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unused payroll taxes accumulate in a trust fund. According to the 2008 Medicare Trustees Report, spending for
these services will exceed payroll taxes this year. By 2019, the HI trust fund assets will be depleted and tax revenue
would have to more than double, or some combination of the two.
Medicare’s other part, the Supplementary Medical Insurance (SMI) trust fund, covers physician and outpatient
ums and general income tax revenues. Unlike the HI trust fund, it’s expected to remain solvent, only because its

-

But program solvency is not the only concern. Increasing health care spending will cause Medicare to consume
ever-growing shares of the federal budget and the economy as a whole, threatening the program’s long-term sustainability. In 2007, total Medicare spending was 3.2 percent of the nation’s economy and about one out of every
six federal revenue dollars was used for Medicare. It is projected that by 2050, Medicare’s share of the economy
will have nearly tripled. And if total federal revenues remain at their current share of the economy, Medicare could
consume nearly one out of every two federal revenue dollars.
the context of rising health care spending in the system as a whole. Each option has its drawbacks. Most likely, any
providers to share the burden. Four criteria should be considered when evaluating potential reform proposals:
• Does it improve solvency, narrowing the gap between income and outgo?
• Does it reduce Medicare’s demand on the budget and/or the economy?
• Does it permanently reduce health spending growth or is it only a one-time improvement?

Additional Resources from the American Academy of Actuaries
• Medicare’s Financial Condition: Beyond Actuarial Balance (March 2008)
Medicare Trustees Report.
• Medicare Reform Options (June 2007)
their strengths and weaknesses.
The American Academy of Actuaries’ mission is to serve the public on behalf of the U.S. actuarial profession. The Academy assists public policymakers on all
levels by providing leadership, objective expertise, and actuarial advice on risk and financial security issues. The Academy also sets qualification, practice, and
professionalism standards for actuaries in the United States.
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