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Medicare and Medicaid in the Federal Budget
• After record surpluses set in 2000, the federal government ended FY 2004 

with a deficit of $413 billion.
– Largest factors driving the deficit are tax cuts, slower economy and increased 

government spending for the war in Iraq and war on terrorism

• CBO’s “baseline” projections show that surpluses will return by 2012;
however, projections adjusted to account for the extension of tax cuts, 
AMT Reform and the war in Iraq show large and growing deficits over the 
next 10 years.

• Health programs will face growing pressures.
– Federal level – pressure to cut the deficit and extend tax policies
– State level – slow recovery of state revenues, health programs growing faster

than other programs

• The debate about health programs and entitlement programs could be 
framed by any proposals in the President’s budget submission or the 
budget resolution

Figure 1

After record surpluses in 2000, the federal budget deficit 
was $413 billion or -3.6 percent of GDP in 2004
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Surplus/Deficit Projections
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Projections that account for the extension of the tax 
cuts generate large deficits over the next decade
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Figure 3

The federal income tax rate is the 
lowest on record
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Medicaid and Medicare represented 19 
percent of total federal outlays in 2004

Net Interest
7%

Medicare
12%

Social 
Security

21%Defense 
Discretionary

19%

Nondefense 
Discretionary

18%

Other
16%

Medicaid and 
SCHIP

7%

Total Outlays= $2.3 trillion

SOURCE: CBO, Baseline Budget Outlook, January 2005.

Figure 5

Medicare and Medicaid: A Federal Perspective

Medicare and Medicaid will increase faster 
than Social Security over the next decade
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Entitlement programs will increase as a 
share of GDP over the next 10 years, but the 
impact will be more significant in later years

Social 
Security

Medicare

Medicaid

0%

2%

4%

6%

8%

10%

12%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Percent of GDP

4.2%

2.7%

1.5%

2.0%

3.9%

4.5%

SOURCE: CBO, Baseline Budget Outlook, January 2005.

Figure 7

Medicare’s Hospital Insurance Trust Fund 
spending will exceed income beginning in 2010
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Medicare’s Hospital Insurance Trust Fund is 
projected to be exhausted by 2019
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Figure 9

Medicare spending per enrollee has grown at 
a slower pace, on average, than private 

health insurance spending 
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The Medicare population is growing rapidly, while 
the number of workers per beneficiary is declining

79

62

47

19

40
34

20

1966 1970 1990 2000 2010 2020 2030

SOURCE: 2004 Annual Report of the Board of Trustees of the Federal Hospital 
Insurance Trust Fund

Millions of beneficiaries 

3.9

2.4

2.9

3.7

2003 2010 2020 2030

Number of workers 
per beneficiary 

Figure 11



7

Medicaid represented 17 percent of State 
General Fund Expenditures in 2003
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Total State General Fund Spending = $499 billion

Figure 12
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State revenues dropped dramatically in 2002 
and are now recovering slowly

State Tax Revenue 1997 - 2004
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Medicaid and Medicare Per Enrollee Spending 
Grew Slower than Private Health Insurance 

Spending between 2000 and 2003
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Budget Schedule

SOURCES: Congressional Budget Act of 1974, as 
amended; Oleszek, Congressional Procedures and the 
Policy Process, 2001

President’s Budget
Submitted to Congress
First Monday in February

Congressional Budget Resolution
Resolution considered by House/Senate and 
negotiated in conference

Option: Instructions to committees to 
make changes in tax policy and 
entitlement laws (“reconciliation”)

Discretionary spending allocated 
to the Appropriations committees

Annual Appropriations

House and Senate Appropriations committees 
sub-allocate spending among 13 subcommittees
Bills considered by House/Senate and negotiated 
in conference
Bills signed by the President

Budget Reconciliation

Senate Finance, House Energy & Commerce, House Ways 
& Means, and other committees report changes to 
House/Senate budget committees 
Changes compiled into one bill
Bill considered by House/Senate and negotiated in 
conference
Bill signed by the President

Start of Fiscal Year 
October 1

Figure 17

Future Policy Issues

• Changing demographics, including the aging of the baby 
boom generation and increased life expectancy for the elderly, 
are driving the long-term spending projections of mandatory 
programs such as Social Security, Medicare and Medicaid.

• Medicare and Medicaid costs will also be affected by growing 
health care costs.

• Mandatory programs are expected to increase but ability to 
afford these programs depends on policy decisions that affect 
overall revenue and tax policies and spending levels across 
government programs.

Figure 18

The Budget Cycle


