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Financing Health Care in Retirement:
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OVERVIEW

This Forum session will review projections of health care expenses in retirement
and examine the ability of current and future retirees to finance these expenses.
The outlook for factors that affect financial security in retirement, such as retiree
health benefits, savings rates, and Medicare financing, will be reviewed; the
effectiveness of various savings vehicles, such as health savings accounts, to
meet the challenge of saving for health care expenses in retirement will also be
discussed. A consumer perspective on how current retirees are coping with health
care expenses will be offered.

SESSION
Threats to financial security in retirement have been much in the news
lately. Bankrupt U.S. airlines such as United and U.S. Airways have turned
over their pension obligations to the Pension Benefit Guaranty Corpora-
tion, and other large employers, including IBM, Verizon, and Hewlett-
Packard, have “frozen” their defined benefit pension plans for parts of
their workforce.1 At the same time, employment-based retiree health ben-
efits—another source of financial security in retirement—continue to
erode, particularly for future retirees. Those already retired who have
health care coverage are not immune; a growing number of retirees are
being asked to pick up more of the costs of their care through higher
premiums, deductibles, copayments, and coinsurance.2

Although most of the recent media attention has focused on the impact
of pension changes on workers’ prospects in retirement, current and
future health care costs also threaten financial security in retirement.
Health care costs have consistently risen at rates above inflation, and
premiums for employer-sponsored insurance rose nearly three times
faster than wages in 2005.3 Total health care spending as a percent of
gross domestic product, currently 16 percent, is projected to reach 18.7
percent by 2014.4

Whether retirees can count on government programs to fill in likely gaps
between savings and health care expenses is not clear. Medicare currently
pays about 53 percent of health care costs for beneficiaries age 65 and
over. However, in their 2005 annual report, the trustees of the Social Se-
curity and Medicare trust funds noted that Medicare will be in financial
trouble sooner, and more severely, than Social Security. Assets in the
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Hospital Insurance (HI) Trust Fund will drop below the level of pro-
jected expenditures as early as 2014; the HI Trust Fund is expected to be
exhausted by 2020.5 Moreover, the trustees point out that paying for both
Part B physician services and the new Part D drug benefit “will require
substantial increases over time in both general revenue financing and
premium charges.”6 Taken together, these trends and projections sug-
gest that more and more of the risk for financial security in retirement
will be shifted to workers and retirees.

The impact of rising health care costs on achieving financial security in
retirement is likely to be significant. Researchers at the Employee Ben-
efits Research Institute (EBRI) estimate that (depending on assumptions
about the type of coverage, life expectancy, health care inflation, and rate
of return on savings) individuals retiring in 2014 and living to age 80 or
90 could need as much as $151,000 to $754,000 to cover their health care
expenses such as employer-sponsored insurance or Medigap premiums,
Medicare Part B and D premiums, and out-of-pocket costs.7 It is impor-
tant to note that these figures do not include the costs for long-term nurs-
ing home care, which now average over $70,000 annually.

These projections suggest that financing health care in retirement will
create substantial savings challenges for future retirees. Fidelity Invest-
ments estimates that those “baby boomers” turning 60 in 2006 will have
an average of $112,000 in their 401(k) accounts. In retirement, this cohort
is on track to receive only 60 percent of their pre-retirement income, well
below the 85 percent recommended by the investment firm.8 An analysis
by Hewitt Associates of retirement data from 67 large employers con-
cluded that retirees who want to maintain their pre-retirement spending
patterns will actually need to bring in over 100 percent of their pre-
retirement income, largely due to retiree medical costs.9 And while 66
percent of workers participating in the EBRI Retirement Confidence Sur-
vey believe they will be able to achieve their savings goals by the time
they actually retire, most have not even tried to estimate what they will
need in retirement, and over half say their savings plans are behind sched-
ule.10 The fact that the personal savings rate—a negative 0.7 percent of
disposable income in December 2005—is at a 73-year low does not bode
well for future retirees.11 For many, a savings gap is almost certain.

How will workers save for future health care expenses in retirement?
Health savings accounts (HSAs) authorized under the Medicare Mod-
ernization Act of 2003 might help younger workers build up balances
that could be used in retirement. But their potential benefit for middle-
aged and older workers—who have few years to contribute and who are
most likely to use all or part of the money in their HSAs annually to pay
for out-of-pocket medical expenses—is likely to be negligible.12 Other
funding vehicles, such as retiree medical accounts (RMAs) and volun-
tary employee benefit associations (VEBAs), are not widely available and
have significant drawbacks due to their design.13
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KEY QUESTIONS
■ What is the outlook for employer-sponsored retiree health benefits

in the future? How much will people retiring in the near future be
able to count on these benefits?

■ What is the impact of health care cost inflation on projected income
or savings needs in retirement?

■ Baby boomers  are counting on Medicare to finance a significant
portion of their health care needs in retirement. How would retire-
ment income needs be affected if Medicare financed a slightly smaller
share of health care expenses?

■ How do projections for financial security in retirement change when
long-term care expenses are included? What fraction of future
retirees can amass sufficient savings to deal with expensive long-
term chronic illnesses?

■ How do pre-retirement expectations about health care needs in retire-
ment match the reality? Are retirees needing to return to the labor force
to help pay for health care needs? Will baby boomers need to delay
retirement to help boost their savings for health care expenses?

■ What options do younger workers have for accumulating savings to
meet their health care needs in retirement? What options do middle-
aged and older workers have?

■ The erosion of employer-sponsored retiree health benefits and the
likely gap between savings and health care costs in retirement suggests
that the pressure for Medicare to cover a greater share of these costs
will grow over time. If projected Medicare growth rates are “unsustain-
able,” what are the options for maintaining current benefit levels?

SPEAKERS
Dallas Salisbury, president and chief executive officer of the Employee
Benefit Research Institute (EBRI), will provide an overview of current trends
in employer-sponsored retiree health benefits, illustrate savings needs in
retirement using the EBRI retiree health savings model, and discuss op-
tions for increasing savings for health care needs in retirement. Mr. Salisbury
has written extensively on economic security topics, including 23 books,
and participated on numerous commissions and study panels dealing with
economics and retirement. These include the Secretary of Labor’s ERISA
Advisory Council, the PBGC Advisory Committee, and the U.S. Advisory
Panel on Medicare Education. He currently serves on the Advisory Com-
mittee to the Comptroller General of the United States and on the GAO
Advisory Group on Social Security and Retirement.

Drawing on personal experience, journalist and author Stan Hinden will
discuss the reality of coping with health expenses in retirement. After
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retiring from The Washington Post in 1996, Mr. Hinden wrote the “Retire-
ment Journal” column, which appeared in the Sunday business section
of the Post from 1997 to 2004. He is also the author of the book How to
Retire Happy, now in its second edition.14 During his 23-year career at the
Post, Mr. Hinden wrote about stocks and mutual funds for 12 years. Prior
to joining the Post, Mr. Hinden was the editor of National Journal.

ENDNOTES
1. Mary Williams Walsh, “More Companies Ending Promises for Retirement,” The New
York Times, January 9, 2006, Business Section.

2. Mark Merlis, Background Paper on retiree health benefits, National Health Policy
Forum, forthcoming February 2006.

3. Kaiser Family Foundation/Health Research and Education Trust, “Employer Health
Benefits, 2005 Annual Survey,” Chartpack, chart 1; available at www.kff.org/insurance/
7315/sections/upload/7375.pdf.

4. Centers for Medicare & Medicaid Services, “National Health Care Expenditures Pro-
jections: 2004-1014,” 1; available at www.cms.hhs.gov/NationalHealthExpendData/
downloads/nheprojections2004-2014.pdf.

5. Social Security Administration (SSA), Office of the Actuary, “State of the Social Secu-
rity and Medicare Programs, Summary of the 2005 Annual Reports from the Social
Security and Medicare Boards of Trustees,” updated March 23, 2005, 2; available at
www.ssa.gov/OACT/TRSUM/trsummary.html.

6. SSA, “State of the Social Security and Medicare Programs,” 1.

7. Paul Fronstin and Dallas Salisbury, “Health Care Expenses in Retirement and the Use
of Health Savings Account,” Issue Brief No. 271, Employee Benefit Research Institute,
July 2004, 28; available at www.ebri.org/pdf/briefspdf/0704ib1.pdf.

8. Fidelity Investments, “Fidelity Investments Reports Boomers Turning 60 This Year Sur-
passed the $100,000 Mark in Average 401(K) Account Balance,” News Release, January 25,
2006; available at http://content.members.fidelity.com/Inside_Fidelity/fullStory/
1,,6506,00.html.

9. Hewitt Associates LLC, “Total Retirement Income at Large Companies: The Real Deal,”
Research Highlights, 2005, November 2005.

10. “How to Increase Worker Savings? 401(k)s Provide Ideas,” EBRI News, April 5, 2005, 2.

11. Joi Preciphs, “Consumers Spent More in December as Savings Fell,” Wall Street Journal,
January 31, 2006, A2.

12. Fronstin and Salisbury, “Health Care Expenses in Retirement,” 14.

13. Paul Fronstin and Paul Yakoboski, “Options and Alternatives to Fund Retiree Health
Care Expenditures” TIAA-CREF Institute Policy Brief, July 2005, Page 2; available at
www.tiaa-crefinstitute.org/research/policy/docs/pol070105.pdf.

14. Stan Hinden, How to Retire Happy: Everything You Need to Know About the 12 Most
Important Decisions You Must Make Before You Retire, ed. 2, (New York: McGraw-Hill, 2005).



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


