.9 cents out of every dollar of in-
come earned by every American work-
er. Yet, despite that massive increase
in taxes, the Medicare trust fund is
still exhausted; it is in the red. The
trust fund is not only in the red, but all
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of the existing assets will be depleted
in 4 years.

When you add up the both parts for
Medicare, the part that pays for hos-
pitals and the part that pays for doc-
tors, according to the Congressional
Budget Office, the nonpartisan ac-
counting branch of the Congress that
looks at these numbers, we are looking
at roughly $1.6 trillion of debt in Medi-
care within a decade. That is the crisis.

Unlike a lot of crises that we talk
about in Congress, this is not some-
thing that is going to happen in sweet
by-and-by. This is something that is
happening right now.

I have a chart that shows the esti-
mates that are made by HCFA, a part
of Health and Human Services and ob-
viously, part of the Clinton administra-
tion. This chart shows the financial
health of the Medicare trust fund be-
ginning in 1995, where we had a very
slight surplus. That now is virtually
exhausted, and unless we make dra-
matic changes in Medicare, this ex-
ploding red chart shows what is going
to happen in terms of the debt of the
Social Security trust fund.

For example, 32 years from today,
the debt of Medicare, simply the hos-
pital part of the program, will be over
$11.5 trillion. I don’t know how to de-
fine a trillion dollars, but I have a con-
stituent who knows what a billion dol-
lars is, Ross Perot. I may have a few
constituents who know what a million
dollars is, and most of us know what a
thousand dollars is. But not many of us
know what a trillion dollars is.

Let me put it another way. In 32
years, unless we do something, the debt
of one-half of the Medicare program
will be over twice as big as the whole
current national debt. Needless to say,
whether you are a Democrat or Repub-
lican, liberal or conservative, whether
you work for the Urban Institute think
tank or whether you work for the Cato
conservative think tank, everybody
who has looked at this problem with
any degree of scientific basis concludes
one thing: This is not sustainable.
Twenty-five years from now, if we
don’t change this program, we are
going to have to triple the payroll tax
in order to pay these benefits.

I want to remind you that the aver-
age American family now is paying
over 15 cents out of every dollar they
earn in payroll taxes and, at the mar-
gin of the last dollar they earn, 28
cents out of every dollar in income
taxes. If such an explosion in the tax
rate at a moment where we have the
highest tax rate in American history,
as we do today, doesn’t frighten you, it
should.

What is causing this problem? There
are really two causes. The first one is
an explosion in Medicare per capita
costs. It is easy looking back at 19656—
when many of us were not in the Sen-
ate and when some of us were in col-
lege and not worried about this prob-
lem—and criticize people who wrote
the Medicare program. But in retro-
spect, the structure of the system
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makes no sense. I will give you only
one example.

On hospital care, a big component of
Medicare critical to our seniors, if you
are in a hospital for up to 60 days, you
have no copayment. Every penny of the
hospital bill, except for a deductible, is
paid by the taxpayer, but on the 61st
day, you become responsible for a co-
payment of $190 a day. On the 91st day,
it goes up to $380 a day, and on the
150th day, they throw you out in the
street. If you have been in a hospital
for 61 days, you are sick. If you have
been in a hospital 61 days, the presence
of a copayment is not going to change
your behavior, because you are already
very, very ill.

What this irrational structure has
done is it has forced our seniors to dig
into their pockets and pay between
$1,100 and $1,300 for what is called
medigap insurance. My mother pays
about $1,100 a year for a medigap policy
that fills up all these gaps in Medicare
so she doesn’t have to worry about los-
ing her home if she ends up in the hos-
pital for an extended period of time.
But once she has paid for this medigap
policy, she then has no copayments and
no deductibles on anything other than
prescription drugs.

So what we have done is set up a sys-
tem where the copayments are at the
end of the system, inducing people to
have great risk, but they do not change
anybody’s behavior. Instead, force peo-
ple to spend a lot of money to guar-
antee against it, but once they spend
the money, health care to them is free.

There are a lot of reforms we need in
Medicare, but two are obvious to a
blind person. No. 1, we need to give our
seniors the ability to pick and choose
among competing alternatives, not just
an HMO in places where one is avail-
able. They need to have a whole range
of other options that people can
choose. The Federal Government needs
to do something in Medicare which
long ago everybody else started to do,
and that is bargain. The Federal Gov-
ernment with Medicare is the largest
consumer of health care in America,
and it is the only consumer that does
not bargain on the basis of price.

The second thing we need to do is re-
form the current Medicare policy to
put the deductibles and copayments up
front. I know this sounds extraor-
dinary, but I want to mention it today.
As the debate unfolds, I will talk a
great deal more about it. We could
take the amount that the average sen-
ior is now spending on health care, in-
cluding what they spend on medigap
insurance, copayments, deductibles,
and pharmaceuticals—which is not cov-
ered, and instead have a simple deduct-
ible of $1,000 and copayments of 20 per-
cent, with a cap on those copayments
of $1,000. Doing this would change the
system in a way where the average sen-
ior would not be spending 1 penny more
than they are currently spending. But
by changing the incentive, we could
save enough money to pay for pharma-
ceuticals for all of our seniors. The
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cost of such a drug benefit is $62 billion
over the next 5 years. That is how inef-
ficient the system is.

So we want to defend the benefits
and defend the seniors, but we have to
be willing to fix a system that is broke.
If we do those things, we can stop the
explosion of per capita costs, and we
can actually improve the system, in
my opinion.

That is only part of the problem. The
next part of the problem is a demo-
graphic time bomb, and let me explain
how it came about and how big the
problem is and then talk about how we
fix it.

When Medicare was written, some-
thing extraordinary was going on in
America. It was 1965, and what we call
the baby boomer generation was just
beginning to enter the labor market.
This chart I have shows the birth rate
in America from 1930 to 1985. It is a
pretty extraordinary chart. What hap-
pened is that the birth rate was rel-
atively low in the Depression. There
was a little spike during the war. But
when Americans came home from the
war—while economists were worried
about whether were we going back into
the Depression or what the future was
going to look like—Americans decided
the future was going to be great. One of
the things they started doing was hav-
ing babies at an unprecedented rate
since the colonial period.

In fact, a number of Members of the
Senate today were born as part of this
baby boom generation.

When Medicare was written, it was
the first year a baby boom group had
entered the labor market. In fact, these
first baby boomers, born in 1946—caus-
ing this big spike—came into the labor
market the same year that Medicare
was written. That year four times as
many new workers came into the labor
market as had come in just 2 years be-
fore, and as far as they could see, it did
not look like it was ever going to end.

However, had they actually gone over
to the Census Bureau and looked at the
data, they would have seen it had al-
ready ended. But, when you are spend-
ing money and making people happy,
you do not want bad news; you want
good news. The good news was we were
about to have this explosion of new
American workers, and so Congress de-
cided that we could fund Medicare by
simply using a transfer payment, al-
most like a chain letter, and I do not
intend to be critical. They decided that
these workers are so numerous—and
wages immediately after the war had
grown twice as fast as they had grown
in the modern era—that we can simply
tax them and begin providing medical
benefits for retirees immediately, fund-
ing this as a transfer payment.

Now, this system worked great until
these baby boomers started to near re-
tirement. This chart is an extraor-
dinary chart because you can see where
we are. The people who are retiring
today were born in 1932. You can see
from this chart the birth rate in 1932—
in fact, here it is, 656 years ago. The
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birth rate in 1932 was relatively low,
and in fact this year only 200,000 people
are going to retire. This is as good of a
year as we are going to get.

In fact, these should be the best
yvears in the history of Medicare. These
are really the fat years since there are
relatively few retirees and every baby
boomer is still in the work force.

Let me just use a story from the
Bible. Remember Joseph, Jacob’s son,
who was the favorite son of his father
because he was real smart. His father
bought him a multicolored coat. You
remember the story. His jealous broth-
ers kidnaped him, hid him in a well and
sold him into slavery in Egypt. One
day the Pharaoh of Egypt dreamed of
seven fat cows and seven skinny cows.
The seven skinny cows ate the seven
fat cows. Nobody could interpret the
dream. Then he hears about Joseph,
this guy who can interpret dreams. He
sends for Joseph, and he interprets the
dream. He explains that there will be 7
years of plenty followed by 7 years of
drought. The Pharaoh commissions Jo-
seph to set up stores of grain during
the years of plenty. He stores the
grain, and then the drought comes, and
the people are happy.

Now, today we are in the fat years.
We have all these baby boomers still
working. We have the lowest number of
people retiring that we have had in the
recent past or that we will ever have
again in the history of the country. Yet
in the midst of the fat years we are
broke. In the midst of the fat years
there is no grain being stored. We have
guaranteed benefits to a whole genera-
tion of Americans, and we have not set
aside a penny to pay for them.

Whereas only 200,000 people are going
to retire this year, 15 years from today
1.6 million people are going to retire,
and that number is not going to change
for 20 years. The impact of that is cata-
clysmic—cataclysmic.

Now we are beginning see apologists
write letters and say, OK, look, people
like this guy GRAMM and a lot of other
people are saying we have this terrible
problem. We are going from 5.9 workers
when Medicare started per retiree to
3.9 workers per retiree today to 2.2
workers per retiree by 2030. People who
say, don’t worry about it might agree
that we are about to have this huge
number of people retire and claim a
benefit for which we cannot pay. But,
they say, we can rejoice in the fact
there are fewer children, and since the
average family spends $110,000 on
things for their children before they
are 18, we could get them to give us
that money so that we could spend it
on somebody else. We might be able to
solve this problem with additional
taxes.

Well, look, here is the problem. We
do spend mammoth amounts of money
on our children, but we are joyful
givers in doing giving to our children.
People do not feel the same way about
paying taxes. We are pretty efficient in
spending money on our children most
of the time, yet our Government is not
terribly efficient.
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That is the problem. I do not care
how you try to gloss over it, this is a
big problem. Solving this problem is
going to cost more money in real, in-
flation-adjusted dollars than it cost to
win World War II.

So what is the good news? The good
news is the following. No. 1, today, the
average 22-year-old worker, who is pay-
ing 2.9 percent of their income into
Medicare, and is paying for Social Se-
curity benefits, unless we do something
and do it quickly, will never get the
kind of benefits I would. It would not
be possible to get the kind of benefits
their parents are getting today. But if
they simply took 1.3 percent of their
wages and invested that in an annuity
that earned a 3.0-percent real rate of
return—a pretty conservative rate of
return—they would have assets when
they retired at 65 big enough to fund a
private health policy that would cover
everything Medicare covers.

Now, think about it. The average 22-
year-old today is paying over twice
what they would have to pay if they
could simply set aside part of their in-
come to pay for their own retirement
health care. In fact, the average 39-
year-old worker, if allowed, could put
that 2.7 percent into a real investment,
instead of giving it to Medicare, and
could fund their health care in retire-
ment.

Now, what we are going to have to do
to fix Medicare is the following. We are
going to have to, first of all, set up a
system where young workers can put
at least part of what they are paying
into Medicare today in a real trust
fund that will guarantee them some
health care benefits. If we do not do
that, we are simply going to have a
generation that is going to pay for ben-
efits that they never get.

So the first thing we have to do in
dealing with this long-term structural
problem is to take at least part of the
tax for Medicare being paid by young
people and set up a real trust fund for
them.

Second, we are going to have to
admit that we have an unfunded liabil-
ity on Medicare of $2.6 trillion. Now,
swallow hard and think about that
number. That is the number that we
owe because we guaranteed these bene-
fits, and we never set aside any money
to pay for it.

What we are going to have to do is
take part of the premiums of young
people and invest them to guarantee
their benefits. Over the next 50 years
we are going to have to come up with
$2.6 trillion to pay off this debt we
have. That is a lot of money, but let
me tell you, if we set up a transition
program, we could do it.

Let me conclude with this point. We
are in the midst of a budget debate.
You are going to hear in the next few
weeks debate on the floor of the Senate
about the budget, and you are going to
hear people talking about cutting
Medicare or politicizing the Consumer
Price Index to cut Social Security to
pay for balancing the budget or to pay
for tax cuts.
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We are not going to make money by
saving Medicare. We are not going to
make money by saving Social Secu-
rity. Anybody who thinks that by sav-
ing Medicare we are going to enable
ourselves to spend money on other
things simply does not understand the
problem. It is going to cost money to
save Medicare. It is going to, 20 years
later, cost money to save Social Secu-
rity. And if we want to balance the
budget, we are going to have to do it by
having less bureaucracy and less Gov-
ernment. Every penny we save in re-
forming Medicare has to go to save
Medicare. If we ultimately, as a result
of decisions by economists and not
politicians, change the Consumer Price
Index and we save money on Social Se-
curity, every penny of that money has
to go to strengthen Social Security. We
cannot let Congress go out and spend it
on something else because the problem
is already a severe problem, and every
day we put it off it gets worse.

Let me conclude with the Fram oil
filter argument. If today we decided to
fix Medicare and change the system to
stop the explosion in per capita cost,
then get Medicare benefits purchased
by the Government as purchased as ef-
ficiently as medical care purchased by
the private sector, then we set up a 50-
year transition program that allowed
us to pay off the money we owe to pro-
vide the benefits to current bene-
ficiaries of Medicare, it would cost us
about $2.6 trillion, which is about half
of the existing Federal national debt.
We owe the money we committed. We
are going to have to pay it. But if we
wait 10 years to do anything, that un-
funded liability is going to rise to $3.9
trillion. And if we wait 20 years to do
anything, it is going to rise to $6.1 tril-
lion, which is bigger than the current
national debt.

So what we have to do in Medicare is
this. First, we have to admit that we
have a terrible problem, and it really
boils down to two things. No. 1, we do
not have a system that is efficient and
that encourages economy, and we have
to change it. No. 2, we have a huge un-
funded liability because Congress has
guaranteed all these benefits year after
year after year. At the very moment
when we ought to be piling up big sur-
pluses to pay for these benefits, the
system is going broke.

So we have all these guarantees and
we have not a penny to pay for them.
And we are going to have to pay for
them. Nobody is arguing that we for-
feit on these commitments we made.

Now, I know, as we get into this de-
bate, there will be people on the floor
of the Senate and there will be many
professional advocate groups that will
say, my goodness, you are talking
about these big debts. Don’t you realize
this is Medicare, and it is wonderful
and it is great? That is like when you
are trying to call the fire department
because the house is on fire, and some-
body says, well, it is burning, but isn’t
it a beautiful house? Isn’t it great and
don’t we want to keep it the way it is?
Well, the point is it is on fire.
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The second thing we have to do is to
come up with a long-term funding
mechanism. All these issues can be
demagoged. All of them can be very
rich politics for somebody who wants
to exploit them. But look at the cost of
doing that. The cost is dramatically
changing the real income of our chil-
dren and grandchildren.

If we do not deal with Medicare now,
if we do not deal with Social Security
15 years from now, we are going to
have the first generation in American
history that is going to have lower liv-
ing standards.

I am not saying these problems are
easy to deal with. When you guarantee
a benefit and you do not set aside
money to pay for it, when people start
claiming it, there is no easy out. But
the point is, there are things we can
do. And we have been putting off and
putting off and putting off doing some-
thing about Medicare. The time has
come to start making some tough deci-
sions.

And it seems to me, Mr. President,
that on the day when we have just got-
ten another report from the Social Se-
curity trustees and from the Medicare
trustees basically saying, ‘‘Alert. Medi-
care is going to be insolvent in 4
years,” and it is going to have a cumu-
lative debt for the hospital and physi-
cian portions of about $1.6 trillion over
the next 10 years, the time has come to
do something.

I hope we can do it on a bipartisan
basis. As chairman of this sub-
committee, whether we have a budget
or not, my goal is going to be to try to
do something about Medicare. This is
not a budget problem. This is not about
the deficit. This is about maintaining
the viability of a program that is criti-
cally important.

As I said yesterday at a press con-
ference, there are a lot of things I am
going to do in my life that I do not
want to do. But I am never going to
pick up the phone and call my 83-year-
old mother, and say ‘Momma, Medi-
care went broke today. It went broke
because Congress didn’t want to tell
anybody that there was a problem, and
we didn’t have enough courage to do
something about it.”

I am going to talk about this prob-
lem a lot because 4 years from now all
America is going to know about it. And
4 years from now every Member of the
Senate who is still here is going to
have to answer the question: Where
were you when all this happened?
Where were you when all this was
going on? Why didn’t you say some-
thing about it? Why didn’t you do
something about it?

I am going to say a lot about it. I
hope to do something about it.

I want to thank the Chair for giving
me this opportunity today to come
over.

This is a speech that is going to have
to be given many, many times. The
first reaction, when you get news like
this, is denial. I guess it is sort of like
going in to see the doctor, and the doc-
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tor says, ‘““Well, I hate to tell you this,
but you’ve got a debilitating disease
that can ruin your life.” I mean, the
first thing we all want to do is say,
‘““No. You have messed up this test.
This is somebody else’s test. This can’t
be me. I am a guy that works out. I
run. I say my prayers. It’s not me.”

But in my concluding remark, let me
say that while this is the doctor say-
ing, ‘“You’ve got a debilitating disease
and it can ruin your life,” the impor-
tant thing is that the doctor also is
saying, ‘‘but I can cure this disease. I
can cure this disease. But the cure in-
volves you changing your lifestyle.
You’re going to go on a diet.”

Now it is up to us. I am ready to do
both. And I am confident ultimately
Congress will—ultimately we will fix
this problem. If we do it now, the bur-
den is going to be heavy but it is going
to be bearable. If we delay it we are
going to end up ultimately denying
some benefits and we are ultimately
going to lower the living standards of
the next generation. Both those things
can be avoided. I hope we can avoid
them.

I yield the floor.

Mr. KYL addressed the Chair.

The PRESIDING OFFICER (Mr.
THOMAS). The Senator from Arizona.

Mr. KYL. Mr. President, I want to,
first of all, thank Senator GRAMM of
Texas for his leadership in dealing with
this Medicare funding crisis that faces
our country. The comments that he
just made ought to illustrate to us why
it is incredibly important for the Sen-
ate and the House to work very quickly
to address the challenge set forth in
the report issued yesterday by the
President’s trustees on Medicare.

As Senator GRAMM pointed out, and I
will quote from the trustees’ report:

The Part A Hospital Trust fund will be
able to pay for benefits for only about four
years [until 2001] and is severely out of finan-
cial balance in the long range. The trustees
urge enactment of legislation this year to
further control program costs and extend the
life of the trust fund.

Clearly, Mr. President, the time is
upon us. We cannot wait any longer.
What I am going to talk about briefly
today is the fact that we have some
proposals that are very short range and
very minor in their improvements,
while Senator GRAMM is taking a
longer look at the problem here toward
the end of fixing it for a long time so
that we do not have to keep putting
these Band-Aid, short-range ap-
proaches into effect.

The primary problem is caused by
the aging of the baby-boom generation.
Instead of this generation providing
the workers who are supporting, with
taxes, a relatively smaller number of
people in retirement, those baby
boomers are going to be the retirees
who need the medical care, and they
will not be supported by as large a
group of workers as exists today.

The Medicare part A hospital pro-
gram is already starting to feel this
baby-boom bulge. As I said, it is caused
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by the rapidly aging group of baby
boomers turning 65 and becoming eligi-
ble for Medicare.

Medicare will hospitalize 200,000 more
seniors this year than last year. And
the net increase will get larger and
larger until it plateaus somewhere be-
tween the years 2012 and 2032. During
that 20-year period, the system will ex-
perience a steady net increase of 1.6
million new seniors per year. Think of
that, Mr. President, 1.6 million baby
boomers retiring each year for 20 years,
creating this huge bulge of retirees
that are going to be eligible for Medi-
care benefits.

And at the same time, during this
same period, the relative number of
workers is going to be decreasing so
the payroll tax revenues will dramati-
cally decline. Without prompt congres-
sional action and Presidential sup-
port—it is obvious; and the trustees
made this point yesterday—Medicare
will soon be unable to fulfill its com-
mitment that our Federal Government
has made to our retiree population.

Let me discuss briefly the two plans
of the parties. Neither the Republican
plan or Democratic plan, frankly, were
sufficient last year to deal with this
problem.

The Democratic plan relied primarily
on provider reimbursement reductions
to reduce costs. That means we just
pay the hospitals and doctors less
money to do the same thing. Well,
there is a point beyond which that does
not work. Obviously, the hospitals and
doctors do not have to treat these pa-
tients and they will conclude after a
point that it simply is not cost effi-
cient for them to do so and they are
not going to do so.

Unfortunately, the Republican plan
also relied, to a certain extent, on re-
ductions in reimbursement to providers
though less heavily than the Demo-
cratic plan.

The Republican plan also had an-
other feature which was good and that
was that there had to be some real re-
form in the system. And competition
was the centerpiece of that reform. The
idea was that you controlled costs by
having increased competition among
those who were providing the benefits
to the Medicare patients. You create
different products—products that have
names like PPO’s, preferred provider
organizations; PSO’s, provider spon-
sored organizations; and Medicare sav-
ings accounts, MSA’s; to go along with
the HMO’s, the hospital managed orga-
nizations; and others that provide the
care to the seniors through different
mechanisms, different combinations of
hospitals and physicians, sometimes in
what are called capitating plans, some-
times in other kinds of plans, but all of
which are competing with each other
and therefore through that competi-
tion costs are kept in line.

The Republican plan also included
medical malpractice reform to curb the
high costs of defensive medicine prac-
ticed by physicians and hospitals as a
means of avoiding liability lawsuits.
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The Congress and the President have
acknowledged the need to slow the rate
of increase in Medicare costs. Accord-
ing to the Congressional Budget Office,
the President’s current proposal would
save about $89 billion over 5 years. The
Republican plan last year would have
saved about $105 billion over the same
period, along with the savings attrib-
uted to increased competition. But the
key point here is that no one contends
that either of these plans will achieve
long-term solvency. More is needed to
save Medicare than just greater reduc-
tions to reimbursement providers.

As 1 said, the overload of the system
begins in about the year 2010 when the
first wave of this baby-boom genera-
tion begins to retire. And the Presi-
dent’s plan does not even make it to
that year. The President’s savings only
work to about the year 2007. Then you
would have to start all over. The Re-
publican alternative is better but it
staves off bankruptcy only until about
the year 2012. So clearly, before this
baby-bulge meltdown occurs we have to
have longer-range reform.

Regardless of the reimbursement to
provider reductions or product com-
petition structural reforms something
more will have to be done because
there just are not enough workers that
will support the growing number of re-
tirees.

To put it in perspective, Mr. Presi-
dent, in 1964 there were 3.5 workers for
every beneficiary. And the total has
grown to 37 million beneficiaries. The
Medicare trustees estimate that by the
year 2030 when the last baby boomer
turns 65 there will be only 2.2 workers
per beneficiary. So the current system
which functions on a transfer-pay-
ments basis made directly from worker
to beneficiary is clearly unsustainable.
That 2.2 workers cannot possibly pay
all of the expenses to run the Federal
Government, all of the retirement ben-
efits for Social Security and in addi-
tion to that support this growing group
of seniors for their health care needs.

It is time to investigate whether an
investment-based health care system
may be part of the solution to this ap-
proaching meltdown. This is the sub-
ject that Senator GRAMM was talking
about a few minutes ago. His investiga-
tion is into several proposals that
would ensure the long-term solvency of
the Medicare Program.

And one of those proposals would
allow workers to create their own med-
ical IRA, an individual retirement ac-
count, for medical purposes by re-
directing some or all of their payroll
tax—it is now 2.9 percent—into a sav-
ings account for medical purposes. His
idea is that each employee’s account
would grow over his or her working life
and would pay for health care after re-
tirement.

A series of studies have been done
here at Texas A&M. And economists
there in studying this have reached
some interesting conclusions. For ex-
ample, assuming a real rate of return
of 3 percent—a very low rate of return
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on investment—a 22-year-old person
could direct 1.3 percent rather than the
current 2.9 percent of their payroll tax
into a medical IRA, and at age 65 this
person could purchase a policy that
would provide roughly the same cov-
erage that Medicare provides today. So
you could put much less money that
you are earning into this payroll tax
and still come out the same place when
you retire.

If the real rate of return were the
Standard & Poor’s average over the
last 70 years of 6.5 percent, a 22-year-
old would have to invest only 0.4 per-
cent of his or her wages to achieve the
same result. So you can see that a real
investment in an IRA-type investment
by people would provide the same ben-
efit at far less cost if the rate of return
were even no better than the average
that has existed over the last 70 years.

Obviously, this kind of proposal
would have to address some transition
costs, the costs of converting from the
current system to an investment-based
system as well as Medicare’s unfunded
liability which is estimated today to be
$5665 Dbillion. Without reform, this
amount is projected to reach $3.9 tril-
lion in 10 years, and in 20 years $6 tril-
lion.

Clearly, we cannot allow this system
to continue. We are going to go bank-
rupt taking care of our Medicare popu-
lation if we do not invoke fundamental
reform.

So the Congress and the President,
both, must heed the trustees’ warning,
work together to protect current bene-
ficiaries, while also working to provide
a secure retirement for today’s workers
who are going to need something better
than the Medicare system that is in ex-
istence today. We are going to need
some kind of innovative program, such
as that suggested by Senator GRAMM,
to enable them to invest a small
amount today, which over time will
grow to an amount that will take care
of them in their retirement years.

Increased Medicare product competi-
tion and medical IRA’s funded by in-
vesting the payroll tax represent two
of the many potential components of
reform. We need to develop a consensus
on these reforms on how to protect the
current beneficiaries and the new
group of baby boomers. If we begin
doing it today, by the time the problem
is really upon us, we may have a sys-
tem in place that will provide this pro-
tection. If all we do today is support
another short-range solution, we are
going to find ourselves in true bank-
ruptcy by the time the baby-boom gen-
eration retires.

I commend the efforts of Senator
GRAMM of Texas in bringing this to our
attention, in bringing innovative solu-
tions to the floor. I hope my colleagues
and I will be able over the next several
weeks to put this into legislative form
so in the long run we will have solved
the problem, and future generations
here will not have to worry about it
the way we have to struggle with it
today.
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Mr. ROTH. Mr. President, yesterday,
the Medicare and Social Security
trustees released their annual reports
on the actuarial status of both trust
funds—a report which is actually due
on April 1 of each year. The board of
trustees has six members: the Secre-
taries of Treasury and Labor; the Com-
missioner of Social Security, and two
public trustees appointed by the Presi-
dent.

As expected, there are no surprises in
yesterday’s reports, and there is no
good news.

As most Americans know by now, the
Medicare hospital insurance [HI] trust
fund is close to bankruptcy. In fact,
the trustees’ report confirms that the
expected bankruptcy date remains just
4 years away—in 2001. The problem is
pretty basic—more money is flowing
out of the HI trust fund than is flowing
in. Trust fund assets are quickly being
depleted. In 2001, they’re gone.

Although most attention is focused
on the impending bankruptcy of the HI
trust fund, the trustees report that the
supplemental medical insurance [SMI]
trust fund (Medicare part B) is also a
serious problem. SMI spending is a
blank check on the Treasury. Over the
past 5 years, SMI spending has grown
14 percent faster than the economy.
Without savings in part B, we cannot
say we have affectively tackled the
problem of fixing Medicare. In the
words of the public trustees, part B
growth is unsustainable over time.

In bringing about a lasting solution
that will protect and preserve the
Medicare Program, all the Medicare
stakeholders will have a role to play—
hospitals, doctors, nursing homes,
beneficiaries, and others. The public
trustees appointed to represent the
public expressed this challenge. They
stated that, ‘‘Medicare cannot stay ex-
actly as it is and it is misleading to
think that any part of the program—
beneficiary premiums, providers pay-
ments, controls on utilization, covered
service or revenues—can be exempt
from change.”

I agree with the trustees’ rec-
ommendation that a bipartisan advi-
sory group should be put together to
craft a long-term solution to Medi-
care’s fiscal crisis. In fact, in February,
with Senator PAT MOYNIHAN, I intro-
duced a bill to address Medicare long-
term challenges by establishing a na-
tional bipartisan commission on the fu-
ture of Medicare. This Medicare com-
mission would serve as an essential
catalyst to congressional action, con-
solidating bipartisan support, and ulti-
mately lead to a solution that will pre-
serve and protect the Medicare Pro-
gram for current beneficiaries, their
children, and grandchildren.

Although the financial plight of the
Medicare Program is urgent, we must
also be mindful of the longer term—but
no less serious—problems of Social Se-
curity. Beginning about 2012, payroll
taxes will no longer cover benefits. We
must surely act sooner than later if we
are to avoid a crisis in Social Security.
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We need to assure the trust in the
trust funds remains, not just for to-
day’s beneficiaries, but also for tomor-
row’s. We must ensure that Medicare
and Social Security will be there for
our children and grandchildren.

Mr. President, I suggest the absence
of a quorum.

The PRESIDING OFFICER.
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

(Mr. KYL assumed the chair.)

Mr. THOMAS. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. THOMAS. Mr. President, I want
to thank my colleagues for coming this
morning to talk about Medicare. I
want to take a couple of minutes to
sum up and make some comments with
respect to my views on Medicare.

First of all, I cannot think of a more
important issue to deal with, one that
is more difficult to deal with, one that
has been put off politically because of
the difficulty of dealing with it. But
certainly the time has come to which
we have to face up to doing it. I think
it is likely that we will.

Over the last several years, particu-
larly in the last election, it was used as
an election issue. The President and
the administration generally said those
Republicans simply want to do away
with Medicare, want to cut it. That is
not the point at all. I think most ev-
eryone knew at the time that was not
the point at all. Some very unfactual
things were said. Now most anyone
who has paid any attention at all to
the system, to the status, has to say,
“Look, we have to make some changes.
If we do not make changes we will not
have the results we need.”” And the re-
sults we have seen are an increasing
challenge to the validity of the pro-
gram, and the fact that the program
will not last over another 4 years.

So the report of the trustees is
there—trustees appointed, most of
them, by the President—who have laid
out the facts, who have said the good
news is that it still will expire in 2001,
the same year it was said to expire last
year. The bad news is that it is no bet-
ter than it was and we are 1 year closer
to it. That report is there. It is pro-
jected that the program will go broke
in 4 years. This confirms what we have
known over a period of time. Now the
time has come to do something. We
ought to take advantage of this oppor-
tunity. We can make some changes. I
think both the Senator from Arizona
and the Senator from Texas indicated
we have a difficult issue, but we can
make some changes. The longer we
wait, the more difficult it will be to
rectify the problem.

We have already begun to move into
the area of giving some choice to sen-
iors. I think that is a great idea. If we
are going to have choice of managed
care, for example, which has brought
down the costs in many cases, we have
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to do something about the payments
that are made currently. The payments
for Medicare, HMO’s in some counties
in New York are $750 a month. Those
same payments in Wyoming, and in
North and South Dakota are $220. We
do not have the opportunity in our
States to use managed care. Further-
more, those high payments have al-
lowed the benefits in this New York
county to be greater than the benefits
in Wyoming for a program that has all
been financed by the same payments
from everyone—2.9 percent. That is un-
fair. We need to change it. There are
aging and disabled persons who depend
on it. We need to do something. We
need to give some flexibility. We need
to be able to use some managed care
plans.

We also need to take a long look at
fraud and abuse. We had some hearings
a couple of years ago, and I am sure
things have not changed, where nearly
10 percent of this enormous fund was
lost in fraud and abuse. We can do
something about that.

Mr. President, I simply again want to
thank my friends for coming here. 1
think we have to focus on this pro-
gram. The sooner we find some solu-
tions, the less severe any changes will
have to be. We can, indeed, do that.

I suggest the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call.

Mr. DPAMATO. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER (Mr.
THOMAS). Without objection, it is so or-
dered.

——————

THE CHEMICAL WEAPONS
CONVENTION

Mr. KYL. Mr. President, I ask unani-
mous consent to have printed in the
RECORD various op-ed pieces that relate
to yesterday’s debate on the Chemical
Weapons Convention.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the New York Times, Apr. 22, 1997]

ON MY MIND—MATTER OF CHARACTER
(By A.M. Rosenthal)

For collectors’ of flips, flops, mistakes and
outrages in the conduct of American foreign
policy, last week was a treasure trove, pure
heaven. For the national interest it was a
pure mess.

Three times the Clinton Administration
floundered or double-talked itself into loss of
credibility—and on three of the more impor-
tant international issues facing the country:
the treaty on banning chemical weapons, the
struggle against state-sponsored terrorism
and the war on drugs.

The most immediate issue is the treaty
prohibiting production, storage and use of
chemical weapons.

This should have been a breeze. Americans
could normally be counted on to support
international outlawing of chemical weap-
ons, which the U.S. has already forsworn.
But a lack of candor at home and of political
courage with our allies has made it a tossup
as to whether it will pass when it comes up
for a Senate vote on Thursday.
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