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Abstract

Per capita health spending generally increases with age; annual health costs for the elderly are at
least four times as high as for children and young adults.

Total health spending by the "oldest old" is approximately nine times as much as is spending by school-
age children (figure 12.4a). These numbers are for only the civilian non-institutionalized population. Because
approximately one in six of the "oldest old" (age 85 and over) are in nursing homes and the average annual
cost of a nursing home stay exceeds $75,000, this ratio would be considerably higher were costs of the nursing
home population included.
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The relatively low expense for children helps explain why it has been easier politically to secure expansions
in Medicaid and SCHIP coverage for children rather than for non-elderly adults. Expenditures at childbirth
are one important reason why pre-school health spending is higher than for school-age children. Forty percent
of births are covered by Medicaid, which contributes to higher spending in the postnatal period, especially
for newborns who otherwise would have been uninsured.

Conversely, the relatively low spending among those ages 18-34 helps explain why these so-called "young
invincibles" tend to have a much higher rate of being uninsured. In the group market, premiums are
community-rated, which often makes them not a particularly good deal for young adults unless the employer
substantially subsidizes the premium. In some states, the non-group market also faces community- rating
restrictions or what is called "modified community rating." In many of these states, insurers can offer different
rates based on age but within rating bands. The new health reform law will do the same. The difference
between premiums for the most expensive age category and the lowest ages cannot vary by more than a factor
of 3:1, even though it is clear from figure 12.4a that actuarially, the cost difference between age categories is
substantially greater. The consequence will be higher rates for young adults than they would otherwise face
in a less regulated environment.

Between 1977 and 2004, the average annual increase in expenditures declined for every major age category
(figure 12.4b). These declines were much greater for children and the elderly than for other groups. Should
the health reform law be fully implemented, this downward trend might reverse itself for two reasons. First,
the expansion of coverage to tens of millions of uninsured will boost their previous levels of spending. Second,
various regulations are having the effect of increasing premiums in the short run.
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1 Downloads
Download PowerPoint versions of both figures.

• Figure 12.4a Image Slide (as it appears above)1
• Figure 12.4a Editable Slide (can be formatted as desired)2
• Figure 12.4b Image Slide (as it appears above)3
• Figure 12.4b Editable Slide (can be formatted as desired)4
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