Is Health Care Eating Our Lunch?
The Impact of Cost Trends on Workers and Retirees
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Concerns about the federal debt and deficit have intensified over the
past several years. As a result, policymakers have become increasingly aware that health care costs not only consume a large share
of current spending, but also contribute significantly to the nation’s
long-term fiscal problems. The Congressional Budget Office (CBO)
projects that federal outlays for health care programs will continue
to rise faster than gross domestic product (GDP), and will increase
from 5.4 percent of GDP in 2012 to about 10 percent in 2037. In contrast, federal spending for Social Security is projected to rise from 5
percent of GDP in 2012 to no more than 6 percent in the 2030s and
beyond.1
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Given this outlook, it is not surprising that policymakers are preoccupied with containing health care costs. The Patient Protection and Affordable Care Act of 2010 (PPACA), for example, included a number
of provisions aimed at slowing the rate of growth of federal spending
for health care, especially in the Medicare program. The law includes
modifications to existing payment methodologies as well as demonstrations designed to test new payment approaches. Accountable care
organizations, bundled payments for various services, and programs
to smooth transitions between sites of care all are being tested to determine whether they lead to improved efficiency.
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But rising health care costs are not just a concern for government.
Employers and workers are also feeling the pinch. According to the
Milliman Medical Index, total health care costs in 2012 for a typical
family of four with coverage from an employer-sponsored preferred
provider organization (PPO) plan were estimated to average $20,728,
an increase of 6.9 percent over the 2011 average. Workers’ share of
these costs included $5,114 in premiums and $3,470 in out-of-pocket
(OOP) costs for a total of $8,584 on average.2
Perhaps even more important than the absolute dollar amounts,
health insurance premium increases have consistently outpaced
inflation and the growth of workers’ earnings. Between 2000 and
2010, inflation grew by 27 percent, earnings by 36 percent, premiums by 114 percent, and workers’ contributions to premiums by 147
percent.3 Looked at another way, total compensation as a share of
GDP has remained relatively flat over the past 50 years (56.3 percent
in 1960 vs. 55.3 percent in 2009), but wages as a percent of GDP have
fallen from 51.8 percent to 44.4 percent as health care and other benefits have consumed more and more of workers’ total compensation.4
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The nature of health insurance has also changed in recent years,
leaving more workers exposed to higher OOP costs. This is espe-
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cially true for workers enrolled in high-deductible health plans
(HDHPs). The 2011 Kaiser/HRET survey of employer health benefits
found that the average deductible for single workers in PPOs was
$675; in HMOs (health maintenance organizations), $911; in POS
(point of service) plans, $928; and in HDHPs, $1,908.5 Although PPOs
are the most common plan type at 55 percent of covered workers,
HDHPs are gaining market share. Seventeen percent of workers
were enrolled in HDHPs in 2011, up from 13 percent in 2010 and 8
percent in 2009.6 In terms of actual OOP costs, non-elderly individuals with private insurance (employer or non-group) spent $706 on
average,7 an increase of 80 percent since 1996. Those who perceived
their health status to be poor spent $1,663 on average.8
Health care also takes a considerable share of the household budgets
of retirees and other Medicare recipients. In 2010, these households
devoted about 15 percent of their household spending on average
to health care,9 compared with about 5 percent for non-Medicare
households. Most of that spending (68 percent) goes to health insurance premiums for Medicare Parts B, C, and D, as well as supplemental coverage from a Medigap policy or an employer’s plan. The
share of household spending devoted to health care increases with
age. Households with a member age 80 and older devoted almost 18
percent of their spending to health care, compared with 12.2 percent
for households age 65 to 69.10
Paying for health care services can be a problem even for those with
private insurance. A survey conducted by the Center for Studying
Health Systems Change found that just over 20 percent of insured
children and working age adults lived in families that experienced
medical bill problems in 2010. Among both insured and uninsured
nonelderly people who had trouble paying medical bills, 66 percent said they had trouble paying for other necessities, 65 percent
were contacted by a collection agency, and 25 percent had considered bankruptcy. Seniors, especially those with only Medicare coverage, also reported problems paying medical bills. Almost 21 percent said they had problems paying medical bills in 2010 compared
with nearly 12 percent in 2003.11 A May 2012 survey of adults by the
Kaiser Family Foundation found that even those with moderate to
high incomes had trouble paying medical bills in the past 12 months
because of cost. Among those with household incomes of $40,000
to $90,000 per year, 22 percent had problems paying bills while 13
percent of those with household incomes of $90,000 or more also had
trouble paying for medical care.12
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T HE OU T LO O K I N RE T I REM EN T
In early 2006, the National Health Policy Forum convened a session
that reviewed projections of health care expenses in retirement and
examined the ability of current and future retirees to finance these
expenses. The conclusion? The majority of future retirees were likely
to be “a day late and a dollar short” in terms of having enough resources to cover all their health care expenses in retirement.13 Six
years later, that conclusion remains largely unchanged.
The nation is still recovering from the worst economic downturn
since the Great Depression. And while health care cost growth did
slow during the recession, it continues to exceed wage growth.
Moreover, even with recovery, the effects of the recession are likely
to be long lasting. Researchers at the Urban Institute estimate, for
example, that workers who were age 25 to 64 in 2008 will have 4
percent less income at age 70 because of the effects of high unemployment and stagnant wages on the calculation of Social Security
and pension benefits. For workers who were age 55 to 59, the impact
is estimated to be even greater. They can expect a 5 percent decline
in their incomes at age 70.14 On a more positive note, auto-enrollment
in 401(k)-type pension plans has helped boost retirement savings for
many workers, housing values have rebounded in some markets,
and stocks have regained much of their losses (but remain volatile).
Yet the longer-term outlook for Baby Boomers and Gen Xers in retirement is not especially bright. Recent projections from the Employee Benefit Research Institute (EBRI) Retirement Security Projection Model show that, depending on age cohort (Early Boomer, Late
Boomer or Gen Xer), between 43.3 and 44.3 percent of households
will lack the income to pay basic retirement expenses plus uninsured health care costs, including long-term care.15 Early Boomers
are particularly vulnerable to being at risk of inadequate incomes in
retirement. Over 12 percent of those in the highest income quartile
are at risk, while nearly 87 percent of those in the lowest quartile are
considered to be at risk for inadequate retirement income.
With world economies in turmoil, a growing federal deficit, and talk
of entitlement reform, it is not surprising that many Baby Boomers
and Gen Xers worry about how they will fare in retirement. Only 14
percent of workers responding to the EBRI Retirement Confidence
Survey said they were “very confident that they will have enough
money to live comfortably in retirement.”16 While many Boomers and
Gen Xers realize they are not preparing adequately for the future, it
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is not clear whether they fully appreciate how big a bite health care
costs are likely to take out of their retirement incomes.
This Forum Session will provide an overview of the impact of health
care cost trends. Gary Claxton, vice president and director of the
Health Care Marketplace Project at the Kaiser Family Foundation,
will discuss how rising health care costs and the changing nature
of insurance are affecting today’s workers and retirees. Using data
from the Retirement Security Projection Model, the Employee Benefit Research Institute’s Research Director Jack VanDerhei will discuss the outlook for retirement income adequacy for Early and Late
Baby Boomers and Gen Xers and the ability of these future retirees
to finance health care in retirement. Christopher Viale, president and
chief executive officer of Cambridge Credit Counseling Corp., will
draw on his experience working with individuals and families to describe the role health care expenses play in their financial decisions.

K E Y Q UES T I O N S
• What are recent trends in health care costs, workers’ premiums
and cost-sharing, and wages? Will health care continue to eat away
at wage growth?
• How may health care costs affect the retirement security of current retirees, Early and Late Baby Boomers, and Gen Xers?
• How do health care costs contribute to individuals’ decisions to
seek credit counseling and/or file for bankruptcy?
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