
It is a well-known fact that the United States
spends much more than other developed countries
on health care, both in absolute dollars and as a
percentage of GDP. Two enormous, complicated
programs, Medicare and Medicaid, account for
the majority of government health-care spending
in the U.S. Both programs have been growing
rapidly, which is expected to continue in the
coming years.

Medicare and Medicaid were both created in the
mid-1960’s as part of Lyndon Johnson’s Great
Society agenda. As of 1970, 62% of total health-
care spending was still private, with out-of-pocket
spending the single most significant source.
During the subsequent forty years, however,
Medicare and Medicaid each expanded by more
than 11% annually due to benefit expansions and
demographic change, pushing public-sector
spending up to nearly 50% of total health-care
expenditures. During the same time, private-
sector spending also grew at a robust 8.7%
annually, as employer-sponsored insurance
became the predominant conduit of health-care
spending.

Looking forward, the Centers for Medicare &
Medicaid Services (CMS) project 6.5% annual
health-care spending growth over the next decade.
Public sector growth is again expected to outpace
private spending growth, with a 6.9% growth rate
compared to 6% for the private sector. Combined,
Medicare and Medicaid are expected to account
for 39% of U.S. health-care spending in 2019, up
from 37% in 2010 and 17% in 1970.

Medicare is a federal government program that
provides health insurance to people over age 65,
and people with certain disabilities. In 2009, more
than 43 million people received health insurance
benefits through Medicare at a total cost of
approximately $510 billion. Medicare benefits are
divided into three parts: Part A Hospital
Insurance, Part B Medical Insurance, and Part D
Prescription Drug Insurance. Part C created a
private version of Medicare, now called Medicare

Advantage. More details about these benefits can
be found in the attached table.

Original Medicare’s relatively high cost-sharing
provisions and lack of a limit on out-of-pocket
spending can leave beneficiaries exposed to
potentially devastating expenses in the case of a
serious adverse health event. For this reason, most
Medicare beneficiaries also carry supplemental
insurance. Employer-sponsored retiree health
plans, though becoming less common, still cover
approximately 30% of the Medicare population.
20% of Medicare beneficiaries purchase
individual supplemental policies, also called
Medigap policies. Medicaid helps pay Medicare’s
premiums and cost-sharing for another 20% of the
Medicare population. Only about 10% of
Medicare beneficiaries are estimated to be
completely without supplemental coverage.
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