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Abstract

Beneficiaries directly pay less than 15 percent of Medicare costs, but Medicare also covers less than
half of all their health spending.

Recall that Medicare is the nation’s single largest program financing medical care in the United States,
with more than one-half trillion dollars in spending in 2009 (figure 3.8a). Most people think of Medicare as
being supported primarily through payroll taxes (1.45 percent each, for employers and employees). Currently,
however, a larger share of Medicare is paid with federal general revenues than from payroll contributions.
The payroll taxes are used exclusively to finance Medicare Part A, which covers inpatient hospital stays,
limited skilled nursing facility care, home health, and hospice.

By law, beneficiary premiums cover 25 percent of the costs of Part B, which covers physician care,
hospital outpatient services, home health care, durable medical equipment, laboratory, ambulance and related
services. The lion’s share of remaining expenses is covered from general fund revenue. Part D covers
prescription drugs. Beneficiary premiums cover only 10 percent of its costs, with more than 75 percent paid
by the federal general fund (the remainder is from state government transfers). Thus, for the Medicare
program as a whole, less than one dollar in eight is financed from premium payments made by beneficiaries.
The remainder is tax-financed.

Despite its size, Medicare covers less than half of annual medical and long-term care costs for the average
beneficiary (figure 3.8b, left bar). However, from a beneficiary perspective, some of those Medicare payments
are financed by beneficiary-paid premiums; the same is true for private third-party coverage. Yet even from
this perspective, beneficiaries pay only approximately 25 percent of annual costs, including amounts paid
out-of-pocket for medical services and the amounts that beneficiaries pay in voluntary premiums for Parts
B and D and supplemental insurance ("Medigap" policies and employer-sponsored health plans).

The remaining expenses are covered by third-party payers. These expenses include Medicaid coverage
for so-called "dual eligibles" (whose spending is more than double that of other beneficiaries), private sup-
plemental Medigap policies (held by 25 percent of enrollees), and group health coverage for retirees (held by
almost 30 percent of beneficiaries).
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1 Downloads
Download Excel tables used to create Figures 3.8a/3.8b Tables1 . Figures 3.8a and 3.8b were created from
the following table (the workbook includes all supporting tables used to create this table):

• Fig. 3.8a: Table 3.8.1. Distribution of Medicare Income by Source of Revenue, 2009
• Fig. 3.8b: Table 3.8.2. Distribution of Medicare Costs per Beneficiary by Source of Revenue, 2005 and

2006

Download PowerPoint versions of both figures.

• Figure 3.8a Image Slide (as it appears above)2
• Figure 3.8a Editable Slide (can be formatted as desired)3
• Figure 3.8b Image Slide (as it appears above)4
• Figure 3.8b Editable Slide (can be formatted as desired)5
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