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Medicare’s Long-Term Sustainability Challenge

Medicare playsavitalrolein providing
health carebenefitstoseniorsand adults
with permanent disabilities—more than
63.8 million Americans in 2021. But
the federal government program
faces long- term solvency issues. As
noted in the 2022 Medicare Trustees
Report, Medicare’s Hospital
insurance (HI) trust fund is
projected to be depleted in 2028, two
years later than projected in the
previous year’s report. In addition,
increased spending in the program’s
Supplementary Medical Insurance
(SMI) trust fund will increase
pressure on beneficiary household
budgets and the federal budget.

Medicare Costs per Beneficiary
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In the last two years, Medicare was
significantly affected by the COVID-
19 pandemic and recession of 2020,
though the economy recovered more
rapidly from the 2020 recession than
previously expected. However, the
trustees report noted it will have little
effect on Medicare’ solvency in the long
term. Steps mustbe taken to ensure
Medicare’s sustainability.

MEDICARE AT A
GLANCE IN 2021

Beneficiaries:
55.5 million retired
workers

8.3 million disabled
workers and dependents

Expenditures:

HI - $328.9 billion
SMI - $510.4 billion
Total - $839.3 billion

Income:

HI - $337.4 billion
SMI - $550.1 billion
Total - $887.6 billion

Total fund assets:
HI - $142.7 billion
SMI - $183 billion
Total - $325.7 billion
Projected HI Trust

Fund depletion date:
2028

Medicare’s trust funds

Medicare programsare operated through
two funds: The HI trust fund mainly pays
forinpatienthospital costs (Medicare
Part A),and the SMI trust fund finances
physician services, outpatientcare
(Medicare Part B),and thePartD
prescription drug program.

The HI trust fund receives income
primarily from payroll taxes and had assets
0f$134.1 billion at thebeginning of 2021.
For 2021, total HI income exceeded
total expenditures by $8.5 billion. The
HI fund had $142.7 billion in assets at
the end of 2021.

Growth in HI expenditures has averaged 2.9% annually over the last 5
years, compared with non-interest income growth of 3.4%. Over the next
5 years, projected average annual growth rates for expenditures and non-
interest income are 9.2% and 7.1%, respectively. The SMI trust fund
receives about three-quarters of its funding from general revenues and
one-quarter from beneficiary premiums. SMI assets totaled $143.3 billion
at the beginning of 2021 and grew to $183 billion at the end of 2021, as
SMI revenues ($550.1 billion) outpaced expenditures ($510.4 billion).

Source: 2022 Medicare Trustees Report

The average Medicare cost per beneficiary increased slightly from $14,173
in 2019 to $14,359 in 2020 to $15,309 in 2021.
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HI trust fund shortfall

The Medicare trustees project that the HI trust fund’s as-
sets will run outin 2028 and, at that point, annual payroll
taxeswillcoveronly 90% of the program’s costs, with the
share declining to 80% in 2046 and then increasing
to 93% in 2096. Bringing the trustfundbackintobalance
will require reductions in program spending, increased
funding, or some combination of thetwo.

SMlspendingto pressure government,
household budgets

Medicare beneficiary premiums and general tax revenues
fund the SMItrust fund, whichisexpected toremain
solventbecause the contribution amounts are reset an-
nually. But increased beneficiary premiums (and cost-
sharing) are projected to make up increasing shares of
Social Security benefits, thus putting pressure on benefi-
ciary household budgets. In addition, increasing general
revenue contributions will placeadditional pressureon
the federal budget.

Medicare costs grow faster than GDP

A key concern is whether Medicare costs, which
are growing at a faster rate than the overall economy,
are sustainable over time.In 2021, Medicare
comprised 3.9% of gross domestic product(GDP), a
measure of theentire U.S. economy. By 2096,
Medicare will takeup 6.5% of GDP, which essentially
means a smaller share of theeconomy would be

Medicare Rolls to Surge
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changes could be made sooner, giving beneficiaries
and taxpayers more time toadjust. If Congressand the
administration delay action, largerbenefit cuts or tax
increases for Medicare would berequired.
Medicare’schallenges are notsolely financial. Medicare
beneficiariesareadiverse group withdiversehealth care
needs, and certain beneficiary populations—such as those
with a disabilities or multiple chronic conditions—are
particularly vulnerabletohavinghighhealth careneeds.
Many beneficiaries have limited resources to rely upon
should they be faced with high out-of-pocket health
costs. Aside from the addition of the prescription drug
program in 2006, Medicare’s fee-for-service benefit
package hasremained mostlyunchanged;someservices
aren’t covered, and beneficiary out-of-pocket costsare
not capped. Therefore, any changes aiming to improve

available for all other goods and services. Medicare’s financial condition should be considered

considering how the changes would impact the
program’s ability to meet the health care needs of
beneficiaries and whether the changes would
encourage beneficiaries to seek cost-effective care.

Conclusion

Moreneeds tobe done to put Medicare on a strong finan-
cial footing. By addressing Medicare’s long-term solvency
and sustainability challenges now, more gradual
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