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Grace Hwang and Joyce Shin (formerly of CBO) analyzed Medicare 
spending for this presentation. Ravza Aykan, Austin Barselau, 
Michael Cohen, Alexander Gniewecki, Jared Maeda, and 
Sarah Sajewski contributed to the analysis.

All years referred to in this presentation are federal fiscal years, 
which run from October 1 to September 30 and are designated by 
the calendar year in which they end.

The information in this presentation is preliminary and is being 
circulated to stimulate discussion and critical comment as 
developmental work for analysis for Congress.
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Federal Debt Increases in Every Year of the Projection Period

In CBO’s February 2026 
long-term budget 
projections, federal debt 
rises to 175 percent of 
gross domestic product 
(GDP) in 2056, driven by 
sustained primary deficits 
and increasing net interest 
costs. The primary deficit 
is 2.2 percent of GDP that 
year, and the total deficit 
(the primary deficit plus 
net outlays for interest) is 
9.1 percent of GDP.
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Increased Spending on the Major Health Care Programs and 
Net Interest Costs Drive the Growth in Federal Outlays 
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Data source: Congressional Budget Office. 

Premium tax credits subsidize the purchase of health insurance through the marketplaces established under the Affordable Care Act (ACA). Related spending is spending to subsidize 
health insurance provided through the Basic Health Program and to stabilize premiums for health insurance purchased by individuals and small employers.

CHIP = The Children’s Health Insurance Program.

Medicare Spending Accounts for Most of the Projected Growth 
in Spending on the Major Health Care Programs

Over the next 30 years, 
growth in spending 
on Medicare is projected 
to account for more than 
90 percent of the increase 
in spending on the 
major health care 
programs. That growth is 
driven by an aging 
population and rising 
health care costs.
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Such projections depend on estimates of the age distribution and growth in the number of 
beneficiaries, growth in potential GDP per person, and additional cost growth—the amount 
by which the growth rate of nominal health care spending per person (adjusted to remove 
the effects of demographic changes) exceeds the growth rate of potential GDP per person.  

To develop its projections, CBO adapts the Factors Contributing to Growth model used by 
the Office of the Actuary at the Centers for Medicare & Medicaid Services and 
incorporates its own parameter estimates based on historical data.

Two key parameters drive CBO’s estimates of additional cost growth:

▪ Income-Technology Elasticity. The marginal increase in demand for health 
care, including the adoption and diffusion of new medical technologies in response 
to growth in real income.

▪ Price Elasticity. The marginal increase in demand for health care attributable to a 
change in price.

CBO’s Long-Term Projections of Health Care Spending Depend 
on Several Factors



6

Part A covers inpatient hospital care, post-acute care, and hospice; Part B covers doctor’s visits, 
outpatient care, physician-administered drugs, and durable medical equipment; and Part D 
covers retail prescription drugs. 

Benefits from Parts A and B are accessed through two channels:

▪ Medicare’s fee-for-service (FFS) program, in which the government administers benefits 
and pays health care providers for services on the basis of administratively set payment 
rates; and

▪ Medicare Advantage (often referred to as Part C), in which private insurers administer 
benefits and the government pays the insurers capitated payments (a predetermined 
amount paid monthly per patient).

Part D benefits are only offered through private insurers, to which the government makes 
capitated payments. Part D coverage is often added to (or “bundled” with) Medicare Advantage. 

The Three Principal Parts of Medicare Reflect How Benefits 
Are Grouped
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To develop those 10-year projections, CBO separately projects spending on FFS 
(Parts A and B), Medicare Advantage, and Part D.

To project FFS spending, CBO develops projections by service category and 
aggregates them.

Spending projections are mainly driven by estimates of annual changes in

▪ Enrollment, 

▪ Prices, and

▪ Real (price-adjusted) spending per beneficiary.

CBO’s 10-Year Baseline Projections of Medicare Spending 
Are Based on Projections of the Program’s Various Parts
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CBO considers historical growth rates of enrollment, prices, and real spending 
per beneficiary.

Key questions:

▪ How much of the growth in Medicare spending since 2000 is attributable to 
changes in enrollment, prices, and real spending per beneficiary?

▪ How has the growth of those components changed over time and in 
different parts of the Medicare program?

To Project Medicare Spending, CBO Considers Historical Growth 
Rates of Three Key Components 
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CBO Decomposed the Annual Growth Rate of Medicare Spending 
Into Three Components

ൗ𝑌𝑡
𝑌𝑡−1

= ൗ𝑃𝑡
𝑃𝑡−1

× ൗ𝐸𝑡
𝐸𝑡−1

× ൗ𝑅𝑡
𝑅𝑡−1

Thus, the annual growth rate ( ൗ𝑌𝑡
𝑌𝑡−1

) equals the change in prices ( ൗ𝑃𝑡
𝑃𝑡−1

) multiplied 
by the change in enrollment ( ൗ𝐸𝑡

𝐸𝑡−1
) multiplied by the change in real spending per 

beneficiary ( ൗ𝑅𝑡
𝑅𝑡−1

).
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Taking the logarithm of the multiplicative growth rate compositions yields an exact, additive
decomposition of the growth rate between year t-1 and year t:

ln( ൗ𝑌𝑡
𝑌𝑡−1

) = ln( ൗ𝑃𝑡
𝑃𝑡−1

) + ln( ൗ𝐸𝑡
𝐸𝑡−1

) + ln( ൗ𝑅𝑡
𝑅𝑡−1

)

Each factor's share of the total growth of the logarithm determines how much of the change in 
spending (measured in dollars) is attributed to it:

𝑆𝑝 =
ln( ൗ

𝑃𝑡
𝑃𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

𝑆𝐸 =
ln( ൗ

𝐸𝑡
𝐸𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

𝑆𝑅 =
ln( ൗ

𝑅𝑡
𝑅𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∆𝑌𝑝 =
ln( ൗ

𝑃𝑡
𝑃𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1) ∆𝑌𝐸 =
ln( ൗ

𝐸𝑡
𝐸𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1) ∆𝑌𝑅 =
ln( ൗ

𝑅𝑡
𝑅𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1)

By construction, 𝑆𝑝 + 𝑆𝐸 + 𝑆𝑅 = 1, so ∆𝑌𝑝 + ∆𝑌𝐸 + ∆𝑌𝑅 = 𝑌𝑡 − 𝑌𝑡−1.

To calculate each factor's cumulative dollar contribution over a multiyear period (from 2001 to 
2005, for example), the annual dollar contributions are summed for all years, t , within the period.

Annual Growth Rates Were Converted to Dollar Contributions
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Data sources: For 2000 to 2024, an analysis of data in reports from the Boards of Trustees of the Medicare Trust Funds (for Parts A, B, and C) and CBO’s custom database of 
baseline budget projections and published historical amounts (for Part D). For 2025 to 2036, data derive from CBO’s February 2026 baseline budget projections. 

Medicare Advantage (Part C) accounts for all spending on private Medicare plans within Medicare.

Medicare Spending Increased Rapidly From 2000 to 2024 and 
Is Projected to Continue to Increase 

From 2000 to 2024, 
Medicare spending grew 
from $220 billion to 
more than $1 trillion—an 
increase of $822 billion.

Over that period, rapid 
growth in Medicare 
Advantage shifted the 
composition of Medicare 
spending away from 
FFS and towards 
Medicare Advantage.

In CBO’s projections, 
Medicare spending 
increases to $2.4 trillion 
in 2036.
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Drivers of Spending on Medicare
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For FFS Parts A and B (except Part B drugs), price growth is estimated using administratively set annual updates to payment rates for each service category, including productivity 
adjustments. For FFS Part B drugs and Part D, price growth is estimated using the consumer price index for prescription drugs. For Medicare Advantage, price growth is estimated 
using the weighted average of FFS payment rate updates using shares of FFS spending by service category as weights for services that are applicable to Medicare Advantage.

From 2000 to 2024, Increases in Enrollment, Prices, and Real 
Spending per Beneficiary Drove Growth in Medicare Spending

From 2000 to 2024, real 
spending per beneficiary, 
enrollment, and prices 
contributed roughly equal 
amounts to overall 
growth in Medicare 
spending. But the 
relative importance of 
those factors varied over 
time and in different 
parts of the program.

Increase in 

Medicare spending 

(billions of dollars)

Share of total 

growth 

(percent)

Total 832.7 100

Increase attributable to 

change in:

Real spending per 

     beneficiary                                       252.4 30.3

Enrollment 308.6 37.1

Prices 271.7 32.6
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The Contributions of Factors Driving the Increase in 
Medicare Spending Varied Over Time

From 2011 to 2020, the 
dominant source of growth 
in Medicare spending was 
an increase in enrollment 
driven by aging baby 
boomers.

The contribution of price 
growth remained relatively 
stable over time.

From 2001 to 2024, the 
variation in real spending 
per beneficiary was a key 
driver of variation in 
Medicare spending.
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Drivers of Spending on the 
Medicare Fee-for-Service (FFS) Program
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Growth in Medicare FFS Spending Decreased From 
2001 to 2020 but Increased From 2021 to 2024

The contribution of real 
spending per beneficiary 
to growth in Medicare 
spending decreased 
substantially from 2001 
to 2020, even turning 
negative from 2011 to 
2015.

From 2021 to 2024, the 
contribution of such 
spending to growth in 
Medicare spending 
increased. Reductions in 
Medicare FFS 
enrollment roughly offset 
that increase.
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In the Mid-2000s, Growth in Real Spending per Beneficiary 
Began to Slow

Growth in real 
spending per 
beneficiary was 
negative from 2012 to 
2017 but then turned 
positive, except in 
2020.

Whether the recent 
increase in the growth 
rate is temporary or 
indicative of a longer-
term trend is unclear.
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a. Change in spending attributable to shifts in the age and sex composition of the Medicare FFS population.

b. In this figure, the change in real spending per beneficiary after accounting for changes in sequestration and demographics.

c. Change in spending attributable to across-the-board adjustments to Medicare payments that are mandated by federal budget rules.

The Contribution of Real Spending per Beneficiary to Growth in 
Medicare Spending Remained Consistently Higher in Part B FFS 
Than in Part A FFS
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Technological change and shifts in the delivery of care:

▪ Migration from inpatient to outpatient care. 

▪ Growth in physician-administered Part B drugs (driven in part by the expansion of high-cost 
oncology and specialty biologics). 

Provider incentives and market structure:

▪ Higher payments for services delivered in hospitals’ outpatient departments relative to 
payments for services delivered in physicians’ offices.

▪ Vertical integration.

Payment design:

▪ ACA-era productivity adjustments.

▪ Part B drug payment rules (the average sales price plus 6 percent).

Several Factors May Explain the Changing Patterns of Growth in  
Real Spending per Beneficiary in Medicare FFS
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Drivers of Spending on the 
Medicare Advantage Program



21Medicare Advantage (Part C) accounts for all spending on private Medicare plans within Medicare.

Medicare Advantage Accounts for a Growing Share of 
Medicare Spending and Enrollment
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Data source: Congressional Budget Office. 

In this figure, the year 2000 is used as the base year for calculating price-adjusted spending. The figure reflects total spending on FFS (Parts A and B) and Medicare Advantage (Part 
C) divided by the number of enrollees in FFS (Parts A and B) and Medicare Advantage, respectively. The spending totals are not adjusted to reflect the relative health of Medicare 
Advantage beneficiaries compared with that of FFS beneficiaries or differences in the two programs’ benefits. Medicare Advantage (Part C) accounts for all spending on private 
Medicare plans within Medicare.

From 2020 to 2024, There Was a Consistent Gap Between Real 
Spending per Beneficiary for Medicare Advantage and for FFS
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Supplemental benefits and lower cost sharing in Medicare Advantage:

▪ Supplemental benefits, such as vision and dental coverage, make Medicare 
Advantage plans attractive to beneficiaries.

▪ Medicare Advantage plans often offer lower cost sharing than Medicare FFS.

▪ Higher payments to Medicare Advantage plans help finance those additional benefits.

Potential reasons for higher Medicare Advantage payments:

▪ Coding intensity,

▪ Favorable selection, and 

▪ County benchmarks and quality bonuses.

Several Factors Probably Contributed to the Rapid Growth in 
Medicare Advantage Spending and Enrollment
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Enrollment in Medicare Advantage influences average spending on FFS:

▪ The use of utilization management tools and prior authorization in Medicare Advantage 
plans may influence patterns of providers’ practices in FFS.

▪ Beneficiaries’ self-selection into Medicare Advantage may change the health profile of 
the beneficiaries who remain in FFS and affect growth in FFS spending per beneficiary.

FFS spending patterns also influence spending on Medicare Advantage:

▪ In Medicare Advantage, payment benchmarks are based on local FFS spending, which 
creates a direct link between growth in FFS spending and Medicare Advantage 
payments.
 

▪ Medicare Advantage payments are adjusted for health risks using information from 
FFS beneficiaries. Changes in the compositions of the Medicare Advantage and FFS 
populations may affect the accuracy of those adjustments.

Interactions Between Medicare Advantage and FFS Increasingly 
Shape CBO’s Projections of Medicare Spending
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Drivers of Spending on
Medicare Part D
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Data source: Congressional Budget Office.

Net federal spending on Part D equals benefits (payments to plans, retirees’ drug subsidies, low-income subsidy payments) minus offsetting receipts (premiums deducted from Social 
Security payments and “clawback” payments from states). Total net spending on Part D equals total spending at pharmacies minus rebates, post-sale payments from pharmacies, and 
manufacturers’ discounts.

The Growth Rate of Spending per Beneficiary in Medicare Part D 
Has Increased in Recent Years
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For more information, see Congressional Budget Office, “A Call for New Research in the Area of Spending on Medicare Part D,” CBO Blog (November 21, 2025), 
www.cbo.gov/publication/61824.  

Demand increased in response to the cap on out-of-pocket spending that was 
enacted in the 2022 reconciliation act (Public Law 117-169). The cap went into 
effect in 2024 and was reduced to $2,000 in 2025.

The Centers for Medicare & Medicaid Services revised its estimate of overhead 
costs for Part D insurers in 2026—from 6.5 to 11.4 percent of net benefit costs. 
Such higher costs could reflect less competition among plans, instability from 
potential tariffs, or other factors.

Administrative actions have constrained growth in the premiums charged to Part D 
enrollees, which may reduce the incentives for insurers to limit growth in the bids 
they submit.

Changes in the Part D Program Have Contributed to 
the Recent Growth in Part D Spending

http://www.cbo.gov/publication/61824
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For more information, see Congressional Budget Office, Prescription Drugs: Spending, Use, and Prices (January 2022), www.cbo.gov/publication/57050. And see IQVIA Institute for 
Human Data Science, The Use of Medicines in the U.S. 2024: Usage and Spending Trends and Outlook to 2028 (April 2024), https://tinyurl.com/4m788hv7, and Understanding the 
Use of Medicines in the U.S. 2025: Evolving Standards of Care, Patient Access, and Spending (April 2025), https://tinyurl.com/ycyasffs.

In 2024, growth in spending on prescription drugs accelerated in the 
United States.

Some of that faster growth was attributable to a combination of older drugs’ 
being approved for additional uses and newer drugs’ being introduced to 
treat conditions such as cancer and diabetes.

Although the generic dispensing rate increased from 75 percent in 2009 to 
90 percent in 2018, it has since hovered in the range of 90 to 92 percent.

Marketwide Factors Have Also Contributed to the 
Recent Growth in Part D Spending 

http://www.cbo.gov/publication/57050
https://tinyurl.com/4m788hv7
https://tinyurl.com/ycyasffs
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Sources of Uncertainty 
About CBO’s Baseline Projections 

of Medicare Spending
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Spending on FFS (Parts A and B):

▪ Spending per beneficiary and enrollment in the FFS program were higher in 2025 
than CBO expected. As a result, the agency increased its projection of outlays for 
the program through 2035 by $0.5 trillion.
 

▪ Has the slowdown in spending per beneficiary observed during the 2010s ended? 

Spending on Medicare Advantage:

▪ Enrollment in Medicare Advantage was lower in 2025 than CBO expected, 
whereas bid amounts for Medicare Advantage plans were higher than expected. 
Because of those differences and a variety of other factors, CBO reduced its 
projection of outlays for Medicare Advantage through 2035 by $0.1 trillion. 

▪ How will market dynamics and coding trends affect future enrollment growth?

Historical Patterns Highlight Important Sources of Uncertainty 
About CBO’s Baseline Projections of Medicare Spending



31

Spending on Medicare Part D:

▪ Bids in the Part D program reflect the expectation that per-enrollee costs would 
grow by 35 percent in 2026, whereas CBO projected that costs would increase 
by 5 percent. As a result, CBO increased its projection of spending on Part D 
through 2035 by $0.6 trillion.

▪ Will bids amounts for Part D plans continue to grow faster than historical 
averages?

Historical Patterns in Part D Spending Also Highlight 
Uncertainty About CBO’s Baseline Projections
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Appendix: Methodology
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Decomposing Annual Growth in Medicare Spending

CBO decomposes the annual growth rate of Medicare spending into three 
components: 

ൗ𝑌𝑡
𝑌𝑡−1

 =  ൗ𝑃𝑡
𝑃𝑡−1

 ×  ൗ𝐸𝑡
𝐸𝑡−1

  ×  ൗ𝑅𝑡
𝑅𝑡−1

 

Thus, the annual growth rate ( ൗ𝑌𝑡
𝑌𝑡−1

) equals change in prices ( ൗ𝑃𝑡
𝑃𝑡−1

) 

multiplied by change in enrollment ( ൗ𝐸𝑡
𝐸𝑡−1

) multiplied by change in real 
spending per beneficiary ( ൗ𝑅𝑡

𝑅𝑡−1
).
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Growth in Prices

Growth in prices ( ൗ𝑃𝑡
𝑃𝑡−1

): 

For FFS Parts A and B (except Part B drugs), price growth is estimated using 
administratively set annual updates to payment rates for each service category, 
including productivity adjustments. 

For FFS Part B drugs and Part D, price growth is estimated using the consumer price 
index for prescription drugs. 

For Medicare Advantage, price growth is estimated using the weighted average of FFS 
payment rate updates using shares of FFS spending by service category as weights for 
services that are applicable to Medicare Advantage.

Prices can be interpreted as a medical-service-specific measure of inflation (that is, how 
payment rates for a given set of services evolve over time).
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Growth in enrollment ( ൗ𝐸𝑡
𝐸𝑡−1

): Annual percent change in the number of enrollees in 
FFS (Parts A and B) or Medicare Advantage. 

Growth in real spending per beneficiary ( ൗ𝑅𝑡
𝑅𝑡−1

): Annual percentage change in per-
beneficiary spending that cannot be explained by price growth. In other words, it is 
the residual growth remaining after accounting for changes in prices and enrollment.

Growth in real spending per beneficiary reflects factors such as changes in the 
volume and intensity of services per beneficiary.

Growth in Enrollment and Real Spending per Beneficiary
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Within FFS spending, real spending per beneficiary (𝑅𝑡) can be broken down 
into three factors:

ൗ𝑅𝑡
𝑅𝑡−1

 = ൗ𝑆𝑡
𝑆𝑡−1

× ൗ𝐷𝑡
𝐷𝑡−1

× ൗ
𝑅𝑡

∗

𝑅𝑡−1
∗

Sequestration ( ൗ𝑆𝑡
𝑆𝑡−1

 ): An across-the-board adjustment to Medicare payments 
that is mandated by federal budget rules.

Change in demographics ( ൗ𝐷𝑡
𝐷𝑡−1

 ): The annual percentage change in spending 
attributable to shifts in the age and sex composition of the Medicare FFS 
population.

Growth in real spending per beneficiary* ( ൗ
𝑅𝑡

∗

𝑅𝑡−1
∗  ): The annual percentage change 

in spending per beneficiary after accounting for the change in prices, the change 
in demographics, and sequestration.

Further Decomposing Real Spending per Beneficiary (Rt)
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The resulting five-component decomposition is as follows:

ൗ𝑌𝑡
𝑌𝑡−1

 =  ൗ𝑃𝑡
𝑃𝑡−1

 ×  ൗ𝐸𝑡
𝐸𝑡−1

  ×  ( ൗ𝑆𝑡
𝑆𝑡−1

× ൗ𝐷𝑡
𝐷𝑡−1

× ൗ
𝑅𝑡

∗

𝑅𝑡−1
∗ )

The five-component decomposition is applied to spending on FFS Parts 
A and B (from 2001 to 2024). As shown on Slide 18, each stacked bar 
separately identifies how much of a period's spending growth is driven 
by a change in prices, enrollment, sequestration, demographics, 
and real spending per beneficiary.*

The Five-Component Decomposition
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Taking the logarithm of the multiplicative growth rate compositions yields 
an exact, additive decomposition of the growth rate between year t-1 and year t:

ln( ൗ𝑌𝑡
𝑌𝑡−1

) =  ln( ൗ𝑃𝑡
𝑃𝑡−1

) + ln( ൗ𝐸𝑡
𝐸𝑡−1

) + ln( ൗ𝑅𝑡
𝑅𝑡−1

) 

Each factor's share of the total growth of the logarithm determines how much of 
the change in spending (measured in dollars) is attributed to it:

𝑆𝑝 =
ln( ൗ

𝑃𝑡
𝑃𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

       𝑆𝐸 =
ln( ൗ

𝐸𝑡
𝐸𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)
 𝑆𝑅 =

ln( ൗ
𝑅𝑡

𝑅𝑡−1
)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)
 

∆𝑌𝑝 =
ln( ൗ

𝑃𝑡
𝑃𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1)     ∆𝑌𝐸 =
ln( ൗ

𝐸𝑡
𝐸𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1)    ∆𝑌𝑅 =
ln( ൗ

𝑅𝑡
𝑅𝑡−1

)

ln( ൗ
𝑌𝑡

𝑌𝑡−1
)

∙ (𝑌𝑡 − 𝑌𝑡−1)

By construction, 𝑆𝑝 + 𝑆𝐸  + 𝑆𝑅 = 1, so ∆𝑌𝑝 + ∆𝑌𝐸  + ∆𝑌𝑅 = 𝑌𝑡 − 𝑌𝑡−1.

Converting Growth Rates to Dollar Contributions
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To calculate each factor's cumulative dollar contribution over a 
multiyear period (from 2001 to 2005, for example), the annual dollar 
contributions are summed for all years, t , within the period.

Converting Growth Rates to Dollar Contributions (Cont.)
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