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E X E C U T I V E  S U M M A R Y  
 
UPDATED MODELING: This report updates earlier modeling by EBRI on the level of savings needed for health care 
expenses in retirement.  Some prior estimates have been significantly revised down as a result of changes to Medicare 
Part D cost sharing that will be phased in by 2020 due to recently enacted health reform.  However, the research 
indicates that retirees will continue to need a substantial amount of savings to cover their health care expenses in 
retirement, and that uncertainty related to health care use, prescription drug use, and longevity will still play a major 
role in planning for retiree health care.  

As before, EBRI’s research shows that women will need significantly higher levels of savings than men, due to their 
greater longevity. Results are shown by the desired level of probability (50, 75, and 90 percent) of having enough 
savings to cover health costs in retirement. 

SAVINGS TO SUPPLEMENT MEDICARE WITH MEDIGAP AND PART D: EBRI finds that a man with median drug 
expenditures would need $65,000 in savings and a woman would need $93,000 if they want an average (50 percent) 
chance of having enough money to cover health care expenses in retirement.  For a higher (90 percent) chance of 
having enough, a man would need $124,000 and a woman $152,000.  A couple both with median drug expenses would 
need $158,000 for a 50 percent chance of having enough money, and $271,000 for a 90 percent chance.  At the 
highest (90th percentile) level of drug spending, a man would need $187,000 and a woman $213,000 to have a 90 per-
cent chance of having enough money to cover health care expenses in retirement. 

SAVINGS TO SUPPLEMENT MEDICARE WITH SUBSIDIZED EMPLOYMENT-BASED COVERAGE: A 65-year-old man 
retiring in 2010 with retiree health benefits from a former employer will need $66,000 to have a 50 percent chance of 
having enough savings to cover health care expenses in retirement; for a 90 percent chance, he would need $125,000.  
Women would need $88,000 and $143,000, respectively. Few employers continue to provide subsidized retiree health 
coverage. 

SAVINGS TO SUPPLEMENT MEDICARE WITH EMPLOYMENT-BASED COVERAGE WITHOUT SUBSIDY: Retirees who have 
employment-based retiree health benefits to supplement Medicare and whose former employer does not subsidize 
premiums will need to save more money than retirees whose premiums are subsidized.  A man without subsidized 
premiums would need $109,000 in savings to cover health care costs in retirement if he wants a 50 percent chance of 
having enough money to cover health care expenses in retirement, while a woman would need $146,000.  To have a 
90 chance of having enough savings to cover health care costs in retirement, a man would need $211,000 and a 
woman would need $242,000 if the benefit is through a former employer and not subsidized.   

WIDE VARIATION IN MEDIGAP PREMIUMS AFFECTS SAVINGS TARGETS: There is wide variation in Medigap 
premiums. The average premium was $1,479 for Plan F in 2010, but Connecticut had the highest average premium for 
Plan F at $2,493. Indiana has the higher premium variation, with at least one plan offering Plan F at a premium of 
$14,604.   
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Introduction 
The percentage of private-sector establishments offering health benefits to early retirees (younger than age 65) fell 
from 11.3 percent in 1997 to 6.2 percent in 2009.1  As a result, the eligibility rate for retiree health benefits from a 
former employer has been declining.  In 1988, about one-third of workers ages 46–64 reported that they would be 
eligible for employment-based health benefits to supplement Medicare upon retirement (Fronstin, 1996).  However, by 
2005, only about 23 percent of Medicare beneficiaries had these benefits (Fronstin, Salisbury, and VanDerhei, 2008).   
It is important that both workers and retirees understand their responsibility for these costs and the associated risks, 
during both their working and retirement years.   

In 2007, Medicare covered 64 percent of the cost of health care services for Medicare beneficiaries age 65 and older, 
while out-of-pocket spending accounted for 14 percent (Figure 1).  One of the risks associated with retirement is 
predicting the cost of health care.  Relevant for retirement planning is the fact that during the 33-year period from 
1975–2008, growth in Medicare costs outpaced growth in the economy by 2.5 percent,2 resulting in cost increases in 
the mid-single digits.  However, most retirees have been experiencing larger cost increases.  During 2003–2008, 
Medicare Part B premiums increased 10 percent on average, with increases of more than 13 percent in 2003 and 2005, 
and a 17.4 percent increase in 2004. During 2009, Part B premiums were unchanged, but they jumped 14.6 percent in 
2010.  They are projected to increase 8.7 percent in 2011, but then decrease 5.2 percent in 2012.  Thereafter, through 
2019, Part B premium increases are expected to average 4.2 percent.3   

Medicare, 64%

Out-of-pocket, 14%

Private Insurance, 11%

VA, 3%

Medicaid, 2%

Other Private, 3%
Tricare, 1%

Other Public, 1%

Figure 1
Source of Payment for Incurred Health Care Expenses, 

Noninstitutionalized Population of Medicare Beneficiaries 
Age 65 and Older, 2007

Source: EBRI estimates of the 2007 Medical Expenditure Panel Survey.

 
 
The average annual premium increases projected under current law may grossly understate actual premium increases 
and thus the amount of money retirees will need for Part B premiums in retirement.  Under current law, Medicare 
updates to physician payment rates are scheduled to decline 23 percent on Dec. 1, 2010, an additional 6.5 percent in 
January 2011, and 2.9 percent in 2012.4  Although a physician payment reduction of –4.8 percent took effect in 2002, 
during 2003–2009 other scheduled reductions in physician rates of at least 5 percent were blocked by Congress, 
responding to pressure from physicians.  It is expected that Congress will continue to override future expected cuts in 
physician payments,5 which will have the effect of increasing Part B premiums above the existing law’s estimates.   
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Individuals can expect to pay even more in premiums and out-of-pocket for health care services in retirement because 
of the deteriorating financial condition of the Medicare program.  The Part A trust fund is expected to become insolvent 
in 2028 or 2029, under intermediate cost assumptions.6  In order to address the funding shortfall, the Medicare trustees 
indicate that the payroll tax would need to be increased immediately from 2.9 percent to 3.56 percent if the funding 
shortfall is to be paid by workers and employers.  If the funding shortfall is to be paid by Medicare beneficiaries, an 
immediate 15 percent reduction in government spending on the Part A portion of the program would be necessary.  
Given the magnitude of the changes needed to address the Part A trust fund funding shortfall, it is likely that future 
retirees will have to pay more for health care services. 

Variation in Medigap premiums may also make it difficult for individuals to save an appropriate amount of money for 
health care expenses in retirement.  Medigap plans are standardized, which means a Medicare beneficiary purchasing 
Medigap Plan F in one state will have the same exact coverage as a Medicare beneficiary purchasing Medigap Plan F in 
a different state.  However, premiums for Medigap Plan F vary considerably by state.  In 2010, the average premium 
across the U.S. in metropolitan statistical areas was about $1,500, and it ranged by state from $1,350 to $2,500,7 a 
wide variation that cannot be accounted for by any difference in the comprehensiveness of the coverage.8  Wide 
variation was also found in premiums within states. 

Another risk associated with retirement is predicting longevity.  It has been estimated that the average husband and 
wife will need about $250,000 in savings to cover what is not covered by Medicare.9  However, individuals cannot 
simply assume to be average: 50 percent of men turning age 65 in 2010 will live to age 81, and 50 percent of women 
will live to age 84.  Furthermore, 25 percent can be expected to live until ages 87 and 90, respectively, and 1 in 10 men 
can expect to live until 91, while 1 in 10 women can expect to live to 95.10    

Ultimately, the real issue retirees face in planning for health care expenses in retirement is uncertainty.  The remaining 
number of years an individual will live is uncertain.  Health care costs and increases in those costs are uncertain.  
Inflation and interest rates are uncertain.  And health status is uncertain.  As workers and retirees become increasingly 
responsible for planning for retirement, the risk of uncertainty will make retirement planning increasingly complicated. 

This report examines the uncertainty related to saving for health care expenses in retirement.  The research presented 
here builds on past research by examining the randomness of longevity and investment risk as well as the uncertainty 
of future health care cost increases.  It updates data presented in the June 2009 EBRI Notes (Fronstin, Salisbury, and 
VanDerhei, 2009).  Some of the prior estimates have been significantly revised down as a result of changes to Medicare 
Part D cost sharing that will be phased in by 2020.  However, the estimates provided in this report suggest that retirees 
will continue to need a substantial amount of savings to cover their health care expenses in retirement—and 
uncertainty related to health care use and longevity will still play a major role in planning for health care once they are 
retired. 

Modeling Technique 
Determining how much money an individual or couple needs in retirement to cover health care expenses is a 
complicated process.  The amount of money a person needs will depend on, among other factors: 

 The age at which he or she retires. 

 Length of life after retirement. 

 The availability of health insurance coverage after retirement to supplement Medicare and the source of that 
coverage. 

 Health status and out-of-pocket expenses. 

 The rate at which health care costs will increase. 

 And interest rates and other rates of return on investments.   
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The Medicare Program 

Medicare is the federal health care insurance program for the elderly and disabled. Medicare was created in 1965 as 
part of President Johnson’s Great Society program, and helps pay the medical bills of nearly all Americans over age 65 
as well as those receiving disability benefits or those with serious kidney problems. As a result, a higher percentage of 
senior citizens have health insurance than any other age group in American society.11 

Medicare is divided into three parts: 

 Part A basically pays for inpatient hospital care. It is funded by taxes paid by current employers and employees 
and is automatically made available to eligible Americans. 

 Part B covers outpatient services including physician visits. Those eligible have the option of participating by 
paying a monthly premium. This covers approximately one-quarter of the program’s annual cost. The government 
uses general revenues to pay the remainder of the bill. 

 Part D pays for non-hospital prescription drugs. It is funded by beneficiary premiums, transfer payments from the 
federal treasury, and transfers from state governments. Premiums are to cover one-quarter of Part D costs. 

In addition, there are two major types of plans that individuals can use to supplement Medicare: 

 Because Medicare does not pay for all costs, many individuals purchase personal Medigap policies to provide 
insurance for uncovered health care services. Several different types of Medigap polices are available, with 
standardized national coverage by plan type. 

 Medicare Advantage Plans are health plan options that are part of the Medicare program. If you join one of 
these plans, you generally get all your Medicare-covered health care through that plan. This coverage can include 
prescription drug coverage. Medicare Advantage Plans include Medicare health maintenance organizations (HMOs), 
preferred provider organizations (PPOs), private fee-for-service plans, and Medicare special needs plans.  To join a 
Medicare Advantage Plan, an individual must have Medicare Part A and Part B.12 

 

 
 
In addition, public policy that changes any of the above factors will also affect spending on health care in retirement.  
While it is possible to come up with a single number that individuals can use to set retirement savings goals, a single 
number based on averages will be wrong for the vast majority of the population. 

This analysis uses a Monte Carlo simulation model13 to estimate the amount of savings needed to cover health 
insurance premiums and out-of-pocket health care expenses in retirement.  Separate estimates are presented for 
persons who supplement Medicare with 1) employment-based retiree health benefits, and 2) a combination of 
individual health insurance through Plan F Medigap coverage and Medicare Part D for outpatient prescription drug 
coverage.  For each source of supplemental coverage, the model simulated 65,000 observations allowing for the 
uncertainty related to individual mortality and rates of return on assets in retirement,14 and computed the present value 
of the savings needed to cover health insurance premiums and out-of-pocket expenses in retirement at age 65.  These 
observations were used to determine asset targets for having adequate savings to cover retiree health costs 50 per-
cent, 75 percent, and 90 percent of the time.  Estimates are also jointly presented for a stylized couple both of whom 
are assumed to retire simultaneously at age 65. 
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These probability ranges are provided because there are varying chances that individuals will “succeed” at having 
enough money for health care in retirement: 

 The 50th percentile represents the savings needed if the individual’s goal is to have a 50–50 chance that he or 
she will have enough money saved to cover health insurance premiums and health care expenses in retirement.   

 An individual who wants to have a 75 percent chance of having enough savings in retirement to cover premiums 
and other expenses would need to have the amount of money shown for the 75th percentile.   

 And for a 90 percent chance of having enough money to cover health insurance premiums and out-of-pocket 
expenses in retirement, he or she will need to have saved the amount of money shown for the 90th percentile. 

Although the median (mid-point) amount needed for a couple is approximately the same as the sum of the amounts 
needed for each individual spouse at the median, the same is not true at the larger percentiles.  Due to the benefits of 
pooling available with even two people, the 75th percentile total needed for a couple is less than the sum of the 75th 
percentiles for the male and female separately.  The difference between the 90th percentile for a couple and the sum of 
the 90th percentiles for a single male and a single female are even more pronounced. 

 

Retirees Without Employment-Based Retiree Health Benefits 
Figure 2 contains the savings estimates for a person who purchases Medigap Plan F and Medicare Part D outpatient 
drug benefits to supplement Medicare.  As discussed above, there will be uncertainty related to a number of variables, 
such as health care costs, longevity, and interest rates.  Among persons with Medicare Part D, there is also the 
uncertainty related to health status and prescription drug use.  Projections of savings needed to cover out-of-pocket 
expenses for prescription drugs are highly dependent on the assumptions used for drug utilization.  There are three 
columns of estimates in Figure 2: one where prescription drug use is at the median throughout retirement, one where 
prescription drug use is higher (at the 75th percentile throughout retirement), and one where prescription drug use is 
much higher (at the 90th percentile throughout retirement). 

Separate estimates are presented for men and women.  Because women have longer life expectancies than men, they 
will generally need larger savings than men to cover health insurance premiums and health care expenses in retirement 
when examining needed savings at the median and at the 75th and 90th percentiles. In other words, women will need 
greater initial savings than men when both set a goal—for example, of having a 90 percent chance of having enough 
money to cover health expenses in retirement. 

 Median Drug Expenses: According to Figure 2, a man with median drug expenditures would need $65,000 
in savings and a woman would need $93,000 if each has a goal of having a 50 percent chance of having enough money 
saved to cover health care expenses in retirement.  If an individual instead wanted a 90 percent chance of having 
enough savings, $124,000 would be needed for a man, and $152,000 would be needed for a woman.14 

A couple both with median drug expenses would need $158,000 to have a 50 percent change of having enough money 
to cover health care expenses in retirement.  They would need $218,000 to have a 75 percent chance of covering their 
expenses, and $271,000 to have a 90 percent chance of covering their expenses. 

 75th Percentile in Drug Expenses: Among individuals with drug expenditures at the 75th percentile, needed 
savings would be $79,000 for a man and $105,000 for a woman if each wanted a 50 percent chance of having enough 
savings to cover health care expenses in retirement.  A man would need $151,000 and a woman $173,000 to have a  
90 percent chance of having enough savings.   

 90th Percentile in Drug Expenses: At the 90th percentile in drug spending, a man would need $187,000 and 
a woman would need $213,000 to have a 90 percent chance of having enough money to cover health care expenses in 
retirement. 
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Impact of PPACA 

It is important to note that the Patient Protection and Affordable Care Act of 2010 (PPACA) had an impact on reducing 
the needed savings as compared with EBRI’s prior estimates.  Prior to PPACA, individuals with Medicare Part D would 
be responsible for 100 percent of the costs of prescription drugs in the “doughnut hole.”15  PPACA phases coinsurance 
down to 25 percent through 2020, resulting in lower out-of-pocket spending for individuals with relatively high drug 
utilization. 

The savings estimates for persons with median drug expenses fell 20−30 percent.  Most of this decline can be 
attributed to the re-benchmarking of the Medigap Plan F premium, as individuals with median drug expenses will not be 
incurring expenses in the doughnut hole.  In contrast, estimated needed savings to cover premiums and out-of-pocket 
expenses for an individual in the 90th percentile of drug utilization declined 40−50 percent.  For instance, a man who 
wants to have a 90 percent chance of having enough money to cover his health care expenses in retirement, with drug 
utilization in the 90th percentile, saw his needed savings decline from $378,000 to $187,000.  The reduction in needed 
savings can be attributed both to the reduction of coinsurance in the doughnut hole and the re-benchmarking of the 
Medigap Plan F premium. 

 

Savings Needed for Health Care Expenses in Retirement: The Case of Employment-
Based Retiree Health Benefits 
Figure 3 provides estimates of savings needed to pay for health insurance premiums, Medicare Part B premiums, and 
out-of-pocket health care costs during retirement for a person with employment-based retiree health benefits as a 
supplement to Medicare.  The amounts that a married couple will need are also shown.  As mentioned above, about    
23 percent of Medicare beneficiaries had retiree health benefits through a former employer as a supplement to 
Medicare in 2005 (Fronstin, Salisbury, and VanDerhei, 2008).    

Figure 3 contains two columns of estimates: one assumes that the employer subsidizes a portion of the premium, and 
the other assumes that the retiree is responsible for paying the entire premium.  Prior research has found that, when 
employers provide a subsidy, retirees are responsible for about 40 percent of the premium;16 however, it is becoming 
more common for employers to provide “access-only” plans where the retiree pays the entire premium, if any retiree 
health benefit is provided at all.   

This model uses predicted excess cost growth in Medicare plus per-capita growth in the economy to predict health care 
premium increases.  It also assumes that at age 65 an individual spends nearly $900 out-of-pocket annually on health 
costs and that this amount grows at the same rate as premiums grow.   

Figure 3 shows that a 65-year-old man retiring in 2010 with retiree health benefits from a former employer and 
premiums subsidized by that former employer will need $66,000 if he is comfortable with a 50 percent chance of having 
enough savings to cover health care expenses in retirement.  In contrast, a man who wants a 90 percent chance of 
having enough money to cover health care expenses in retirement would need $125,000.  Women, because of their 
higher life expectancy, would need savings of $88,000 and $143,000, respectively, or 33 percent more than a man at 
the median and 14 percent more than one at the 90th percentile.  A married couple would need savings of $153,000 at 
the 50th percentile, $212,000 at the 75th percentile, and $262,000 at the 90th percentile. 

Retirees who have employment-based retiree health benefits to supplement Medicare and whose former employer does 
not subsidize premiums—an increasingly common situation—will need to save more money than retirees whose 
premiums are subsidized.  A man without subsidized premiums would need $109,000 in savings to cover health care 
costs in retirement if he wants a 50 percent chance of having enough money to cover health care expenses in 
retirement, while a woman would need $146,000.  To have a 90 chance of having enough savings to cover health care 
costs in retirement, a man would need $211,000 and a woman would need $242,000 if the benefit is through a former 
employer and not subsidized.  A couple with unsubsidized retiree health benefits will need $256,000 at the 50th 
percentile, $356,000 at the 75th percentile, and $443,000 at the 90th percentile. 
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The 2010 savings target for men and for women range from 2−13 percent lower than the same estimates just one year 
ago for individuals retiring at age 65 in 2009 (Fronstin, Salisbury, VanDerhei, 2009).  The joint estimates for a married 
couple retiring at age 65 in 2010 ranges from 1 percent lower to 7 percent higher than the same number in 2009. The 
declines occurred because of a revision in the 2009 health inflation estimate, reflecting negative economic growth in 
2009. 

Savings Needed for a 65 Year Old in 2010 (Currently Age 55) 

While the estimates in Figures 2 and 3 are useful, individuals who have already reached age 65 generally do not have 
time to save for health care expenses in retirement if they have not already done so.  The general rule of thumb has 
always been the earlier an individual starts saving for retirement, the easier it will be to meet his or her goals.  Previous 
EBRI research has shown that Baby Boomers and Generation X retirees will face a combined shortfall of a $4.55 trillion 
between expected retirement income compared with what they will need to cover basic expenditures and any expense 
associated with an episode of care in a nursing home or from a home health provider (VanDerhei, 2010).  The 
remainder of this section focuses on the amount of money an individual will need to save to cover health insurance 
premiums and out-of-pocket expenses in retirement for a person 55 years old in 2010 who will not retire until age 65 in 
2020. 

Medigap and Medicare Part D 

Figure 4 shows the level of savings required for a 55-year-old retiring at age 65 in 2020 to cover Medigap premiums, 
Medicare Part D premiums, and out-of-pocket prescription drug expenses.  The three columns contain estimates that 
vary with different levels of prescription drug expenses during retirement, as well as different probability levels of 
having enough money to cover out-of-pocket health expenses in retirement. 

According to Figure 4, a man with median drug expenditures would need $109,000 and a woman would need $156,000 
in savings if he or she wants a 50 percent chance of having enough money to cover health care expenses in retirement.  
For a 90 percent chance of having enough savings, a man would need $208,000 while a woman would need $255,000. 

Among individuals with higher drug expenditures (at the 75th percentile level), needed savings would be $132,000 for a 
man and $176,000 for a woman for a 50−50 chance of having enough savings to cover health care expenses in 
retirement.  This same person would need $253,000 (man) and $290,000 (woman) in savings to have a 90 percent 
chance of having enough money for this purpose. 

Men at the highest (90th) percentile of drug spending would need $313,000 and women would need $357,000 to have a 
90 percent chance of having enough money to cover health care expenses in retirement. 

Employment-Based Retiree Health Benefits 

Figure 5 provides estimates of savings needed for health insurance premiums, Medicare Part B premiums, and out-of-
pocket expenses during retirement for a person with employment-based retiree health benefits.  The estimates in this 
figure are for an individual who is 55 years old in 2010 and does not retire until age 65 in 2020.  In column one, 
estimates are presented for a retiree whose premiums are subsidized by his or her former employer.  In the second 
column, estimates are presented based on the assumption that the individual will have access to retiree health benefits 
through a former employer but that the plan is an access-only plan, such that the individual is responsible for paying 
the entire premium. 

Figure 5 shows that, at the median, a 65-year-old man retiring in 2020 will need $111,000 in savings at age 65 to pay 
for his portion of premiums and out-of-pocket expenses each year, and a woman would need $147,000, assuming they 
have subsidized employment-based retiree health benefits.  In contrast, a man retiring in 2020 at the median who pays 
the entire premium for a health benefit through a former employer would need $183,000 in savings, while a woman 
would need $245,000.  If a retiree wants a 90 percent chance of having enough savings to cover health insurance 
premiums and out-of-pocket health care expenses in retirement, a man would need $210,000 and a woman would 
need $240,000 if premiums are subsidized by a former employer, and $354,000 for a man and $406,000 for a woman 



Median Prescription Drug 
Expenses Throughout 

Retirement

75th Percentile of Prescription 
Drug Expenses Throughout 

Retirement

90th Percentile of 
Prescription Drug Expenses 

Throughout Retirement
Men

Median $65,000 $79,000 $100,000
75th Percentile 97,000 118,000 147,000
90th Percentile 124,000 151,000 187,000

Women
Median 93,000 105,000 131,000
75th Percentile 121,000 137,000 170,000
90th Percentile 152,000 173,000 213,000

Married Couple
Median 158,000 184,000 231,000
75th Percentile 218,000 255,000 317,000
90th Percentile 271,000 317,000 391,000

Source: Author simulations based on assumptions described in the text.

Figure 2
Savings Needed for Medigap Premiums, Medicare Part B Premiums, Medicare Part D            

Premiums, and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2010

Employer Subsidizes 
Premiums

No Employer 
Subsidy of Premiums

Men
Median $66,000 $109,000
75th Percentile 98,000 165,000
90th Percentile 125,000 211,000

Women
Median 88,000 146,000
75th Percentile 114,000 192,000

Figure 3
Savings Needed for Employment-Based Health Premiums, 

Medicare Part B Premiums, and Out-of-Pocket            
Costs for Retirement at Age 65 in 2010

Median Prescription Drug 
Expenses Throughout 

Retirement

75th Percentile of Prescription 
Drug Expenses Throughout 

Retirement

90th Percentile of 
Prescription Drug Expenses 

Throughout Retirement
Men

Median $109,000 $132,000 $166,000
75th Percentile 163,000 198,000 246,000
90th Percentile 208,000 253,000 313,000

Women
Median 156,000 176,000 220,000
75th Percentile 203,000 230,000 285,000
90th Percentile 255,000 290,000 357,000

Married Couple
Median 265,000 308,000 387,000
75th Percentile 365,000 427,000 531,000
90th Percentile 454,000 531,000 655,000

Source: Author simulations based on assumptions described in the text.

Savings Needed for Medigap Premiums, Medicare Part B Premiums, Medicare Part D Premiums, 
and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2020

Figure 4

Employer Subsidizes 
Premiums

No Employer 
Subsidy of Premiums

Men
Median $66,000 $109,000
75th Percentile 98,000 165,000
90th Percentile 125,000 211,000

Women
Median 88,000 146,000
75th Percentile 114,000 192,000
90th Percentile 143,000 242,000

Married Couple
Median 153,000 256,000
75th Percentile 212,000 356,000
90th Percentile 262,000 443,000

Figure 3

Source: Author simulations based on assumptions described in the text.

Savings Needed for Employment-Based Health Premiums, 
Medicare Part B Premiums, and Out-of-Pocket            

Costs for Retirement at Age 65 in 2010
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if premiums are not subsidized and the retiree pays the entire premium.  (As mentioned above, employers increasingly 
are moving to access-only plans.)  Married couples would need $742,000 if premiums are not subsidized and they want 
a 90 percent chance of having enough money to cover health insurance premiums and out-of-pocket expenses in 
retirement. 

 

Sensitivity Analysis on Medigap Premiums 
In conducting the research for this report, it was found that there is wide variation in Medigap premiums. These plans 
have been standardized, which means a Medicare beneficiary purchasing Medigap Plan F in one state will have the 
same exact benefits as a Medicare beneficiary purchasing Medigap Plan F in a different state.  The average premium 
was found to be $1,479 for Plan F in 2010.  However, premiums for Plan F vary considerably by state.  For example, in 
2010, the highest average premium for Plan F was found in Connecticut, where it was $2,493. Neighboring New York 
had an average premium of $1,722, and Rhode Island had an average premium of $1,348.   

State averages can mask an even wider variation in premiums that cannot be accounted for by any difference in the 
comprehensiveness of the benefits package.  Even within a state there is often wide variation in the premiums offered 
by different health plans.  Mississippi and New Jersey have the lowest premium variation.  The highest premium is 
about two-thirds higher than the lowest premium in Mississippi and New Jersey.  Indiana has the highest premium 
variation: The highest premium was found to be nearly 12 times as large as the lowest premium.  The lowest premium 
was $1,152, but at least one plan offered Medigap Plan F at a premium of $14,604.  California has the next-highest 
variation, with the highest premium being nearly four times the lowest premium.18  

Figure 6 contains asset targets for having adequate savings to cover retiree health costs 50 percent, 75 percent, and  
90 percent of the time for a person purchasing Medigap Plan F, Medicare Part B, and Medicare Part D.  The scenario in 
the figure assumes median prescription drug expenses.  The first column uses the same average Plan F premium that 
the savings estimates were based on in Figures 2−5.  The middle column uses the lowest premium found, $948 in 
Oregon.  The last column uses the highest premium found, $14,604 in Indiana.   

It was determined that men in Oregon, where the lowest Plan F premium was found, would need 10−20 percent less in 
assets than men paying the average Plan F premium.  Women would need 17−27 percent less, and married couples 
would need 12−24 percent less.  In contrast, men in Indiana, where the highest Plan F premium was found, would 
need 400−450 percent more in assets.  Women would need about 360−425 percent more in assets. And married 
couples would need about 375−450 percent more in joint assets. 

 

Conclusion 
This report provides estimates for savings needed to cover health insurance to supplement Medicare and out-of-pocket 
expenses for health care services in retirement.  It was found that men age 65 in 2010 retiring at age 65 will need 
anywhere from $65,000 to $109,000 in savings to cover health insurance premiums and out-of-pocket expenses in 
retirement if they want a 50–50 chance of being able to have enough money, and $124,000 to $211,000 if they prefer 
a 90 percent chance. Other findings: 

    Men: 

 Men who supplement traditional Medicare with Medigap and Medicare Part D and who have relatively high 
prescription drug expenses will need $100,000 if comfortable with a 50 percent chance of having enough savings; 
to increase their odds to 90 percent, they would need $187,000. 

 Men with subsidized retiree health benefits will need $66,000, if comfortable with a 50 percent chance of having 
enough savings to cover health care expenses in retirement. 

 Those with unsubsidized retiree health benefits who want a 90 percent chance of having enough savings will need 
$211,000. 
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    Women: 

 Women retiring at age 65 in 2010 will need anywhere from $88,000–$146,000 in savings to cover health 
insurance premiums and out-of-pocket expenses in retirement if they are comfortable with a 50 percent chance of 
having enough money, and $143,000–$242,000 if they prefer a 90 percent chance. 

 Women who supplement traditional Medicare with Medigap and Medicare Part D and who have relatively high 
prescription drug expenses will need $131,000 if comfortable with a 50 percent chance of having enough savings, 
while those who prefer a 90 percent chance of having enough savings would need $213,000. 

 Women with subsidized retiree health benefits will need $88,000 if comfortable with a 50 percent chance of 
having enough savings to cover health care expenses in retirement. 

 Women with unsubsidized retiree health benefits who want a 90 percent chance of having enough savings will 
need $242,000. 

Persons currently age 55 will need even greater savings when they turn 65 in 2020.  Needed savings for men range 
from $109,000–$354,000, while needed savings for women range from $147,000–$406,000 depending on their source 
of health insurance coverage to supplement Medicare, any employer subsidies, prescription drug use, and their savings 
goal related to their comfort level with having a 50 percent, 75 percent, or 90 percent chance of having enough savings 
to cover health insurance premiums and out-of-pocket health care expenses in retirement. 

Most workers have always had the responsibility for their health care in retirement.  The fact that seniors had greater 
financial needs but less financial protection than younger workers is one reason leading up to the passage of Medicare 
(Institute of Medicine, 1993).  Nearly 90 percent of Medicare beneficiaries have some form of insurance coverage to 
supplement Medicare Parts A and B.  As employers continue to move away from providing retiree health benefits, more 
of the retirees who have had subsidized employment-based coverage in the past will have to assume for themselves 
the financial risk associated with longevity.  Predicted future erosion in Medicare benefits will exacerbate longevity risk. 

This report’s estimates comparing the savings needed for a person based on a 50 percent chance of having enough 
money to cover health insurance premiums and out-of-pocket health care costs with a 90 percent chance of having 
enough money highlights the impact of longevity and investment risk.  While workers will have a difficult time saving 
enough money to cover health care expenses in retirement whether they live to average life expectancy or beyond, 
many are generally unprepared for both health care expenses in retirement and retirement expenses.  In fact, many 
individuals will need more money than the amounts cited in this report because this analysis does not factor in the 
savings needed to cover long-term care expenses,18 nor does it take into account the fact that many individuals retire 
prior to becoming eligible for Medicare.  However, some workers will need to save less than what is reported if they 
choose to work during retirement and receive health benefits as active workers. 

Finally, issues surrounding retirement income security are certain to become an even greater challenge in the future as 
employers continue to scale back retiree health benefits, and when policymakers begin to realistically address the 
financial shortfall in the Medicare program with solutions that are likely to shift more responsibility for health care costs 
to Medicare beneficiaries. 



Figure 6

Employer Subsidizes 
Premiums

No Employer Subsidy 
of Premiums

Men
Median $111,000 $183,000
75th Percentile 164,000 277,000
90th Percentile 210,000 354,000

Women
Median 147,000 245,000
75th Percentile 191,000 322,000
90th Percentile 240,000 406,000

Married Couple
Median 256,000 429,000
75th Percentile 355,000 597,000
90th Percentile 439,000 742,000

Source: Author simulations based on assumptions described in the text.

Savings Needed for Employment-Based Health 
Premiums, Medicare Part B Premiums, and Out-of-

Pocket Costs for Retirement at Age 65 in 2020

Figure 5

Average Medigap 
Premium

Lowest Medigap 
Premium

Highest Medigap 
Premium

Men

Median $65,000 $55,000 $320,000

75th Percentile 97,000 81,000 486,000

90th Percentile 124,000 113,000 689,000

Women

Median 93,000 73,000 431,000

75th Percentile 121,000 95,000 568,000

90th Percentile 152,000 130,000 794,000

Married Couple

Median 158,000 127,000 751,000

75th Percentile 218,000 176,000 1,054,000

90th Percentile 271,000 243,000 1,483,000

Figure 6
Sensitivity Analysis: Impact of Medigap Premium on Savings Needed for 

Medigap Premiums, Medicare Part B Premiums, Medicare Part D Premiums, and 
Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2010

Source: Author simulations based on assumptions described in the text.
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Endnotes 
                                                     
1 See www.ebri.org/pdf/FFE182.26Oct10.EarlyRets.Final.pdf 

2 See www.cbo.gov/ftpdocs/115xx/doc11579/06-30-LTBO.pdf 

3 Medicare beneficiaries with income below $85,000 who have Part B premiums deducted from their Social Security checks did 
not experience an increase in premiums in 2010 and will not experience one in 2011. In 2010, Social Security benefits did not 
include a cost-of-living adjustment (COLA).  The Social Security Act protects most beneficiaries from having a decrease in their 
Social Security benefits from one year to the next because of an increase in the Part B premium. As a result, most 
beneficiaries who have the Part B premium deducted from their Social Security benefit check continued to pay $96.40 per 
month in 2010 and will continue to do so in 2011.  New Social Security beneficiaries pay the posted Medicare Part B premium. 

4 See www.cms.gov/ReportsTrustFunds/downloads/2010TRAlternativeScenario.pdf 

5 On Dec. 1, 2010, physician payments are scheduled to decline 23 percent.  Further declines are scheduled in 2011 (−6.5 
percent) and 2012 (−2.9 percent). 

6 See www.cms.gov/ReportsTrustFunds/downloads/tr2010.pdf 

7 Premiums were generated from www.aarphealthcare.com/ for a 65-year-old newly eligible for Medicare.   

8 Prior research has found even higher premium variation.  For example, in 2006, the average premium for Plan F was $1,833, 
but ranged from about $700 to nearly $11,000 across the U.S. See www.thestreet.com/story/10308492/thestreetcom-ratings-
medigap-plans-vary-in-price.html 

9 See www.fidelity.com/inside-fidelity/employer-services/fidelity-estimates-couple-retiring-in-2010-will-need-250000-to-cover-
healthcare-costs 

10 In the case of a married couple both currently age 65, the probability that at least one of the spouses will still be alive at 
various ages is even greater.   

11 See Chapter 4 of EBRI’s Fundamentals of Employee Benefit Programs, sixth edition, online at http://bit.ly/bvyECG  

12 More information is available from Medicare at www.medicare.gov/choices/advantage.asp 

13 A technique used to estimate the likely range of outcomes from a complex process by simulating the process under 
randomly selected conditions a large number of times. 

14 Nominal after-tax rates of return were assumed to follow a log-normal distribution with a mean of 1.078 and a standard 
deviation of 0.101.  This provides a median nominal annual return of 7.32 percent.   

15 These estimates are lower than the prior estimates mainly because they include new data on Medigap Plan F premiums.  In 
the prior estimates, data on premiums from 2005 were used and inflated based on trends in health care cost increases.  Since 
the last report, new data on premiums became available for 2010, which allowed re-benchmarking of the Plan F premium, 
resulting in a premium that was lower than it would have otherwise been when inflating the 2005 estimates. 

16 The so-called “donut hole” is a coverage gap in the Medicare Part D prescription drug program. See “coverage gap” on the 
Medicare website at www.medicare.gov/find-a-plan/staticpages/glossary/planfinder-glossary.aspx?let=C 

17 See www.kff.org/medicare/med121306pkg.cfm  

18 Premium ranges for each state were determined using data provided at www.medicare.gov. 

19 See VanDerhei (2006) for estimates of the impact of long-term care expenses on the amounts needed for sufficient 
retirement income at the 50th, 75th, and 90th percentiles.  
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