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Chairman Gowdy and members of the subcommittee, it is a pleasure to be present with 
you today to discuss waste, fraud, and abuse in government health care programs.  I will focus on 
the two largest such programs, Medicare and Medicaid.   

 
As it happens, the best available data on waste in the U.S. health care sector comes from 

the Medicare program.  That body of research suggests that one third of Medicare spending 
offers no benefit to seniors whatsoever.  Fraud is prevalent in both Medicare and Medicaid, and 
occurs not just at the hands of those who dispense or receive government subsidies, but also at 
the hands of elected and unelected officials in how they communicate the costs of those 
programs to the public.  Abuse is most readily identifiable in Medicaid, where millions of 
Americans, who could obtain health or long-term care insurance on their own, instead opt to 
have taxpayers pay their medical and long-term care expenses, while states use various 
inappropriate schemes to maximize their pull-down of federal Medicaid dollars. 

 
The acute problems of waste, fraud, and abuse in Medicare and Medicaid are not a 

consequence of fee-for-service payment or any other particular design feature; they are a 
consequence of government.  All economic endeavors involve the risks of waste, fraud, and 
abuse.  But these problems are endemic to government for the simple reason that government 
spends other people’s money, and nobody spends other people’s money as carefully as they 
spend their own.  The only way to eliminate waste, fraud, and abuse in a governmental activity is 
to eliminate that activity. 

 
This hearing is particularly timely given the budget blueprint that House Budget 

Committee chairman Paul Ryan (R-Wisc.) has introduced today.  The Medicare and Medicaid 
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reforms in that proposal could dramatically reduce waste, fraud, and abuse in those programs.  
Expanding those proposals would do even more to combat waste, fraud, and abuse.   
 

Wasteful Medicare Spending 
 
Decades ago, researchers now affiliated with the Dartmouth Atlas stumbled across what 

may be the best method of detecting wasteful spending in an economic sector as complex as 
medicine.  They noticed that patients in some areas consume a lot more medical care than 
patients in other areas — more office visits (to specialists in particular), more diagnostic tests, 
more procedures, more hospitalizations, et cetera.  Dartmouth researchers began to question 
whether the patients who consume more care actually benefit from that additional care.  They 
have therefore spent the past few decades measuring both geographic variation in medical 
consumption, as well as any benefits of that consumption for which they can find data.  Do 
patients in high-spending areas start out sicker than patients in low-spending areas? Do they end 
up healthier?  Are they more satisfied with their care?  The Dartmouth researchers are scientists 
trying to capture the empirical reality of America’s health care sector.  They have been doing this 
for a long time, they are very good at it, and they consistently find that a lot of the medical care 
that Medicare purchases is wasteful.  That is, it appears to provide zero value.2 

 
That finding has drawn intense criticism, not least from health care providers in high-

spending areas, whose efficacy and resource use it calls into question.  Dartmouth researchers 
have tried to address those criticisms by approaching the issue from whatever angles the data 
will allow.  It is possible, and many critics claim, that high-spending regions spend more because 
they treat sicker patients.  The Dartmouth folks have therefore controlled for patients’ health 
status, then measured whether patients in high-spending areas experienced better outcomes.3

 

  It 
is certain, as critics also note, that those controls are imperfect.  Dartmouth researchers have 
therefore controlled for the ultimate outcome — death — by measuring geographic variation in 
Medicare enrollees’ medical consumption in the last six months of life.  That too is an imperfect 
strategy: it is possible that high-spending regions are doing things that keep some Medicare 
patients alive and out of that cohort.  Dartmouth researchers have compared variations in 
spending to measures of quality other than health outcomes, including “process” measures that 
show whether doctors are following evidence-based treatment guidelines.  To determine whether 
patient preferences are driving geographic variation, they have compared consumption patterns 
to surveys estimating patients’ preferences for more- vs. less-aggressive treatment.  

These various strategies consistently show that a large share of Medicare spending cannot 
be explained by patient characteristics, patient preferences, or better health outcomes.  Indeed, 
Dartmouth researchers have even found that higher spending often correlates to lower-quality 
care.4  These findings suggest that perhaps one-third of Medicare spending is not making patients 
any healthier or happier.5

 
 

These research strategies are not perfect, either individually or in the aggregate, because 
the data are imperfect and medicine is extraordinarily complex.  Nevertheless, the central finding 
– that Medicare wastes a substantial portion of its nearly $500 billion annual budget – has held 
up to many different research strategies.  Dartmouth researchers have produced a sizable and 
credible body of research that suggests as much as one third of Medicare spending is little more 
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than a wealth transfer from taxpayers and premium-payers to health care providers and medical 
suppliers. 

 
Moving Medicare from its current structure as an open-ended entitlement to a voucher 

system would help reduce wasteful health care spending by giving seniors an incentive to avoid 
low- and zero-value services.   At present, Medicare enrollees have little incentive to avoid 
wasteful expenditures because they do not reap the savings.  A well-designed voucher system, 
however, would give each Medicare enrollee a fixed sum of money with which they could 
purchase any private health insurance plan they choose.  Enrollees who choose an economical 
plan could keep the savings in a health savings account and pass any balances on to their heirs.  
Chairman Ryan’s proposal takes a large step in this direction, though I do see room for 
improvements.6 

 
Skeptics may worry that seniors will make bad decisions with their vouchers, or that the 

voucher amounts may prove inadequate. They should consider what the Dartmouth Atlas implies 
for vouchers.  As President Obama’s Council of Economic Advisers put it, “nearly 30 percent of 
Medicare’s costs could be saved without adverse health consequences.”7

 

 In other words, 
vouchers would come with a huge built-in margin of safety: seniors could consume one-third less 
care without any harming their health.  At the same time, vouchers would improve the quality of 
care for seniors by encouraging “accountable care organizations” and other innovations.8 

Medicare & Medicaid Fraud 
 
Medicare and Medicaid are rife with fraud and other types of improper payments.  The 

Centers for Medicare and Medicaid Services estimates that Medicare made at least $48 billion in 
improper payments in 2010.9  That figure does not include improper payments in Part D, which 
auditors believe is also highly susceptible to abuse.10  Nevertheless, $48 billion amounts to more 
than 9 percent of total Medicare spending and nearly four times the combined profits of private 
health insurance companies.11  CMS also estimates that the federal government alone made 
$22.5 billion in improper Medicaid payments in 2010, making the combined total of improper 
payments in the two programs somewhere north of $70 billion per year.12  In one infamous case, 
a New York dentist once billed that state’s Medicaid program for 991 procedures in a single day.  
In 2005, the New York Times reported that New York’s Medicaid program “has become so huge, 
so complex and so lightly policed that it is easily exploited,” and that “a chief state investigator 
of Medicaid fraud and abuse in New York City said he and his colleagues believed that at least 
10 percent of state Medicaid dollars were spent on fraudulent claims, while 20 or 30 percent 
more were siphoned off by what they termed abuse, meaning unnecessary spending that might 
not be criminal.”13  Some experts estimate that improper payments are even more prevalent in 
these programs.  Harvard University’s Malcolm Sparrow estimates that improper payments 
account for 20 percent of spending in federal health care programs.14  That suggests Medicare 
alone makes $100 billion in improper payments annually. The Government Accountability 
Office has for two decades designated both Medicare and Medicaid as posing a high risk for 
fraud.15  Decades of congressional efforts to combat Medicare and Medicaid fraud have proven 
largely fruitless and even harmful to patients, as my colleague Prof. David Hyman explains in his 
satirical book Medicare Meets Mephistopheles, an excerpt from which I have attached as an 
appendix.16 
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Medicare fraud is not confined to the behavior of criminals and a few health care 

providers.17  Elected and unelected officials, in both legislative and executive branches of the 
federal government, routinely defraud the American public by pretending that the so-called 
Medicare trust funds contain assets that may be used to pay future Medicare benefits.18  As the 
Clinton administration explained in its 2000 budget submission, the “balances” in the Medicare 
and Social Security trust funds “do not consist of real economic assets that can be drawn down in 
the future to fund benefits…The existence of large trust fund balances, therefore, does not, by 
itself, have any impact on the Government’s ability to pay benefits.”19

 

  Congress and the White 
House, under the control of both parties, have also defrauded the American people by using 
budgetary gimmicks that hide the full cost of Medicare.  These fraudulent gimmicks include the 
legislated reductions in Medicare payments to physicians under the Balanced Budget Act of 
1997 and Part A providers under the Patient Protection and Affordable Care Act of 2010.  Such 
spending reductions are so politically implausible that Congress routinely rescinds them.  Yet 
their  inclusion in statute makes Medicare appear less costly than it actually will prove to be in a 
10-year budget window and beyond.  This type of fraud has become so routine that the 
Congressional Budget Office attempts to correct for it by projecting future Medicare outlays 
based on current policy (assuming that Congress rescinds the spending reductions) as opposed to 
current law (which assumes the reductions will take effect).20  

The proposals advanced by Chairman Ryan would reduce fraud in both Medicare and 
Medicaid.  Medicare fraud would decline because fraud would become easier to police.  At 
present, Medicare makes more than 1 billion separate payments per year to “700,000 physicians, 
6,000 hospitals and thousands of other providers and suppliers.”21

 

  Converting Medicare to a 
voucher system would reduce the number of financial transactions Medicare performs to one per 
senior, which would dramatically reduce opportunities for fraud while increasing Medicare’s 
ability to detect it.  It would also be easier to detect and prosecute providers or insurers who 
attempt to defraud seniors.  Under a voucher system, fraudsters would be cheating seniors out of 
the senior’s own money, rather than the governments, which would make seniors more active 
partners in policing fraud. 

Chairman Ryan’s proposals would reduce Medicaid fraud by replacing the system of 
matching grants that Congress uses to fund state Medicaid programs with a system of block 
grants.  At the margin, states pay for 43 percent of the cost of their Medicaid programs, while the 
federal government pays 57 percent.  States therefore care about fraud less than half as much as 
they should, because the federal government bears most of the cost of Medicaid fraud.  Under a 
system of block grants, states would bear 100 percent of the cost of fraud, and would therefore 
have a much greater incentive to detect and eliminate it. 
 

Medicaid Abuse 
 
As a means-tested program funded partly by open-ended federal matching grants, 

Medicaid is subject to abuse both by enrollees and by states.  It is an abuse of the Medicaid 
program when individuals could obtain coverage on their own, but instead enroll in Medicaid so 
that taxpayers will cover their medical or long-term care expenses.  For example, the New York 
Times recently reported, “Dr. Kim A. Hardey, an obstetrician-gynecologist in Lafayette, [La.,] 
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said…many of his patients have jobs with private insurance but switch to Medicaid when they 
become pregnant, avoiding premiums, deductibles and co-payments.”22  Medicaid has spawned a 
cottage industry of elder-law attorneys who offer to hide or shelter the assets of well-to-do 
seniors so that they will look poor on paper and thereby qualify to have Medicaid pay their long-
term care expenses.23

 

  Such “crowd-out” of private coverage is a well-documented phenomenon 
in the economics literature.24 

The federal government finances its share of Medicaid through a system of matching 
grants.  The federal government will match each $1 a state spends on its Medicaid program with 
at least $1 and as much as $4 of federal funds.  A matching-grant system creates an enormous 
incentive for states to appear to be allocating additional funds to their Medicaid programs, even 
if they are not.  In 2007, the Government Accountability Office wrote, “GAO has reported for 
more than a decade on varied financing arrangements that inappropriately increase federal 
Medicaid matching payments. In reports issued from 1994 through 2005, GAO found that some 
states had received federal matching funds by paying certain government providers, such as 
county operated nursing homes, amounts that greatly exceeded established Medicaid rates. States 
would then bill CMS for the federal share of the payment. However, these large payments were 
often temporary, since some states required the providers to return most or all of the amount. 
States used the federal matching funds obtained in making these payments as they wished. Such 
financing arrangements had significant fiscal implications for the federal government and states. 
The exact amount of additional federal Medicaid funds generated through these arrangements is 
unknown, but was in the billions of dollars…[S]uch financing arrangements effectively increase 
the federal Medicaid share above what is established by law…They shift costs inappropriately 
from the states to the federal government, and take funding intended for covered Medicaid costs 
from providers, who do not under these arrangements retain the full payments.”25

 

  In 2005, GAO 
reported that a cottage industry had emerged to help states abuse Medicaid’s matching-grant 
system; the agency found that 34 states “are using consultants on a contingency-fee basis to 
maximize federal Medicaid reimbursements.”26 

Chairman Ryan’s proposal to block-grant Medicaid would reduce both types of Medicaid 
abuse.  Block grants would encourage states to reduce enrollments by non-needy residents 
because states would have bear 100 percent of the marginal cost of such abuse, rather than 50 
percent or less.  In addition, under a system of block grants there would be no policy levers that 
states could pull to increase their federal Medicaid funds. 
 

Conclusion 
 
I thank the committee for your attention, and I look forward to your questions.   
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