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How Much ‘Skin In The Game’ Do Medicare
Beneficiaries Have? The Increasing Financial
Burden Of Health Care Spending, 1997–2003
Medicare beneficiaries’ financial exposure increased during the study
period, placing their financial and health security at greater risk.

by Patricia Neuman, Juliette Cubanski, Katherine A. Desmond, and
Thomas H. Rice

ABSTRACT: Rising health costs and an aging population present critical policy challenges.
This paper examines the financial burden of out-of-pocket health spending among Medi-
care beneficiaries between 1997 and 2003. Over this period, median out-of-pocket spend-
ing as a share of income increased from 11.9 percent to 15.5 percent. In 2003, the 25 per-
cent of beneficiaries with the largest burden spent at least 29.9 percent of their income on
health care, while 39.9 percent spent more than a fifth of their income on health care. Re-
sults suggest that sustained increases in out-of-pocket spending could make health care
less affordable for all but the highest-income beneficiaries. [Health Affairs 26, no. 6 (2007):
1692–1701; 10.1377/hlthaff.26.6.1692]

H
e a lt h s p e n d i n g i n the United
States continues to rise at a faster
rate than income and earnings, affect-

ing workers and their families, as well as the
forty-four million elderly and disabled people
on Medicare.1 Between 1980 and 2004, aggre-
gate per capita Medicare spending grew at an
average annual rate of 7.5 percent, while se-
niors’ median income grew 4.6 percent, and
the average annual Social Security cost-of-
living adjustment was about 3 percent.2 How
beneficiaries are affected by these changes is
largely determined by their medical needs,
the cost of the services and supplies they use,
and the generosity of their insurance coverage

over time.
Previously published studies indicate that

Medicare beneficiaries experienced greater in-
creases in out-of-pocket health spending rela-
tive to income over time and that a larger share
of seniors than younger adults had relatively
high out-of-pocket spending.3 In addition,
Medicare Part B premiums have doubled since
2000, while supplemental insurance coverage,
such as employer-sponsored retiree coverage,
has become more expensive and less gener-
ous.4 Although Medicare Part D coverage may
reduce beneficiaries’ out-of-pocket drug
spending, all but very low-income enrollees
may face premiums, deductibles, copayments,
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and costs in the so-called doughnut hole.
These trends converge as policymakers con-
template changes in Medicare and other enti-
tlement programs that could impose addi-
tional costs on beneficiaries.

This paper uses recent data from the Medi-
care Current Beneficiary Survey (MCBS) to
examine the burden of out-of-pocket health
spending among Medicare beneficiaries, as
measured by the ratio of annual out-of-pocket
spending on health services and insurance
premiums to annual income, at a point in time
(2003) and over the years 1997–2003. We ex-
amine changes in income, out-of-pocket
spending, and the components of both total
and out-of-pocket spending from 1997 to 2003.
In addition, we compare the spending burden
faced by Medicare beneficiaries to that of
nonelderly adults, using recently published re-
sults from a separate analysis.5 Our analysis
provides some context for understanding
Medicare’s role in providing health and retire-
ment security and assessing implications of
policies that would shift additional costs to
beneficiaries. It also provides a baseline for
measuring future changes in beneficiaries’ out-
of-pocket health spending burden.

Study Data And Methods
� Data. We analyzed data from the MCBS

Cost and Use file for 1997–2003.6 The MCBS is
a nationally representative survey of approxi-
mately 12,000 Medicare beneficiaries, includ-
ing those living in long-term care facilities.7 It
merges information reported by beneficiaries
with Medicare administrative data, providing
information on health service spending and
use and on beneficiary demographics. Our
analysis includes Medicare beneficiaries of all
ages (including the under-age-sixty-five dis-
abled) and those residing in long-term care
settings. Other studies of financial burden
typically focus on community-dwelling se-
niors, primarily at a single point in time.8

Out-of-pocket health spending is defined to in-
clude all personal spending for medical and
long-term care services, including premiums
for Medicare and supplemental insurance. The
survey captures out-of-pocket spending for

individual respondents rather than all house-
hold members, which precludes analysis of
spending at the household level or by married
couples. Income includes all sources, such as
pension, Social Security, and retirement bene-
fits, reported on a pretax basis, for the individ-
ual and spouse, where applicable.9 Because
out-of-pocket spending is reported at the indi-
vidual level, while income is reported for the
individual and spouse, we divided income for
married respondents in half to analyze the ra-
tio of spending to income at the individual
level.10

� Computing out-of-pocket spending as
a percentage of income. To measure the fi-
nancial burden of health spending, we com-
puted for each individual a ratio of out-of-
pocket spending to income, and we computed
both the mean and median for the entire
group.11 The discussion focuses on median val-
ues as well as on seventy-fifth and ninetieth
percentile values to present unbiased esti-
mates of the spending burden among benefi-
ciaries who have high out-of-pocket spending
relative to income.

In addition, we estimated the share of
Medicare beneficiaries who spent more than
20 percent of their income on health care, both
overall and by poverty status, to facilitate a
comparison of financial burden with the
nonelderly adult population. Although some
researchers have used a lower threshold of 10
percent (or 5 percent for lower-income peo-
ple) to characterize the upper bound of “af-
fordable” health care spending, we adopted the
20 percent threshold to examine the spending
burden among people with exceptionally high
out-of-pocket spending relative to income.12

Significance testing was performed by con-
structing 95 percent confidence intervals for
the estimates in 1997 and 2003. Because of the
complex survey design of the MCBS, we used
the balanced repeated replication (BRR)
method to derive standard errors used in com-
puting the confidence intervals.13 All differ-
ences in the ratio of out-of-pocket spending to
income discussed are statistically significant
at the 0.05 level.
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Study Results
� Income and out-of-pocket spending in

2003. For both beneficiaries’ income and out-
of-pocket spending in 2003, the mean was
greater than the median, influenced by those
with relatively high levels of income or high
out-of-pocket spending, or both (Exhibit 1).

Overall, in 2003, income was lower for
women than for men, for black and Hispanic

beneficiaries than for whites, and for those in
relatively poor health than for those in better
health (Exhibit 1). Among seniors, income de-
clined with age but was lower for younger
beneficiaries with disabilities than for those
age sixty-five and older. Beneficiaries with em-
ployer-sponsored and Medigap coverage had
relatively high incomes, while those with no
supplemental coverage (Medicare only) had
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EXHIBIT 1
Number Of Medicare Beneficiaries, Income, And Out-of-Pocket Health Care Spending,
Overall And By Subgroup, 2003

Beneficiaries Income ($)
Out-of-pocket health
care spending ($)

Subgroup Number
Percent
of total Mean Median Mean Median

Total 42,267,681 100 18,254 13,856 3,765 2,501

Age group (years)
0–64 (disabled)
65–74
75–84
85+

6,134,101
18,026,279
13,128,710
4,978,591

14.5
42.6
31.1
11.8

12,950
19,986
18,622
17,719

10,000
15,000
14,400
13,040

3,192
3,000
4,125
6,286

1,474
2,329
2,840
3,285

Sex
Male
Female

18,615,388
23,652,293

44.0
56.0

19,443
17,354

14,500
13,200

3,459
4,005

2,322
2,626

Living situation
Lives alone
Lives with spouse
Other household type
Facility resident

11,973,461
20,799,436
7,140,422
2,202,103

28.3
49.2
16.9
5.2

19,888
18,836
14,973
14,873

15,000
15,000
11,220
10,536

3,136
3,156
2,720

16,239

2,486
2,537
1,866
8,971

Race/ethnicity
White non-Hispanic
Black non-Hispanic
Hispanic
Other non-Hispanic

33,114,499
4,031,406
3,315,961
1,805,815

78.3
9.5
7.8
4.3

19,547
13,316
12,377
16,842

15,000
9,768
9,500

11,000

4,167
2,267
2,226
2,559

2,765
1,317
1,335
1,621

Insurance coverage
Medicare HMO
Medicaid
Employer-sponsored
Self-purchased/Medigap
Other public coverage
No supplemental coverage

5,538,725
5,483,732

13,825,566
11,220,952

902,601
5,296,105

13.1
13.0
32.7
26.5
2.1

12.5

17,190
8,164

23,539
20,113
11,357
13,418

13,920
7,224

18,750
15,000
10,056
10,464

3,192
1,754
3,406
4,238
3,180
6,478

2,061
346

2,577
3,535
1,792
1,905

Percent of poverty
<100%
100%–199%
200%–399%
400%+

7,941,793
14,171,625
13,410,415
6,597,721

18.9
33.6
31.8
15.7

5,627
11,167
20,206
44,894

6,060
10,800
19,458
38,000

2,976
3,652
4,064
4,349

1,160
2,485
2,785
3,058

Health status
Excellent/very good
Good
Fair
Poor

16,503,626
13,158,830
8,397,874
3,967,236

39.0
31.1
19.9
9.4

21,550
18,014
14,544
13,334

16,500
13,767
11,500
10,200

3,086
3,707
4,427
5,233

2,419
2,556
2,527
2,589

SOURCE: Authors’ analysis of 2003 Medicare Current Beneficiary Survey Cost and Use file.



relatively low incomes, as did those on Medic-
aid, corresponding to program eligibility re-
quirements.

Out-of-pocket health spending, like in-
come, varied by beneficiary characteristic.
Among seniors, out-of-pocket spending rose
with age and with income, most likely reflect-
ing the ability of higher-income people to pay
more. Out-of-pocket spending was higher for
women than for men and for those in poor
health than for healthier people. Spending was
much higher for beneficiaries living in long-
term care facilities, in part reflecting the high
cost of care in institutional settings. Beneficia-
ries with Medicaid coverage spent less out of
pocket than those in other insurance groups,
while those with Medigap coverage spent
more out of pocket than those with employer
coverage, most likely reflecting the higher pre-
miums and less generous coverage typically
associated with Medigap policies.

� Out-of-pocket spending as a share of
income, 2003. The median Medicare benefi-
ciary spent 15.5 percent of his or her income on
health care in 2003 (Exhibit 2).14 However, the
top 25 percent of beneficiaries with the largest
burden spent at least 29.9 percent of their in-
come on health care, while the top 10 percent
spent at least 58.4 percent of their income on
health care.

Median out-of-pocket spending as a share
of income increased with age and was highest
among beneficiaries age eighty-five and older
(22.2 percent). The financial burden of health
care was higher for women than for men and
for white than for black and Hispanic benefi-
ciaries. Despite higher poverty rates, the rela-
tively low financial burden of out-of-pocket
health spending among black and Hispanic
beneficiaries was most likely attributable to
higher rates of Medicaid coverage among ben-
eficiaries of color.15

The financial burden of health care spend-
ing in 2003 was greater for beneficiaries with
low incomes than for those at higher income
levels. That year, the median beneficiary with
income below 200 percent of poverty ($17,960
single and $24,240 couple) spent about 22 per-
cent of income on health care, while those at

400 percent of poverty or more spent less than
8 percent of their income on health care. Bene-
ficiaries in relatively poor health paid a larger
share of income for health care than those in
excellent or very good health, and those at the
ninetieth percentile in poor health spent
nearly all of their income on health care (Ex-
hibit 2).

Beneficiaries living in long-term care facili-
ties had relatively high spending as a share of
income. At the median, they spent virtually all
of their income on health care; at the ninetieth
percentile, facility residents spent almost
three times as much as their annual income to
pay for their health and long-term care needs.
This is a startling result but highly plausible
considering the high cost of institutional long-
term care; the requirement that residents in
certain types of facilities spend their income
and assets before qualifying for Medicaid’s as-
sistance; and the fact that some residents pay
the full cost themselves, without support from
Medicaid or private insurance. Almost one-
quarter (23 percent) of the 2.2 million Medi-
care beneficiaries residing in long-term care
facilities in 2003 were on Medicaid.16

Beneficiaries eligible for both Medicare and
Medicaid spent a smaller share of income on
health care at the median (4.6 percent) than
those in all other insurance groups, despite the
fact that dual eligibles tend to be sicker and
use more services than other beneficiaries.17

This finding confirms Medicaid’s important
role in providing financial protection to low-
income beneficiaries. Medicaid differs from
other sources of supplemental coverage in that
those who qualify do not pay Part B or other
premiums. The median ratio of out-of-pocket
spending to income was nearly 23 percent for
beneficiaries with private self-purchased
Medigap policies, 18.2 percent for those with
no supplemental coverage, and 13–14 percent
for those with coverage from employers or
Medicare health maintenance organizations
(HMOs). The higher ratio of spending to in-
come at the median for those with Medigap
than for those with no supplemental coverage
may be attributable to premiums and differ-
ences in use.
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To understand how the financial burden of
health spending affects people on Medicare
compared with nonelderly adults, we mea-
sured the share of beneficiaries paying more
than 20 percent of their income on health, and
we compared this estimate with a similar mea-

sure for the nonelderly adult population, based
on published results from a separate analysis.
This comparison shows that a far greater share
of Medicare beneficiaries (39.9 percent) than
nonelderly adults (7.3 percent) spent more
than 20 percent of their income on health ex-
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EXHIBIT 2
Out-Of-Pocket Health Care Spending As Percentage Of Income Among Medicare
Beneficiaries, Overall And By Subgroup, 1997 And 2003

Median (%) 90th percentile (%)

1997 2003 Differencea 1997 2003 Differencea

Total 11.9 15.5 3.6** 47.5 58.4 10.9**

Age group (years)
0–64 (disabled)
65–74
75–84
85+

9.2
10.1
14.1
21.0

12.0
13.8
17.8
22.2

2.7**
3.6**
3.8**
1.2

46.8
34.3
49.6

129.3

69.1
44.0
58.9

120.9

22.3**
9.6**
9.3**

–8.3

Sex
Male
Female

11.1
12.7

14.1
16.8

3.0**
4.1**

39.6
52.8

51.8
64.1

12.2**
11.3**

Living situation
Lives alone
Lives with spouse
Other household type
Facility resident

10.9
11.7
10.5
94.1

13.7
15.8
13.8
81.6

2.8**
4.1**
3.2**

–12.6

35.4
37.1
37.8

334.3

42.1
48.9
55.6

286.9

6.7**
11.9**
17.8**

–47.4

Race/ethnicity
White non-Hispanic
Black non-Hispanic
Hispanic
Other non-Hispanic

12.4
9.6
8.5
6.1

16.6
10.7
12.6
10.5

4.2**
1.1
4.1**
4.4**

48.3
45.3
38.9
32.1

59.8
56.2
51.7
47.4

11.4**
–11.0
12.8
15.3

Insurance coverage
Medicare HMO
Medicaid
Employer-sponsored
Self-purchased/Medigap
Other public coverage
No supplemental coverage

8.0
6.5

10.5
20.0
13.1
13.6

14.0
4.6

13.4
22.9
17.8
18.2

5.9**
–1.9**
2.9**
2.9**
4.7
4.6**

26.8
99.4
31.6
50.7
63.8
62.1

44.4
56.5
41.2
58.6
97.6

131.3

17.6**
–42.9**

9.5**
7.9**

33.8
69.2**

Percent of poverty
<100%
100%–199%
200%–399%
400%+

18.2
15.1
8.7
4.5

22.0
22.1
14.4
7.8

3.7**
7.0**
5.7**
3.3**

95.0
40.1
22.3
12.1

166.2
60.8
35.0
20.6

71.2**
20.7**
12.7**
8.5**

Health status
Excellent/very good
Good
Fair
Poor

9.6
12.7
15.3
16.9

13.1
16.5
19.2
20.4

3.5**
3.8**
3.9**
3.5

31.1
44.0
80.9
85.9

40.8
55.5
89.0
97.5

9.7**
11.5**
8.1

11.6

SOURCE: Authors’ analysis of Medicare Current Beneficiary Survey Cost and Use files, 1997 and 2003.

NOTES: Significance indicates difference between 2003 value and 1997 value for each estimate. Results of statistical
significance tests at the median and ninetieth percentile for differences between estimates within each subgroup for 1997
and 2003 are available upon request from the authors.
a Percentage points.

**p < 0.05



penses in 2003 (Exhibit 3). A higher rate of
burden among Medicare beneficiaries com-
pared with nonelderly adults exists at all pov-
erty levels.

� Trends in income, out-of-pocket
spending, and financial burden, 1997–
2003. Between 1997 and 2003, the growth in
out-of-pocket spending for Medicare benefi-
ciaries far outpaced income growth; over these
years, median out-of-pocket spending in-
creased by 50 percent, from $1,667 to $2,501,
while median income for individuals rose by 15
percent, from $12,000 to $13,856.18 From this, it
follows that the burden of health care spend-
ing on beneficiaries also increased. Median
out-of-pocket spending as a share of income
increased from 11.9 percent in 1997 to 15.5 per-
cent in 2003 (Exhibit 4). At the median, pre-
miums consumed a greater share of income
than nonpremium spending across the entire
seven-year period, with both components in-
creasing over these years. Beneficiaries with
the greatest financial burden at the seventy-
fifth and ninetieth percentiles experienced a
more rapid increase in the ratio of out-of-
pocket spending to income than the median
beneficiary between 1997 to 2003 (Exhibit 5).

The near-poor, with incomes of 100–200
percent of poverty, experienced a larger in-
crease in health spending as a share of income
than those at other income levels. The ratio of
out-of-pocket spending to income for this
group increased from 15.1 percent in 1997 to
22.1 percent in 2003, compared to the smaller
increase for beneficiaries with incomes greater
than 400 percent of poverty (from 4.5 percent
in 1997 to 7.8 percent in 2003).

In terms of insurance coverage, the increase
in median out-of-pocket spending as a share of
income was greatest among those in Medicare
HMOs: It increased from 8.0 percent in 1997 to
14.0 percent in 2003 at the median, and from
26.8 percent to 44.4 percent at the ninetieth
percentile. By contrast, this ratio decreased for
those with Medicaid coverage. These findings
comport with studies of benefits and cost
sharing in Medicare HMOs, which show that
plans reduced benefits and increased premi-
ums during this time period.19

The highest-spending 10 percent of benefi-
ciaries experienced a disproportionately large
increase in health spending as a share of in-
come over time, as compared with the remain-
ing 90 percent of beneficiaries. For those at the
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EXHIBIT 3
Prevalence Of High Out-Of-Pocket Health Care Spending Burden Among Medicare And
Nonelderly Adult Populations, By Poverty Status, 2003

SOURCES: Estimates for the Medicare population are from authors’ analysis of 2003 Medicare Current Beneficiary Survey Cost
and Use file. Estimates for the nonelderly adult population are based on disposable (after-tax) income from J. Banthin and D.
Bernard, “Changes in Financial Burdens for Health Care: National Estimates for the Population Younger than Sixty-five Years,
1996 to 2003,” Journal of the American Medical Association 296, no. 22 (2006): 2712–2719.
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ninetieth percentile, who were already paying
47.5 percent of their income for health care in
1997, out-of-pocket spending as a share of in-
come increased to 58.4 percent in 2003.
Among those with the largest spending bur-
den, the under-age-sixty-five disabled, those
without any supplemental insurance, and ben-
eficiaries living in poverty experienced the

largest increases in health spending as a share
of income during this period.

� Components of total and out-of-
pocket health spending. Between 1997 and
2003, total per capita health care spending for
Medicare beneficiaries increased 35 percent,
affecting beneficiaries, third-party payers, and
Medicare itself (Exhibit 6). Each payer shoul-
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EXHIBIT 4
Median Out-Of-Pocket Health Care Spending As A Percentage Of Income Among
Medicare Beneficiaries, 1997–2003

SOURCE: Authors’ analysis of Medicare Current Beneficiary Survey Cost and Use files, 1997–2003.
NOTES: Difference from 1997 to 2003 value is statistically significant ( < 0.05). Annual amounts for components of total healthp
care spending do not add to total amounts because values shown are median, not mean, values.
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EXHIBIT 5
Out-Of-Pocket Health Care Spending As A Percentage Of Income Among Medicare
Beneficiaries, By Spending Percentile, 1997–2003

SOURCE: Authors’ analysis of Medicare Current Beneficiary Survey Cost and Use files, 1997–2003.
NOTES: Difference from 1997 to 2003 value is statistically significant, as marked. Annual amounts for components of total
health care spending do not add to total amounts because values shown are median, not mean, values.
** < 0.05p
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dered approximately one-third of the dollar
increase. During this period, Medicare spend-
ing per capita exceeded beneficiaries’ per ca-
pita out-of-pocket spending levels; however,
between 1997 and 2003, beneficiaries’ out-of-
pocket spending and third-party payments in-
creased at much higher rates than Medicare
spending per beneficiary. During these years,
the share paid by each payer remained fairly
constant.

Out-of-pocket spending per beneficiary in-
creased by $1,116 between 1997 and 2003. Pre-
miums account for the largest component of
this increase ($447), followed by medical care
providers and services ($238), and then pre-
scription drugs ($202). Out-of-pocket spend-
ing on facility care was, by far, the largest com-
ponent of nonpremium spending in both 1997
and 2003, yet the per capita dollar increase
over this period was nominal ($27). The share
of spending for premiums and nonpremium
expenses did not change over time, but there
was a shift in the distribution of spending by
type of service. Between 1997 and 2003, bene-
ficiaries spent more out of pocket on prescrip-
tion drugs and medical care providers, and less

on nursing home and other institutional care,
perhaps attributable to greater use of home
and community-based services.

Because the rising cost of prescription
drugs has been a pressing concern for Medi-
care beneficiaries, we evaluated how prescrip-
tion drug spending, compared with all other
components of out-of-pocket spending, con-
tributed to the increase in burden over the
1997–2003 time period. Factoring out drug
spending from the analysis of spending relative
to income between 1997 and 2003, we found a
statistically significant increase in out-of-
pocket burden at the median and the seventy-
fifth and ninetieth percentiles (Exhibits 4 and
5). Excluding drug spending from total out-of-
pocket spending for nonpremium expenses,
the ratio of out-of-pocket spending to income
at the median increased from 9.5 percent in
1997 to 12.2 percent in 2003. Although drug
spending accounted for 18.1 percent of the in-
crease in per capita out-of-pocket spending
over these years, it was a relatively small share
of total out-of-pocket spending (13.7 percent
in 2003); thus, its removal from the equation
has a relatively modest effect on the overall
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EXHIBIT 6
Components Of Per Capita Total And Out-Of-Pocket Spending By Medicare
Beneficiaries, 1997 And 2003

1997 2003
Difference,
1997–
2003

Percent
increase,
1997–
2003

Share of
growth,
1997–
2003Spending component

Spending
amount

Share
of total

Spending
amount

Share
of total

Total (health services and premiums)
Medicare spending
Third-party payer/other spending
Out-of-pocket spending (premium

plus nonpremium spending)

$9,943
4,452
2,843

2,648

100.0%
44.8
28.6

26.6

$13,426
5,694
3,967

3,765

100.0%
42.4
29.6

28.0

$3,483
1,242
1,125

1,116

35.0
27.9
39.6

42.1

100.0%
35.7
32.3

32.0

Breakdown of out-of-pocket spending
Premium spending
Nonpremium spending

Facility (LTC and SNF)
Prescription drugs
Medical providers and supplies
Dental
Outpatient hospital services
Inpatient hospital services
Home health

968
1,681

740
314
310
153
74
69
20

36.5
63.5
27.9
11.9
11.7
5.8
2.8
2.6
0.7

1,414
2,350

767
516
548
211
117
163
28

37.6
62.4
20.4
13.7
14.6
5.6
3.1
4.3
0.7

447
669
27

202
238
59
43
93
8

46.2
39.8
3.6

64.2
76.6
38.3
57.7

134.2
42.9

40.0
60.0
2.4

18.1
21.3
5.2
3.8
8.3
0.8

SOURCE: Authors’ analysis of Medicare Current Beneficiary Survey Cost and Use files, 1997 and 2003.

NOTES: Number of beneficiaries in 1997 was 39.7 million; in 2003, it was 42.3 million. LTC is long-term care. SNF is skilled
nursing facility.



trend. Insurance premiums were the biggest
single contributor to beneficiaries’ spending
growth over the time period.

Discussion
Health care spending has consumed an in-

creasing share of Medicare beneficiaries’ in-
come in recent years, despite the protections
provided by Medicare and supplemental
plans. Overall, beneficiaries’ incomes in-
creased only modestly during a period of
greater increase in premiums and nonpremium
health spending. Our analysis shows that some
beneficiaries are spending a far larger share of
their income on premiums and health care ser-
vices than others: specifically, the oldest old,
those in relatively poor health, those with low
incomes, and those living in long-term care fa-
cilities. Our findings also indicate that the fi-
nancial burden imposed by health spending
remains far greater for Medicare beneficiaries
than for nonelderly adults.

Our analysis of trends from 1997 through
2003 suggests that the overall burden of pay-
ing for health care could continue to rise for
beneficiaries. As yet unknown, but important
to assess, is how the Medicare Part D benefit
will affect the upward trend in beneficiaries’
out-of-pocket spending burden, and how the
effect might vary by characteristics. All signs
point to sustained increases in other out-of-
pocket health spending, because of increases
in Medicare premiums and cost-sharing re-
quirements and higher costs associated with
supplemental employer-sponsored coverage.

Our analysis raises important questions
about how much of their incomes beneficiaries
can reasonably be expected to spend on their
health care and whether current out-of-pocket
spending levels are affordable. We recognize
that spending levels are not entirely outside of
beneficiaries’ control. However, our analysis
indicates that four in ten beneficiaries spent
more than 20 percent of their income on health
care in 2003, which is a relatively high thresh-
old for measuring financial burden. This find-
ing raises doubts about whether Medicare
beneficiaries could afford to contribute more
out of pocket toward their total health and

long-term care expenses.
As policymakers consider ways to finance

care for an aging population, while slowing
spending growth in Medicare and other enti-
tlement programs, they will undoubtedly face
difficult trade-offs. Our findings suggest that
giving elderly and disabled Medicare benefi-
ciaries more “skin in the game” could make
health care less affordable and accessible for all
but the highest-income beneficiaries.

The views expressed in this paper do not necessarily
reflect the views of the Henry J. Kaiser Family
Foundation or the University of California, Los
Angeles. The authors gratefully acknowledge Robert
Herbert of the Johns Hopkins Bloomberg School of
Public Health for his unparalleled programming skills,
and Diane Rowland and several anonymous reviewers
for constructive comments on the analysis.
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