Running the Numbers
A Periodic Feature to Inform North Carolina Health Care Professionals
About Current Topics in Health Statistics

Aging and Cost of Health Care
in North Carolina
Health care spending accounts for 17.8% of the
US gross domestic product (GDP) and is projected
to increase to 19.9% by 2025 [1]. Spending a large
portion of the GDP is not, in and of itself, bad. Health
care spending creates jobs for providers, hospitals,
the pharmaceutical industry, insurers, and others.
However, the cost of that spending is borne by consumers; employers; taxpayers; and local, state, and
federal government. The North Carolina Chamber,
for example, has identified both the unpredictable
costs and the high costs of health care as one of
the most important issues to their members. This
has led to the initiative known as the Roadmap to
Value Driven Health [2]. The United States spends
far more on health care per capita and as a portion of our GDP than any other developed country.
Despite this expense, the United States has the
worst outcomes by most measures [3].
The rate of increase in health care spending
compared to the GDP is driven mainly by 3 factors:
an increase in health care costs over time, which
outpace the rate of inflation; changes in consumer
and provider habits, which lead to increased consumption; and an aging population. This “Running
the Numbers” column focuses on the contribution
of aging to the increasing cost of health care.
It is widely acknowledged that the United States
has an aging population in what some have termed
the “Silver Tsunami.” Those born in 1946–1964,
known as the Baby Boomers, are aging into the 65
and over demographic. Since 2010, the 65 and over
population in North Carolina has grown from 1.24
million to 1.62 million residents in 2017, an increase
of 30% in just 7 years. Over the next 20 years,
the 65 and over population in North Carolina is
expected to increase by another 1 million, growing
to 2.64 million in 2037; this represents an increase
of 63% over the current population. The 85 and
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over population is expected to grow even faster,
rising from 181,000 in 2017 to just over 381,000 in
2037, a 112% increase [4].
Individuals aged 65 and over consume more
health care resources than younger people, with
care for the “oldest-old” (85+) costing, on average,
twice as much as health care for the “young-old”
(65–84) [5]. Care for older North Carolinians is
primarily paid for by Medicare, a federal insurance
program for those over 65. Consumers bear a large
share of the cost of care, with some Medicare beneficiaries paying 20% of the cost of services. Most
Medicare beneficiaries (86%) are covered by supplemental coverage, such as Medicare Advantage
plans, Medigap plans, employer plans, or Medicaid
[6]. Employers bear significant health care costs
for those over 65 by way of retirement health insurance programs typically purchased as supplemental Medicare plans or Medicare Advantage plans.
For low-income seniors, Medicaid, a joint state
and federal insurance program, pays for much of
the health care costs for seniors living at or below
100% of the federal poverty level. In 2015, 14% of
North Carolinians aged 65 and over were Medicaid
beneficiaries. Among nursing home residents, 62%
were Medicaid beneficiaries, and Medicaid paid for
39% of the cost of nursing home care [7].
This analysis uses current health care costs
compiled by the Centers for Medicare & Medicaid
Services [5] and demographic estimates from
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the North Carolina Office of State Budget and
Management [4] and applies future growth models
to predict the cost of health care for the 65 and over
populations in North Carolina for the next 20 years.
Figure 1 shows observed and projected total personal health care expenditures for North Carolina
seniors aged 65 and older from 2002 to 2037. In
2012, the cost of health care for state residents aged
65 and over was $25 billion. Holding costs constant
to 2012 but adjusting for growth in the 65 and
over population suggests total costs will grow to
$50 billion in 2037, representing an increase of
$25 billion or 100%. Using the per capita growth
rate in the cost of care from 2010–2012 and projecting to 2037 results in a total projected cost of
care for the 65 and over population of $69 billion,
or an increase of nearly 180%. Population aging
alone is projected to double the cost of health care
for the 65 and over population by 2037; continued
cost increases suggest total costs may nearly triple
[4, 5]. These increases will be borne by local, state,
and federal government, as well as employers and
individuals.
The components of increases in cost may also
be important for future planning. Understanding
the distribution of services and attempting to
redistribute services (from institutions to homes,

for example), may be one part of future efforts
to control cost. Important drivers of health care
cost for the 65 and over population include home
health, nursing homes, and assisted living. Lower
cost services that are currently utilized at low rates
include hospice and adult day services. Table 1
shows the number of individuals using those services in North Carolina in 2016 and the average
cost per user. The payer also varies by service
and may be important for state budget planning.
Medicaid is the predominant payer for skilled nursing facilities and represents 39% of payments to
nursing homes (combined state and federal dollars) [7]. Most of the cost of nursing home care is
paid for by individuals, sometimes with help from
long-term care insurance policies. The current federal match (FMAP) for North Carolina Medicaid is
68% [8]. In contrast, Medicare is the predominant
payer for home health and hospice; increases in
cost associated with those service lines are critical
for Medicare planning, but they are less important
for state budget planning.
Figure 2 shows the increase in cost by service
line for home health, hospice, nursing home, and
assisted living. This figure adjusts for projected
increases in the cost of services for the over 65
population by 3.6% annually, the average medical

figure 1.

Total Personal Health Care Expenditures, North Carolina Ages 65+, 2002–2037

Source. North Carolina Office of State Budget and Management [4] and Centers for Medicare & Medicaid Services [5].
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table 1.

Users and Costs for Common Service Lines, 65 and over, 2016
Service line
Adult day services
Home health
Hospice
Nursing home
Assisted living

Individual users (2016)
3,168
141,533
44,217
32,371
26,211

Average cost per user
$13,780
$41,184
$10,591
$82,125
$39,000

Total cost (2016)
$44 million
$5.8 billion
$468 million
$2.7 billion
$1.0 billion

Source. Individual users estimated by applying North Carolina-specific service utilization rates (CMS 2014) to estimated population
(NC OSBM) [4,5]. Apart from hospice costs (CMS 2015), average costs per user were obtained from Genworth. Total costs were obtained
by multiplying total users by the average cost per user.

care consumer price index for the last 20 years [9].
The cost for home health is projected to increase
from $6 billion in 2017 to $20 billion in 2037. The
cost for nursing home care is projected to increase
from 2.7 billion in 2017 to 9.1 billion in 2037 [9].
Projecting the increasing cost of health care
associated with an aging demographic is critical
for several reasons. When the medical care consumer price index outpaces economic growth,
the cost of health care increases as a percent of
the GDP. With aging residents, health care utilization of most types will increase even more rapidly as a portion of the GDP and the gross state

product. The responsibility for these services will
fall to local, state, and federal government, as
well as families and employers. At the same time
that Baby Boomers age, prime working-age (and
tax paying) adults who support programs such
as Medicare and Medicaid will be declining as a
share of the population: in 2017, adults aged 25–64
were 51.9% of state population, a share that is projected to decrease to 49.5% by 2037 [4]. This is
because—after the baby boom—the United States
experienced a rapid decline in the birth rate (sometimes called the baby bust), resulting in the relative
decrease in working age adults.

figure 2.

Drivers of Cost by Service Line, 65 and Over

Source. ForecastChart [9].
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Total Medicaid spending for those aged 65 and
over in North Carolina in 2014 was nearly $2.2 billion (state share of $0.7 billion) [10]. If Medicaid
spending on the 65 and over population grows at
the same rate as the rest of health care spending,
the over 65 population will cost the Medicaid program over $6 billion in 2037. North Carolina should
expect the state share to be almost $2 billion, or
almost triple the current cost [4]. Nursing home
care accounted for nearly half of North Carolina
Medicaid expenditures on the 65 and over population in 2014, with Medicaid spending just over
$1 billion in nursing home care ($1.07 billion) [7].
The state paid for 32% of that cost, or $344 million in 2017 [8]. If Medicaid continues to cover
39% of nursing home care expenditures and current demographic and cost estimates are accurate,
Medicaid will pay over $3.5 billion in nursing home
costs by 2037. In 2037, the state share of nursing
home payments would be $1.1 billion, more than
triple the current cost [4].
We anticipate the cost of health care to go up
as we age. On average, older people have more
chronic health conditions, take more prescription medicines, spend more days per year in the
hospital, and are more likely to have cancer [11].
The increasing cost of care that exceeds the rate
of inflation has been an underlying problem, with
health care increasing as a portion of the GDP.
However, the aging of the Baby Boomers will
almost certainly exacerbate these trends over the
next 20 years or more. Nursing home care will be
the largest driver in the increased cost of Medicaid
and the cost to the state budget. Home health care,
though expensive, is more often borne by Medicare
and consumers. Palliative care and adult day services are much less expensive and, for appropriate
clients, can support ongoing care and end-of-life
care in the home at far lower costs.
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