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Introduction

Most people think of Medicare — not Medicaid — when
considering government health care for older Ameri-
cans. However, Medicaid, the program that covers
the medical expenses of the poor, spends over $132
billion a year — 20 percent of its budget — on individu-
als ages 65 and over. Elderly beneficiaries include
both those with low incomes throughout their retire-
ment and those who become “medically needy” — that
is, satisfy Medicaid’s means tests after incurring high
health care expenses.

This brief summarizes the nature and amount of
Medicaid spending on Americans ages 65+ — that is,
the population already receiving benefits under Medi-
care — documents how it has changed over time, and
examines projections of future levels of spending and
the implications for both government budgets and the
well-being of older households.

The discussion proceeds as follows. The first sec-
tion describes the origins and evolution of Medicaid
and compares its beneficiaries to those covered by
Medicare. The second section describes the pathways
through which older Americans can access Med-
icaid benefits. The third section speculates about
the future of Medicaid and the benefits available to
older Americans going forward. The final section
concludes that Medicaid is a crucial component of

the nation’s health care system providing significant
benefits for low- and middle-income elders, but
government projections suggest that Medicaid outlays
may not keep pace with the increasing long-term care
needs of an aging population.

A Brief History of Medicaid

Medicaid was enacted in 1965 as part of the same
law that created Medicare. While Medicare covers all
persons 65 and older and people who receive federal
disability insurance, Medicaid was designed to help
low-income families who historically could not afford
private health insurance and to provide long-term
care services for the elderly poor. In 2023, Medicare
and Medicaid spending together accounted for 39 per-
cent of the nation’s total outlays for health care (see
Figure 1 on the next page).

Medicaid is financed jointly by the federal govern-
ment and the states. The federal government guar-
antees matching dollars without a cap for qualified
services, based on a state’s income level. That is, the
federal government provides higher reimbursement
rates to states with lower per capita incomes, with the
range varying from a floor of 50 percent to a ceiling of
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FIGURE 1. MEDICAID EXPENDITURES AS A PERCENTAGE
oF ToTAL NATIONAL HEAITH EXPENDITURES, 2023
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Source: Centers for Medicare and Medicaid Services, Na-
tional Health Expenditure Accounts (NHEA) (2023).

83 percent.! Historically the federal government has
paid for 60 percent of total Medicaid costs, albeit this
share spiked temporarily to 70 percent in 2022 due to

legislation enacted during the pandemic (see Figure 2).

FIGURE 2. SHARE OF MEDICAID PAID BY STATES AND
FEDERAL GOVERNMENT, 1987-2023
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State participation in Medicaid is voluntary, but to
qualify for matching funds states must follow broad
federal rules for benefits and coverage. (By 1980, all
states had opted in.) Medicaid coverage was histori-
cally tied to receipt of cash assistance — either through
the former Aid to Families with Dependent Chil-
dren (AFDC) program or the Supplemental Security
Income (SSI) program, which provides benefits to
children and adults with disabilities and to those ages
65 and over.?2 Over time, Congress expanded federal
minimum requirements for state participation and
provided new coverage requirements and options
for states, especially for children, pregnant women,
and people with disabilities. In addition, states often
provide coverage that exceeds the minimum levels set
by Congress or federal rules.?

Moreover, in 2010, the Affordable Care Act
expanded Medicaid to include non-elderly adults
without dependent children, who had traditionally
been excluded from coverage, with incomes up to
138 percent of the federal poverty line ($20,780 for
an individual in 2024). While the Medicaid expan-
sion was effectively optional, as of 2024, 41 states and
Washington, DC have opted in. These states receive a
higher federal match rate for those covered under this
expanded eligibility option.

Finally, COVID-19 also had a big effect on Medic-
aid spending and enrollment. At the start of the pan-
demic, Congress required Medicaid programs to keep
people continuously enrolled — rather than requiring
reenrollment (generally annually) — in exchange for
enhanced federal funding. As a result, enrollment
grew substantially between 2019 and 2023. These
provisions started to unwind in April 2023, which has
reduced the Medicaid rolls by 13 million from the
pandemic peak.*

As a result of the expansion of the groups covered
and rising health care costs, Medicaid expenditures
have now grown to 3.1 percent of GDP, but growth
has slowed since the 2010s. Medicaid expenditures
are now well below Medicare expenditures, which be-
gan to rise sharply as the Baby Boom started to retire
(see Figure 3 on the next page).
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FIGURE 3. MEDICARE AND MEDICAID EXPENDITURES AS
A PERCENTAGE oF Gross DoMEsTIC PRODUCT, 1970-2023
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Medicaid for “the Aged”

Medicaid provides benefits for five main groups of
low-income individuals — children, adults (under 65) in
families, adults (under 65) without children included
under the Affordable Care Act (ACA), individuals with
disabilities, and individuals who qualify based on age
(65+). According to the most recent data available —
2021 — the aged 65+ group accounted for 10 percent of
beneficiaries and 20 percent of spending (see Figure 4).

F1GURE 4. COMPOSITION OF MEDICAID ENROLLEES AND
EXPENDITURES, 2021
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Within the Age 65+ group, Medicaid beneficiaries
can be classified as “categorically needy” and “medi-
cally needy.” Most Medicaid beneficiaries are enrolled
through categorically needy programs.®

Categorically Needy

SSI Participants. As noted above, historically, eligi-
bility for Medicaid benefits has been tied to programs
that provide cash benefits to low-income families. In
the case of those 65+, the cash benefits have been
provided by the SSI program. This pathway has
declined in importance over time, however, since the
SSI income and asset requirements have not been
updated in decades. In 2024, the maximum monthly
SSI benefit is $943 per month for an individual and
$1,415 for a couple, which is 75 percent of the federal
poverty level. SSI beneficiaries are also subject to
an asset limit of $2,000 for an individual and $3,000
for a couple. Not surprisingly, the percentage of the
65+ population receiving SSI has dropped from 9.3
percent in 1974 to 3.7 percent in 2024. Currently, SSI
participants account for only 36 percent of Medicaid
65+ beneficiaries (see Figure 5).

FIGURE 5. MEDICAID ELIGIBILITY PATHWAYS FOR
INDIVIDUALS 65+, 2021

—

SsI, \
36% \  Poverty

\ related,
| 44%

|
/
/
/

/,
7

Medically needy,
7%

Special income limit
and other,
13%
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Medicaid and CHIP Payment and Access Commission (2024).

Poverty Related. Fortunately, over 40 percent of
states have elected to expand Medicaid to seniors
whose income exceeds the SSI limit but is below the
federal poverty level. The bulk of these states set the
income limit at 100 percent of the federal poverty line,
the federal maximum for this pathway.
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For both those eligible through SSI and the
poverty-related path, states must offer Medicare Sav-
ings Programs (MSPs) through which low-income
Medicare beneficiaries receive Medicaid assistance
with some or all of their Medicare out-of-pocket costs.
Medicare’s out-of-pocket costs can be high. In 2024,
Medicare Part A, which covers inpatient hospital
services, has an annual deductible of $1,632; Part B,
which covers outpatient services, requires an annual
premium for most beneficiaries of $2,100 as well as a
20-percent co-pay for services. For Medicare benefi-
ciaries with incomes up to the federal poverty line,
Medicaid pays Medicare Parts A and B premiums and
cost-sharing. For those with slightly higher incomes
(100-120 percent of poverty), Medicaid only covers the
premiums. Poverty-related criteria account for the

bulk — 44 percent — of total 65+ Medicaid beneficiaries.

Special Income Rule. Finally, states are allowed to
offer coverage specifically for people who need long-
term services and supports (LTSS), including nursing
home care. One pathway to these benefits — offered
by 42 states — is the “special income rule,” which al-
lows individuals with income up to 300 percent of the
SSI limits to qualify for benefits. About 13 percent of
Medicaid beneficiaries qualify through this pathway.

Medically Needy

Some states also extend Medicaid to “medically
needy” individuals. Recipients must again have
assets below limits that vary by state but, under the
basic rules, are generally similar to the SSI asset
limits. The income test, however, is income net of
out-of-pocket medical expenses. After paying their
medical bills, recipients must have incomes below
their state’s “medically needy income limit,” which
tends to be below the SSI income limit.® Not all states
offer this pathway, and medically needy individuals
account for only 7 percent of Medicaid beneficiaries
ages 65+. Historically, the most common impoverish-
ing expense has been nursing home care. Indeed,
long-term care is very expensive — in 2023, the me-
dian annual costs were $116,800 for a private room in
a nursing home, $64,200 for an assisted living facility,
and $75,500 for home health aides.”

Overlap of Medicare and Medicaid

Of course, virtually all people 65+ have Medicare,
which covers hospital care, physician services, and pre-
scription drugs. Many mistakenly believe that Medi-
care covers long-term care services, which it does not.
One possible source of confusion may be that Medi-
care covers up to 100 days of care in a skilled nurs-
ing facility, after a hospital stay of at least three days.
However, over half of Medicare-covered skilled nurs-
ing facility stays are for 20 days or less, and 90 percent
for 60 days or less.® Similarly, Medicare also covers
some home health care services for up to 21 days and
provides hospice care. Overall, however, most of the
care covered by Medicare is medical, short-term, and
associated with an acute or terminal event.

Medicaid is the primary payer for long-term care,
which includes not only nursing home care but also
personal assistance at home for activities of daily
living, such as eating, bathing, and dressing, and
care provided in assisted living settings. In recent
years, the setting for such care has shifted away from
institutional care in nursing homes and moved toward
home-and-community-based services (HCBS), which
include care provided in people’s homes, adult day
care centers, assisted living arrangements, and group
homes.” The shift reflects the preferences of the ben-
eficiaries and requirements for states to provide servic-
es in the least restrictive setting possible."* It may also
keep fiscal costs in check both by avoiding payment
for the room-and-board component of institutional
care and by increasing reliance on unpaid family care.

To get some idea of the importance of Medicaid to
retirees, Table 1 compares enrollees and expenditures
for those 65+ under both Medicaid and Medicare. In
terms of both metrics, Medicaid accounts for 16-17
percent of the Medicare figure.

TABLE 1. MEDICAID AND MEDICARE ENROLLMENT AND
EXPENDITURES FOR INDIVIDUALS AGES 65+, 2021

Ttem Enrgll.ment Expe.n.ditu.res
(millions) (billions)
Medicaid 9.5 $132.3
Medicare 55.8 809.5
Medicaid/Medicare 17% 16%

Source: Congressional Budget Office, Baseline Projections-
Medicaid (2022).
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Interestingly, while still significant, the share of
Medicaid benefits going to those 65+ has declined
sharply since the inception of the program (see Fig-

FIGURE 7. POPULATION AGES 85+ (IN MILLIONS), 2020-
2035
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FIGURE 6. PERCENTAGE OF MEDICAID ENROLLEES AND

EXPENDITURES ON INDIVIDUALS AGES 65+, 1975-2023 4

40%

—Expenditure 2
\ﬁ/\-/\ Enrolled
30% 0
2020 2025 2030 2035
N Note: Data after 2020 are projected.

20% Q\—\/_/ Sources: U.S. Census Bureau (2023a, 2023b).

10% from 15 to 20 percent of non-interest budget out-
lays — reflecting both the aging of the population and
medical inflation.

0% T T T T T T T T T

1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Note: CMS data are used for 1975-2011; CBO data are used
for 2006-2023.

Sources: Centers for Medicare & Medicaid Services (2013)
and Congressional Budget Office, Baseline Projections-
Medicaid (2007-2024).

Future Medicaid Spending

The more important question is what does future
Medicaid spending look like for those 65+, given the
aging of the U.S. population. Indeed, the number
of people 85+ — a group with substantial needs for
long-term care — is projected to increase from about
7 million today to 11 million in 2035 (see Figure 7).
Will future Medicaid spending reflect this increased
demand for long term-care? And what are the impli-
cations of future Medicaid spending for government
budgets and the well-being of older households?
The Congressional Budget Office projects health
care spending as a percentage of the federal budget
through 2034, which shows that the federal share of
Medicaid is scheduled to hold steady at 10 percent
of non-interest federal spending (see Figure 8). This
projection differs sharply from that for Medicare,
where expenditures over the same period increase

FIGURE 8. MEDICARE AND MEDICAID EXPENDITURES
AS A PERCENTAGE OF NON-INTEREST FEDERAL
EXPENDITURES, 1974-2034
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Looking under the hood provides some insights
into the CBO projections. Total Medicaid enrollment
is projected to decline from 97 million to 85 million,
led by the unwinding of the pandemic-related con-
tinuous enrollment provision, which had temporarily
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increased enrollment. Additionally, lower birth rates
are contributing to fewer child beneficiaries, and the
number of adults — in both the traditional eligibility
categories and those eligible through the ACA — is ex-
pected to decline (see Table 2). The age 65+ category
is the only group where enrollment is projected to
increase, albeit by only 1 million compared to 4 mil-
lion in the 85+ population.

TABLE 2. PROJECTIONS OF MEDICAID ENROLLMENT AND
CosTs, 2023-2034

Enrollment  Cost per enrollee
(millions) 2034/2023

Group % increase

2023 2034 2023 2034/2023
Children 37 32 $2,010 64%
Adults, traditional 23 18 3,310 67
Adults, ACA 20 15 6,630 89
On disability 10 10 18,630 53
Ages 65+ 8 9 14,930 43

Source: Congressional Budget Office, Baseline Projections-
Medicaid (2024).

Turning to costs, the aged and those with dis-
abilities are the two most expensive groups, but the
ones with the smallest increases in average cost. The
slower increase in costs likely reflects both the shift
away from nursing facilities to home-and-community-
based care and the assumption that while health care
costs grow with medical inflation, other long-term
care costs grow in line with wages. Moreover, many
workers providing long-term care have less medi-
cal education and provide more hands-on services
than medical professionals. Conversely, the costs for
children and adults are projected to increase sharply,
but their cost level is quite low and, as noted, their
numbers are projected to decline. The bottom line is
that — despite the aging of the population — Medicaid
is not projected to play a larger role in the future than
it does today.

The flipside of fiscal restraint may be unmet
needs or a larger burden on families. As shown in
Figure 9, while Medicaid is the major payer for paid
care, it covers only 22 percent of the hours required
to care for those 65+ over their lifetimes. The more
common source of support is unpaid informal care
provided by family members — primarily spouses and

F1GURE 9. PERCENTAGE OF TOTAL CAREGIVING HOURS
PROVIDED TO INDIVIDUALS AGES 65+, BY SOURCE
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Source: Belbase, Chen, and Munnell (2021).

children. Going forward, declines in fertility and the
rise in divorce will diminish the supply of informal
caregivers." And, the share of retirees with extended
family or other community support systems has been
declining for three decades.’” Without expanded sup-
port from Medicaid, the end result will be that many
will have care needs that simply go unmet.

Conclusion

Medicaid is the nation’s publicly financed health and
long-term care program for low-income people. It
was originally established to provide benefits to those
receiving cash assistance or “welfare.” Over the years,
however, Congress and the states have expanded
Medicaid to reach a broad array of uninsured Ameri-
cans living near or below the poverty level. Medicaid
is financed jointly by state and local governments.
The federal government sets some basic require-
ments, but states have the flexibility to design their
own versions of Medicaid within the federal statute’s
basic framework. Spending on Medicaid has grown
significantly over time as a percentage of GDP and as
a percentage of federal and state budgets.
Surprisingly, Medicaid is very important for older
Americans. Although most people over 65 have
Medicare, it does not provide long-term care services
and supports, only limited home health care and
post-acute care in a skilled nursing facility after a
hospital stay. Moreover, Medicare itself is expensive
with significant premiums and deductibles. Low-
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income older people require support for both these
needs. At this point, those 65+ account for 10 percent
of Medicaid enrollees and 20 percent of Medicaid
expenditures.

With the projected growth in the oldest old — those
85+ — the demand for long-term care services will
increase. Budget projections, however, suggest that
Medicaid is unlikely to expand beyond its current
role. How will the increased demand be addressed —
more care from family or unmet needs?

Endnotes

1 In FY 2025, the matching rates range from 50 per-
cent to 77 percent. See KFF (2024).

2 In 1996, legislation replaced AFDC with Temporary
Aid to Needy Families (TANF) and severed the link
between Medicaid eligibility and cash assistance for
children, pregnant women, and low-income parents.

3 Burns et al. (2024).
4 Tolbert and Corallo (2024).

5 For more details on categorically needy pathways,
see Burns et. al. (2024).

6 In 2024, the minimum monthly income is $504

— 40 percent of poverty. This provision applies to an
individual’s income minus expenses during a specific
“budget period,” which varies by state from one to six
months. When determining eligibility for a married
individual, Medicaid has spousal impoverishment
rules to protect the spouse living in the community.
For example, the spouse’s income is excluded and the
spouse may also receive a minimum monthly mainte-
nance allowance from the couple’s resources.

7 Genworth Financial (2023).
8 Komisar (2013).

9 For all beneficiaries qualifying as categorically
needy, nursing facilities are a mandatory benefit,
while most home-and-community-based services are
not required by statute.

10 The requirements stem from the U.S. Supreme
Court’s Olmstead decision in 1999, which ruled that —
under the Americans with Disability Act — states must
provide community-based services for people with
disabilities when appropriate, rather than requiring
that the care take place in institutions (Olmstead v.
L.C. 1999).

11 See, for example, Wettstein and Zulkarnain (2019)
and Brown and Wright (2017).

12 U.S. Congress Joint Economic Committee (2019).
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