
$0

$200

$400

$600

$800

$1,000

$1,200

$1,400

Medicaid Private Insurance No Insurance

National Center for Policy Analysis

BRIEF ANALYSIS
No. 463
For immediate release:
Monday, November 17, 2003

Dallas Headquarters: 12655 N. Central Expy., Suite 720 • Dallas, TX 75243-1739 • 972/386-6272 • Fax 972/386-0924
Washington Office: 601 Pennsylvania Ave., N.W., Suite 900, South Building • Washington, DC 20004 • 202/628-6671 • Fax 202/628-6474

For more information, contact the NCPA Communications Department at 972/386-6272 or 800/859-1154.

Medicare Prescription
Drug Benefit: What
Difference Would It Make?
by Andrew J. Rettenmaier and Zijun Wang

That seniors lack access to prescription drugs is
offered as a rationale for supporting a new Medicare
prescription drug benefit.  If many of them do in fact
lack access, spending $400 billion in general tax rev-
enues during the next 10 years for the benefit would
increase seniors’ use of drugs.  The questions then are:
What fraction of the Medicare population lacks pre-
scription drug cover-
age, and how much
more would they spend
if they had coverage?

Based on 1998 data
from the Medicare Cur-
rent Beneficiary Sur-
vey (MCBS) conducted
by the Centers for
Medicare and Medic-
aid Services (CMS), 31
percent of the Medi-
care population does
not have drug cover-
age.  We estimate that
overall drug spending
among seniors would
rise 5 to 7 percent with
the addition of a pre-
scription drug benefit to
Medicare.  If the new
federal subsidy simply
replaced spending now
paid for by private in-
surers or Medicaid, the
new benefit would shift
the burden from one payer to another.

Who Pays for Seniors’ Prescription Drugs?
Over the period 1994 to 2001, spending on prescription
drugs jumped more than 157 percent from $54.6 billion
to $140.6 billion.  About one in every $6 is spent by the
elderly.  Of this spending:
■ Out-of-pocket spending accounts for approximately

44 percent of seniors’ total drug costs.
■ The average share of spending paid out of pocket

varies from 35 percent for those with private cov-
erage to 20 percent for those with Medicaid.

■ In 1998, 31 percent of Medicare beneficiaries had
no prescription drug coverage, 10 percent had
Medicaid and 59 percent had some private pre-
scription drug coverage.
Medicaid covers prescription drugs for eligible low-

income seniors.  Seniors can purchase supplemental
policies — called medigap insurance — that provide
private prescription drug coverage, and some have
benefits through an employer-sponsored retiree health
plan.  Employer sponsored plans make up the majority
of private coverage. The Congressional Budget Of-
fice (CBO) estimates that nearly one-third of seniors
with employer-sponsored benefits would lose cover-
age as companies dropped their plans.

Determinants of
Spending on Prescrip-
tion Drugs.  In our
analysis, we used three
sets of factors to ex-
plain spending on pre-
scription drugs among
the retired population:
demographic character-
istics, insurance cover-
age and health status.
Our analysis showed
that average prescrip-
tion drug spending rises
with age, then falls for
seniors 80 years of age
and older.  We also
found that Medicaid
beneficiaries are in
poorer health than se-
niors without prescrip-
tion drug coverage.  The
MBCS data show that
in health status, income
and demographics, the
uninsured are more like

the privately insured than they are like Medicaid
beneficiaries.

Furthermore, in 1998:
■ About 89 percent of Medicare beneficiaries had

some spending on prescription drugs, averaging
$1,002 per beneficiary.

■ Medicaid beneficiaries had the highest per capita
spending, $1,216, followed by beneficiaries with
private coverage, who averaged $1,066.

■ Those without coverage spent an average of $813.
[See Figure I.]

FIGURE    I

Seniors’ Average Spending
by Insurance Coverage

(1998)

Source: Medicare Current Beneficiary Survey (1998).
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Medicaid beneficiaries’ average spending was ex-
ceeded by that of seniors who could not perform some
daily activities or had difficulty doing so.  This group
spends an average of $1,359 on prescription drugs, 71
percent more than the average spent by those who
reported some or little difficulty with daily activities.

How Much Would Prescription Drug Benefits
Increase Spending on Drugs?  The drug plans
proposed by the U.S. House of Representatives and
the Senate are less generous than many employer-
based plans and Medicaid.  However, individuals who
currently lack coverage likely would spend more.
Seniors who already have
coverage would spend about
the same as they do now.
Employer-sponsored plans
would probably act as
supplements to the new drug
benefit, so that the employ-
ees’ overall coverage would
remain at the pre-reform
amount.  A Medicare-based
prescription drug plan would
shift expenses from Medic-
aid to Medicare, but overall
coverage for Medicaid pa-
tients probably would be un-
affected.  Thus if overall
coverage rates and levels
remained the same after re-
form, neither Medicaid ben-
eficiaries nor most private
plan participants would have an incentive to change
their spending.  Seniors not currently covered who
bought into the new program would have an incentive
to increase their spending, given that the direct cost to
them would fall.

The amount by which spending would increase
depends on the proportion of the uninsured that pur-
chased the insurance and their subsequent demand.
Assuming they changed their consumption behavior to
resemble that of seniors who have private coverage:
■ Total spending on prescription drugs would rise 5

percent to 7 percent, assuming 75 to 100 percent,
respectively, of those who do not currently have
prescription drug coverage purchased the new
coverage.

■ The CBO projects total spending on seniors’ drugs
of roughly $1.8 trillion over the 2004-2013 period; if
a prescription drug benefit were in place over that
period, drug spending would likely increase by $90
billion to $126 billion.

■ Of the $400 billion taxpayers will spend on Medi-
care prescription drug benefits over the next 10
years, 6 to 7 percent will buy new drugs for seniors;
the rest is a transfer from taxpayers that will
replace existing spending by insurers and seniors.
In October 2002, the CBO estimated that increased
demand for drugs would account for 4 to 10 percent

of costs under several drug
benefit proposals.  [See Fig-
ure II.]

Note that our figures may
overstate increased drug
spending, given that the typi-
cal private plan provides
more generous coverage
than the proposed plans.
However, given our assump-
tions, the estimates provide
an indication of the upper
limit on the increase in over-
all spending.

Conclusion.  The 30 per-
cent of Medicare benefi-
ciaries who do not have pre-
scription drug coverage
would increase their spend-

ing if a drug benefit were added.  Their spending would
rise approximately 28 percent.  However, spending by
beneficiaries who currently have coverage would be
unlikely to change unless their coverage were less
generous than the proposed legislation.  As a conse-
quence, overall spending would increase only 5 per-
cent to 7 percent with a prescription drug benefit.
Most of Medicare’s spending on prescription drugs
would shift costs from Medicaid to Medicare and from
seniors and third-party payers to taxpayers.

Andrew J. Rettenmaier is Executive Associate
Director of the Private Enterprise Research Center
at Texas A&M University and a senior fellow with
the National Center for Policy Analysis.  Zijun
Wang is an associate research scientist at PERC.

FIGURE    II

New Medicare Prescription Drug Benefit

Source: Authors’ estimates.
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