
T he United States faces a consider-
able challenge in providing health
care for its elderly and disabled

residents in the coming years. With the
looming retirement of the baby boom
generation, the number of Medicare
beneficiaries will increase substantially.
The percentage of the population cov-
ered by Medicare could increase from
about 14 percent today to 20.6 percent
by 2025.1

Experts predict that in 2025, 5.3
percent of the gross domestic product
will be directed toward the Medicare
program, compared with 2.7 percent in
1998.2 Annual growth in real Medicare
spending on a per-beneficiary basis,
however, is expected to slow substantially

in comparison to the late 1970s, early
1980s, and even recent years.

The most dramatic reduction in
spending growth from 1999 to 2002 is
an effect of the Balanced Budget Act of
1997 (BBA). The BBA is expected to
make a significant downpayment on
Medicare’s future by achieving $116 
billion in savings from 1998 to 2002 and
$394 billion over the 10-year period
from 1998 to 2007. It also extended the
projected insolvency of the Medicare
Hospital Insurance Trust Fund from 2001
to 2008 and cut the projected deficit in
half over 75 years. An even greater slow-
down than expected and strong eco-
nomic growth has pushed the insolvency
date back to 2015.3 Approximately
three-fourths of the 10-year savings
from the BBA are to come from tight-
ening prospective payment rates to
health care providers and managed care
plans.4

Despite slower growth rates, real
Medicare spending is projected to rise
over the next decade from $5,953 per
beneficiary in 1998 to $10,235 in 2025
(in 1998 dollars).5 Such an increase
implies additional burdens on beneficia-
ries, who contribute through premiums,
deductibles, and coinsurance to the cost
of covered benefits. Because Medicare’s
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benefit package is not very generous,
beneficiaries must also pay additional
expenses for services not covered by
the program. Medicare, at present, pays
only 53 percent of elderly Americans’
health care costs. Growth in Medicare
costs also suggests increases in other
health care spending, including the 19
percent of health care costs paid by
beneficiaries out-of-pocket and the 9
percent paid by private insurance—
which has been financed in part (e.g.,
employer-sponsored retiree benefits) or
whole (e.g., Medigap policies) by bene-
ficiaries. Medicaid, which provides low-
income Medicare beneficiaries with
supplemental coverage and noncovered
benefits such as prescription drugs and
long-term care, covers 14 percent of
costs.

A POPULATION IN NEED

M edicare beneficiaries currently
shoulder high health care
costs. The BBA included a

major increase in the premium for
Medicare Part B, which is financed by a
combination of beneficiary premiums and
general revenues. The annual premium is

now projected to be $1,084 in 2009,
compared with $546 today.6 Combining
these premiums with spending for
Medicare cost-sharing and services not
covered by Medicare, total out-of-pocket
spending by elderly beneficiaries who
are in traditional fee-for-service and 
living in the community consumed, on
average, 19 percent of their incomes in
1998.7 By 2025, this figure is expected
to rise to 29 percent of income.

Poor and Sick Beneficiaries

C ontrary to popular media
images of the wealthy and
healthy retiree, two of three

Medicare beneficiaries live on relatively
low incomes or have health problems.
In fact, one of three beneficiaries lives
on an income below 200 percent of the
poverty level—about $15,000 annually
for an individual—and reports having
health problems.8

More than 40 percent of the
elderly report significant health prob-
lems.9 Medicare beneficiaries with low
incomes are more likely than those with
higher incomes to have health problems:
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54 percent with incomes below the
poverty level perceive themselves to be
in fair or poor health, versus 25 percent
of those with incomes above 200 per-
cent of the poverty level. Similarly, 26
percent of poor beneficiaries need help
with at least one activity of daily liv-
ing—such as dressing or getting in and
out of bed—while only 6 percent of
higher-income beneficiaries require this
type of help.

Beneficiaries with low incomes
or health problems are also at higher risk
for experiencing difficulties in gaining
access to care. More than one of five
(23%) beneficiaries who rate their health
as fair or poor and a third (33%) of the
under-65 disabled report difficulties 
getting needed care.10 By comparison,
only 10 percent of those with incomes
above 200 percent of poverty have such
difficulties.

If Medicare is to continue to
provide health and economic security
for elderly and disabled beneficiaries,
consideration should be given to
improving coverage, at least for high-
risk beneficiaries. Health care costs are
especially burdensome for these low-
income and disabled beneficiaries. One
of four (27%) Medicare beneficiaries
who live below the poverty level, one
of four (24%) who are in fair or poor
health, and nearly one of three (30%)
who are under age 65 and disabled say
that paying medical bills is very diffi-
cult or that they had spent all their
savings.

Long-Term Care Needs

P eople in need of long-term care
services also face potentially
great financial risk. Although

about 44 percent of the population with
long-term care needs is under age 65,
the likelihood of needing long-term
care is much greater among the elderly.11

Recent estimates indicate that the 
number of elderly individuals with long-
term care needs will rise substantially,
from 7.2 million in 1996 to approxi-
mately 10 million in 2020.12 The types
of services required are diverse, ranging
from care in a nursing home or other
facility, to home health care, to personal
assistance with basic activities.

Long-term care users of all ages
and their families bear a large portion of
the costs. Out-of-pocket costs accounted
for 28 percent of the nation’s $115 billion
in spending on nursing home and home
care in 1997, not including informal
caregiving.13 These costs can be cata-
strophic: median annual nursing home
costs were $32,000 in 1995, and as high
as $80,000 per year in some states.14

Private insurance—both medical and
long-term care—accounts for another 
7 percent of spending. Medicare and
Medicaid together account for approxi-
mately 58 percent of nursing home and
home care spending.

Future projections of national
spending on long-term care for the
elderly indicate continued growth as
more baby boomers reach age 65 and
more elderly people live to be 85 years
or older. By 2020, total spending is
expected to rise to $207 billion (in 2000
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dollars), the majority of which will go
toward nursing home care.15 An increasing
share of long-term care services, though,
is projected to be delivered in the home;
in 2020, home care spending will account
for about one-third of long-term care
spending.

Although Medicare is likely to
remain the largest purchaser of home
health care, Medicaid, because it currently
finances a large share of nursing home
care and increasingly covers home- and
community-based care, will grow from
$43 billion in 2000 to $75 billion in
2020. Medicaid will continue to be the

largest source of payment for long-term
care services for the elderly. Spending by
private insurance, small in dollar terms,
will grow more than seven-fold from $5
billion in 2000 to $36 billion in 2020.

MEDICARE REFORM

T he National Bipartisan Commission
on the Future of Medicare, created
by the BBA, was charged with

examining the Medicare program and
making recommendations on financing
health care for the elderly and disabled in
the 21st century. While the 17-member
commission did not reach the consensus
necessary to issue recommendations as
hoped in March 1999, its deliberations
included discussion of two broad
approaches: major restructuring of
Medicare and incremental program
reform. Restructuring would transform
Medicare into a premium support pro-
gram, whereby the government would
make fixed payments to managed care
and other private plans. Incremental
reforms would maintain the current 
program but modernize it.

Premium-Support Approach

U nder the premium-support
option that continues to be
debated, Medicare would be

replaced with a system in which the
elderly and disabled could choose from
an array of private health insurance
arrangements and managed care plans.
Medicare’s payment toward premiums
would be set at 88 percent of the national
median private plan premium.
Beneficiaries would pay the difference
between the premium charged by a plan
in their local area and the federal 



government’s contribution. While the
government and beneficiaries would
share the financial risk of year-to-year
premium increases, beneficiaries would
not be certain of the health insurance
benefits that could be purchased based
on the government’s contribution and
the resulting out-of-pocket costs. The
poorest and sickest beneficiaries would
be the most vulnerable.

Traditional fee-for-service
Medicare, which would be retained as
an option under the premium-support
approach, should be attractive to 
beneficiaries because of their familiarity
with the program and because of certain
economic advantages. Fee-for-service
Medicare, for example, has fewer
administrative costs than managed care
plans, and its prospective payment rates
for hospitals and physicians are typically
lower than those offered by managed
care plans. If, however, sicker beneficia-
ries select traditional Medicare while
healthier beneficiaries join managed
care plans—as is the present case—then
traditional Medicare premiums could
grow faster than private plan premiums.
Those enrolled in traditional Medicare
would face disproportionately higher
costs, making this source of coverage
increasingly unaffordable to those who
may have few other choices.

The impact of a premium-support
approach on future Medicare outlays is
likely to be only modest. Because it
relies on competition and choice
among plans to hold down premiums,
the promise of this approach will
depend in part on successful implemen-

tation of the Medicare+Choice program.
The initial response to Medicare+
Choice—which allows beneficiaries to
choose among several managed care
plans—has, however, fallen short of
expectations. Few new private plans
have opted to participate, and HMOs
have pulled out of Medicare in some
areas. Furthermore, no evidence to date
proves any Medicare savings from this
strategy.

Modernizing Medicare Benefits

A n incremental approach to
reforming Medicare could
entail modernizing the program

through multiple changes. Among the
possibilities are updating benefits to
reflect the state-of-the-art in the private
sector—such as adding coverage for
prescription drugs—and implementing
financial protections for at-risk portions
of the elderly population, including
low-income beneficiaries and near-
elderly individuals who do not have
access to affordable coverage in the 
private sector. Currently, more than
three-quarters of the elderly take 
prescriptions drugs on a regular basis,
and 11 percent spend more than $100
per month for them.16

Modernization could also involve
structural changes, such as improving
Medicare’s ability to function as a 
prudent purchaser and further strength-
ening consumer protections in the
Medicare+Choice and Medigap markets.
Additional financing sources under 
consideration include extending BBA
provisions to slow increases in provider
payments beyond 2002, introducing
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income-related premiums, and dedicating
part of the federal budget surplus to
Medicare.

LONG-TERM CARE REFORM

T he inadequacies of the current
long-term care system are well
known: the elderly who are in

need of long-term care services must
navigate a fragmented world of financing
and delivery that relies primarily on the
means-tested Medicaid program, which
provides varying degrees of coverage
and financial protection, depending on
the state. In addition, concerns persist
about the quality of care provided by the
nation’s 16,800 nursing homes, where
1.6 million elderly people reside.17

Alternatives for improving the
financing and delivery of long-term care
for older adults include:

l expanding Medicare financing of
long-term care services, e.g., home
care and nursing facility benefits;

l developing support for family mem-
bers, friends, and others who struggle
to balance the responsibility of informal
caregiving with other demands on
their time and energies;

l improving implementation and
enforcement of quality standards for
nursing home care and, eventually, for
home health care; and

l continuing to promote the integration
of acute and long-term care in the way
that the Program of All-Inclusive Care
for the Elderly and similar programs
already do.

The Clinton Administration has
developed two major initiatives to 
facilitate these goals. First, as part of an
ongoing commitment to the nation’s
nursing home residents, an aggressive
strategy announced in July 1998 is aimed
at ensuring quality of care. Actions taken
to date include strengthening nursing
home enforcement and federal oversight,
expanding consumer access to informa-
tion for making educated choices among
nursing homes, and increasingly focusing
inspections on preventing negative
health outcomes.

In January 1999, the President
introduced a $6.2 billion proposal to
provide financial and other assistance for
people needing long-term care and their
families. The main element of the initia-
tive is a $1,000 tax credit for certain
people with long-term care needs or
their caregivers. Other provisions would
give $125 million per year to create a
National Family Caregiver Support
Program, which would offer information,
counseling, and respite; establish private
long-term care insurance coverage at
group rates for federal employees, who
may voluntarily purchase it; and educate
Medicare beneficiaries about long-term
care options. The initiative also includes
an expansion of Medicaid coverage for
home- and community-based services
and competitive grants to convert 
federally subsidized elderly housing 
projects into assisted-living facilities.19

CONCLUSION
Many factors make long-range predictions
about spending and alternative programs
difficult: the progress of biomedical
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research, the health habits of older peo-
ple, the organization and operation of
health care providers and payers, trends
in the overall economy. Nevertheless,
Americans must continue to face
important long-term care issues, and a
consensus must be reached on reforms
that assure that the United States will
provide health and economic security
for older and disabled Americans in the
21st century.
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