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Executive Summary

For decades, health care spending in New Hampsag@utpaced overall economic growth — a
trend projected to continue into the future. Thas baused no small amount of concern for
legislators trying to balance state budgets anthbas owners managing their bottom lines.
Prices and utilization are two obvious driversto$tgrowth: Put simply, health care is getting
more expensive, and people are receiving more oares often.

But there is a less obvious factor behind thisdrexs well: New Hampshire’s aging population,
which will play a major role in shaping health capending in coming decades. By the year
2020, the state’s shift towards an older populatwihreach a peak. And by 2030, nearly half a
million Granite Staters will be over the age of-6& so-called “silver tsunami,” representing
almost one-third of the population.

Health care use varies by age and gender, andvasddmpshire’s demographics shift, the
health care demands of the state’s populationrefiiéct those changes. This analysis by the
Center is an attempt to understand this phenomandtelp policymakers, businesses and
health-care providers plan for its implications.

At the heart of this analysis is a projection cdliie care spending by the major payers
(Medicaid, Medicare and private insurance) thatleauattributed solely to the aging of the state
population. We also explore how an older populati@y impact the state’s workforce and the
state budget. An aging population will likely plagew financial pressures on Medicaid, a shift
that will have a big impact on future state budgetvever, many other areas of state
government will be affected by New Hampshire’s ggaopulation and its impact on health care,
including the Department of Corrections and thedepent of Administrative Services.

Among our findings:

An older population will reshape the way New Hampsine pays for health care.Our

simulations of health care spending show Medidhr=federal insurance program for those over
65, assuming a larger share of total health cgperaitures, as many older residents shift from
private insurance to Medicare. But because Medieanebursement rates fall short of the actual
cost of providing care, this shift will put pressun the health system to provide more care with
less money. This, in turn, will likely acceleraketincrease in premiums for private insurance, as
care providers look to offset losses from Medigaimbursements.

Medicaid’s financial focus will shift. Currently, Medicaid allocates 25 percent of itslto
medical spending to those over 65. Assuming nafsignt changes to the services provided to
that population, that percentage will increaseZg@ércent by 2030. As the population ages, the
share of Medicaid program expenditures associat#dleng term care will increase very
quickly.

Aging will affect New Hampshire’s regions in very dfferent ways. Demographic trends
across the state vary considerably. Thereforentpeact of aging on the health care system
needs to be understood differently from regioreion. Current population projections indicate
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that the share of the population over the age oh@oo0s County, for example, will grow almost
38 percent by 2030. This shift towards an oldemutapon would seem to strain the existing
health care system. However, it may actually stabthe financing of the system. As Coos
County’s population ages, an increasing sharesifieats will be eligible for Medicare, which
provides cost-based reimbursement to Androscogglley Hospital, a critical-access hospital.
In contrast, Carroll County, in which much of thggreg of the population is driven by retirees
migrating to the region, will likely experience #ferent effect.

Aging will play an increasingly central role in stde budget policy.The aging of the

population will have a profound impact on many arefthe state budget, including the purchase
of health insurance for state employees and ratieewell as for the state’s prison population.
One example: In less than 20 years, the numbddeflg inmates will more than double. The
state — and its taxpayers — will be responsibl@é&ying for their health needs. It's possible the
increase in the segment of the prison populatidhr@guire the construction of a “nursing home
behind walls.” How should that factor into larg@neersations about corrections reform in New
Hampshire?

Efforts to recruit and retain a health-care workforce will face new challengedNew
Hampshire physicians are already significantly ottian the nationwide physician population.
And as the portion of retirees increases, it wilhg to the fore concerns about who will care for
this aged population. What role will this trendypla New Hampshire’s long-range economic
development and workforce plans?
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Health care spending in New Hampshire

In 1998, New Hampshire’s Gross State Product (GBB)most comprehensive measure of the
state’s overall economy, totaled $40.5 billion wttibtal health expenditure was $5.25 billion —
13 percent of GSP. By 2018, we anticipate thattheare will account for almost 24 percent of
GSP.

Figure 1 displays the percentage of the state’sativeconomy that is accounted for by health
care over the past 30 years. Through the 1980&hteae accounted for about 10 percent of the
overall economy. With the onset of the 1989 recesghat percentage began to grow and
reached just under 14 percent in 1993. The rapgadesion of the state’s economy in the 1990s,
coupled with more tightly managed health care tghothe expansion of health maintenance
organizations (HMOs), resulted in health care’sslod the economy declining slightly. The
economic slowdown in the early part of the pastdecand the waning influence of managed
care resulted in health care expenditures agameasig sharply as a percent of the overall GSP.
Even with robust estimates of economic growth (#t@et per year), health care will continue to
increase as a share of overall economic activity.

Figure 1: Health Care Spending in New Hampshire

NH Total Health Expenditure as % of NH Gross Domestic Product
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During recessions, the expansion of the
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Source: Calculations by New Hampshire Center for Public Policy Studies, based on national projections made by Office of the
Actuary, Center for Medicare and Medicaid Services, Washington DC.

Figure 2 illustrates the primary sources of groimtaggregate health care expenditures. Hospital
care and physician services remain the primaryegsiof health spending in the state. Although
there was a period in the 1990s when hospital glgeading did not climb as rapidly as other
health spending, expenditures for hospital care leecalated since 2000. The recent increase in
spending for prescription drugs is clear, but evesrapid growth is small compared to changes
in other sectors of health care.
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Figure 2: Personal Health Care Spending is drivenyhospital care

NH Personal Health Care Spending, 1990-2010
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Predicting the future: the aging of New Hampshire

The U.S. Census provides a rich source of infoironatin the population changes that have
occurred across the country over the years. Intiaddio data that allows us to look
retrospectively at how things have changed, thes@eBureau and the New Hampshire Office
of Energy and Planning produce population projedtithat let analysts and policymakers
discuss possible future outcomes. The Census Bwesks with the state Office of Energy and
Planning to compile data on tax records, Medicacerds and some vital statistics information.
The Office of Energy and Planning also suppliealstatistics and information about group
living quarters, such as college dorms and prisahg;h will affect population projections. The
Census Bureau and the Office of Energy and Plarnctongpbine Census and administrative
record information to produce current populatiotinestes consistent with the last decennial
Census counts.

Although we base much of our analysis of New Harimp&hchanging demographics on these
population projections, we do so to spark convesabout the potential impacts of aging, not
to suggest that the estimates are precise. Nodstet population change can be perfect.
However, most of the difference between forecastistae actual changes can be attributed to
assumptions about migration. This is illustrate@igure 3 below, which compares the forecast
for New Hampshire’s 2010 population broken dowrabeg, as projected by the Census Bureau
in 2005, to the actual population figures.
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Figure 3: The Precision of Population Projections

Comparison of Estimate and Actual New Hampshire Population for 2010
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The chart shows that the Census Bureau overestittagenumber of New Hampshire residents
between the ages of 25 and 39. This is the ageogrmst likely to move out of state. In
addition, the overestimate of children under the @igfive is probably tied to assumptions about
fertility and the number of residents aged 25 te-3Be population cohort most likely to have
children.

In what follows, we provide a description of histat changes in population and an analysis of
population projections.

Our high growth years are behind us

Even though New Hampshire is expected to be tiedagrowing state in New England through
2030, the state’s future population growth is expeto be slower than in the past. Figure 4

shows New Hampshire’s percent change in populagiowth for all decades since 1900. It also
includes the latest forecasts through the year 2@80 the state Office of Energy and Planning.

The years shown on the chart signify each decatels For example, between 1970 and 1980,
New Hampshire’s population increased 24.8 perdbatfastest growing decade in the past
century. The decade from 1960 to 1970 was the skfestest, when New Hampshire’s
population increased by 21.5 percent. However, ft@90 to 2000, New Hampshire’s growth
rate slowed to nearly half that of the previousadie; 11.4 percent compared to 20.5 percent.
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Figure 4: New Hampshire's Decadal Change in Populain
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For the forecast beyond the year 2010, New Hamgishpopulation growth rates are expected to
drop below recent decades. But even at these fratee (6 percent from 2010 to 2020 and 7.1
percent from 2020 to 2030), New Hampshire is ptitliected to grow faster than any other New
England state.

In-migration has kept the state young

As New Hampshire grew at a slower pace in receatsyeompared to the 1980’s and 1990’s,
our growth rate has lagged behind the national B#eveen 2000 and 2009, New Hampshire’s
poL)uIation grew by 7.2 percent, slower than thenat average of 9.1 percent and ranking it
24" among all states.

More than half of New Hampshire’s population chadgeang that time came from net in-
migration — people moving into the state. Howewet,migration into the Granite State has
slowed since the beginning of the decade, and people left the state than arrived in 2009, as
shown below in Figure 5. Natural increases — fr@aw births — have stayed relatively constant
since 2001, though they too dropped in the latargef the decade.

1 U.S. Census estimates of Average Annual Ratdseo€omponents of Population Change for the UnitateS
and States: April 1, 2000 to July 1, 2009, accessescensus.gov.
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Figure 5: New Hampshire’s net migration since 2001

New Hampshire Population Components of Change
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When natural population growth stagnates (i.entimaber of births declines), we would expect
the population to age very quickly. However, suatural aging in New Hampshire has been
offset by the in-migration of younger age groupse Btate has historically experienced net in-
migration of those in the 30-to-40-year-old coHlartd their children). Some demographers now
believe that the recent recession — and the incrgddficulty of finding a job and selling a

home — has fundamentally altered migration pattaonsss the country. If that is the case, New
Hampshire will likely face an accelerated aginggess, as fewer younger people move to the
state.

New Hampshire is growing older with fewer young people

As New Hampshire grows, its population is aging abmewhat faster pace than the rest of the
country. Figure 6 projects New Hampshire’s popaolatly age group through 2020, showing the
post World War 1l “baby boom bubble” moving forwaad it ages.

Somewhat harder to see in this graph is the pregedecline in New Hampshire’s young adult
population. Recent studies of demographic change bancluded that the declining number of
young adults in the state is not due to out-migrgtbut to the differential size of the birth
cohorts born decades ago. Simply put, there arerfgaung adults in New Hampshire today
because women had fewer children 20 years to 3G ye@ compared to women 60 years ago.

? Ibid.
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Figure 6: New Hampshire is growing older

Population by Age: Estimated 1990, 2000, and 2010;
Projected 2020 and 2030
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Source; US Census Bureau, June-11; NH Office of Energy & Planning Projections, Aug-10
Frepared by: Economic & Labor Market Information Bureau, NHES

The most interesting part of the above graph idbtgencrease in the population over the age of
65 in forecast years. The year 2020 will see tiggnipéng of a great shift to the over-65
population. The shift will not start for a few moyrears, but will be clearly underway by 2020.
Figure 7: New Hampshire will have a higher proportof elderly residents in the future puts

that forecast into a longer historical context bgwing New Hampshire’s population aged 65
and over, both in absolute numbers and as a pestém total population. By the year 2030,
nearly half a million New Hampshire residents Wi 65 years or older, representing almost one
third of the population. An aging population willquire a different mix of social, health,

housing, and other services than the current papalaix now demands. The full impact of this
change remains to be seen.
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Figure 7: New Hampshire will have a higher proporton of elderly residents in the future

NH Population Age 65 and over
Number (left scale) and percent of total (right scale)
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Figure 8 below breaks down the over-65 populatinottsmore narrow cohorts. The fastest
growing age cohort over the next 20 years willtoese aged 70 to 74, but there is also
significant growth in the number of individuals otke age of 75. This group — particularly
those over the age of 80 — is much more likelys® in poverty and have significant medical
and social services needs.

Figure 8: The 70-74 age cohort is projected to sélee greatest increase in population

Change in the Number of Individuals 2010-2030 by Age Group
(NH EOP Projections)
90,000
80,000 1 78,415
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Not all communities will age at the same rate

The map in Figure 9 shows the state by medianagemunity by community, according to the
most recent Census figures. The darker the shatihe @ommunity, the older the median age of
its residents. (The statewide median age was &hfisyn 2010, up from 37.1 in 2000.)
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Figure 9
NH Population Median Age by Town, 2010
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The map illustrates New Hampshire as two distiagtans when it comes to age: an older
northern half, and a younger southern half. Howesegn in the younger half, there is a further
subdivision, with the eastern region — betweenrétié¢e 93 and the Seacoast — significantly
younger than the western portion.

These patterns of aging, which are a result ofmaptex set of factors — including migration
patterns of younger families and older retireetse auggest that the aging process will
differentially affect New Hampshire communities. ias noted above, the year 2020 will see
the beginning of the great population shift to dlrer-65 population. However, not all
communities are expected to experience the sanrggeban population. In Figure 10 it is clear
that some communities will see significantly largereases in the population over the age of
65. Carroll County, because of the forecast fdgaicant increase in the number of retirees, is
projected to have the highest share of the populaver the age of 65 of any New Hampshire
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county. This variation raises important questidngus how different communities will handle
the population changes that will be occurring.

Figure 10: The aging of New Hampshire varies acrosunties
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Older retirees who move to so-called “amenity comities” such as Carroll County differ

significantly from populations that age in placegis as Coos County, particularly as it relates to
income and poverty. (See map below.)

Figure 11: Portion of 65+ in Poverty

Portion of 65+ Population |
in Poverty (2005-2009)
2000 (NH=7.5%)
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Aging and health care spending

One impact of an aging population will be a chaimgde demand for health care services. This
change will vary considerably across sectors ohtedth care system. In the insurance market,
for instance, Medicaid, Medicare, and private pesurance companies are likely to experience
the impact of an aging population in different wa$gsnilarly, the impact will vary considerably
across the state. As discussed above, certailnegidNew Hampshire are anticipated to age
more quickly than others. Some will see an increaslee elderly population because of in-
migration, while others will age in place, with cemt residents growing older. Each situation
will present a different set of challenges to tlealth care system.
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One reality for aging citizens is their need torspa significantly higher portion of their money
on health care than other goods (Figure 12). Bhikie both to changing levels of income as
well as to changes in the demand for health care.

Figure 12: Health care Purchasing Behavior by Age

Shares (%) of Total Expenditures for Healthcare, by Age Group, Consumer
Expenditure Survey, 1998 and 2008
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In Figure 13, we provide an estimate of the chamgesnsumer spending due to demographic
change alon@ Seniors spend more money on health care, forinstand less on pensions and
insurance. Seniors also spend less on educatiarothar age groups.

Figure 13: Purchasing Behavior by Age

Percent Change in NH Per Capita Consumer Spending due to
Age Structure Change

20.0%

15.0% 1 14.3%

10.0% 9.4%

6.3%
4 0,
5.0% 2.5% 3.6%
0.1%
0.0% . ! .
-5.0%
-5.3%

-10.0% -+

15.0% 118%
- B (]

Health Care Entertainment Insur &Pension Education
@ Change 1990-2005 B Change 2005-2020

% Simulation examines spending per capita by agepybased on the Bureau of Labor Statistics Consume
Expenditure Surveys for 1990 and 2005), and sirasltite change in total consumer spending in 2026chan the
age structure of the population in that year. F@ngple, because seniors spend more on health cameraase in
the number of seniors will cause health care spenidi rise.
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New Hampshire health care spending will increageificantly in the future due to demographic
change alone. Assuming that current age speciéndipg patterns do not change, we can expect
per capita spending on health care to increaséntbgsa 15 percent in the next 15 years.

That health care spending varies by age is wells@nted. As shown in Figure 14 below,
personal health care spending for those 85 andealvag almost 10 times as high as spending
for children, ages 0-18 in 2004This relationship between age groups and sperf@ing
remained somewhat consistent over time. Since 188#atio of spending between the aged
over 85 and children declined slightly, reflectsignificant investments in national spending on
children with the implementation of the childreihaalth insurance program.

Figure 14: Spending Increases as One Ages

Per Capita Personal Health Care Spending by Age (1987 and 2004)
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This fact — increased spending as age increasesig &ith population projections showing
significant growth in the aged population acrogsdbuntry, has sparked significant interest in
the potential impacts on public finance, accessate, and the way health care is provided. Most
research points to technology — the emergence @mygtian of new techniques for managing
health — as the primary driver of health care cbsts

However, a number of analyses have tried to disggge historical trends into the component
parts. The Congressional Budget Office producespar, for example, which projected federal
spending on Medicare and Medicaid. Using an excesisgrowth methodology — which
attempts to disaggregate inflation and demograghocs other factors — the report noted that
approximately 25 percent of the expected growtspending was a function of the aging of the

* Hartman et. Al. U.S. Health Spending by Age, Seléc¢rears Through 2004. Health Affairs 27, no. Q0&) w1-
w12. Published online 6 November 2007; 10.1377)

® Ibid. Data taken from Exhibit 2: US Personal Hedbare Spending, by Service and Age Group, Selétteds
1987-2004

® Newhouse, Joseph. P., “Medical Care Costs: HowhWiidelfare Loss?” Journal of Economic Perspectivek,6,
no. 2 (Summer 1992).
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population’ Reinhardt's meta-analysis of studies showing isict of aging on health care
demonstrates that the aging of the populationhalle a demonstrable impact, but one that is
dwarfed by the other factors driving health catehsas technolog.

Changing the level of funding is not the only wayhich an aging population can change the
health care system. In its analysis of hospitaditisge datdthe Center showed clearly that
different payers pay for different populations.|@ast in this one area of acute care spending
(see Figure 15), private insurance pays for th@dishare of health care expenditures for those
under the age of 60. Medicare pays for most ofélse Assuming for the sake of argument that
this holds true for acute care services genertdiey/process of aging could significantly alter the
underlying market dynamics by creating large shiftsrarket share between the private sector
and Medicare and Medicaid.

Figure 15: Hospital Inpatient Discharges by Payer ad Age

Medicaid and Medicare Pay for the Young and the Elderly
Inpatient Discharges by Age and Payer, 2003
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Estimating growth in direct medical spending due to aging

Aggregate health care costs increase for a vanfatyasons: technological changes, increases in
the costs of business inputs like rents, changdsimix of services offered for a condition,
increases in the number of people with accessdtitheare and the type of care they receive.

" Congressional Budget Office, “The Long Term Oukidor Health Care Spending. November 2007

8 Reinhardt, Uwe P. “Does the Aging of the PopulafReally Drive the Demand for Health Caré®alth Affairs
Vol 22. No 6 November/December 2003.

° Norton, Steve and Peter Antal. “Peeling the Onlnpatient Hospital Care In New Hampshire.” Workipaper,
NH Center for Public Policy Studies. February 2006.
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In this analysis, however, we attempted to undedsthe impact of an aging population on the
health care system by aging existing health capemditures, and holding constant other
variables.

There were a number of methodological obstaclethisranalysis. Data from each payer were
not consistently available. Information on the agservices and expenditures associated with
the 130,000 uninsured people in New Hampshiregtample, was simply not available. There

is no source of data on the uninsured in New HamgsHowever, the uninsured tend to be
younger, so this omission does not significantfeetfthe overall assessment of the impact of the
aging of the population.

In addition, the data were not available with thme level of granularity (by type of service, by
age, and by geography) or for the same time perfealssimplicity’s sake, and because Census
population data were available for 2010, we atteahpd normalize all data to 2010 dollars,
although data on the underlying population, pgrtition, and expenditures were generally not
available for that time period. We note where aiimeates were adjusted.

Methodology for simulating the impact of aging on direct medical
expenditures by age

Medicaid

For Medicaid, we use administrative data to devéleglth spending estimates by age, gender
and type of service. The Medicaid estimates aredas data provided by the Office of
Medicaid Business and Policy, which include per lnenper month estimates for 2009 by age,
gender and disability status and type of service.

We produce two estimates of the impact of agingl@dicaid. For aggregate estimates of
spending by age in 2030, we multiplied 2009 pagrtition rates in Medicaid (broken down by
five-year age and gender cohorts) by populatiomtoun 2030, and then in turn multiplied by
per-member-per-month costs. This produces an estiofi@aggregate costs assuming no changes
in prices, service mix, technology or any othetdes which might affect health care costs.

For estimates of spending by type of service inl20& use existing participation rates by broad
age categories (< 19, 19-44, 45-64, 65-74, 75484 85+) and by type of service (including
inpatient and outpatient hospital, skilled nurdiaglities, intermediate care nursing facilities,
mental health centers, clinic services, drugs, lmarmedical equipment, physician services,
dental services, home and community based catbdalderly and the disabled, private non-
medical institutions for children and all othersees). Estimates of spending in 2030 based
solely on the projected population changes werduyred by multiplying population counts in
2030 by participation rates by age and type ofiseryy per member per month costs by type of
service. This produces an estimate of expendimgsesming no changes in prices, service mix,
technology or any other factors which might affieealth care costs.
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Medicare

We were unable to collect data on Medicare spenididdew Hampshire by age or type of
service. As a result, we produced only one estirobtiee impact of aging on spending on
Medicare and were forced to rely on some non-Newp#hire specific data to do so.

To estimate aggregate spending on Medicare, weorethie most recent data available on
national annual Medicare spending by age group420ftated to 2010) and New Hampshire
specific information on Medicare enroliment by 8609) and population in 2010 and
population projections in 2030. Mathematicallyjrastes of Medicare spending in 2010 are
computed-based on the number of enrollees in 20@8pied by national average Medicare
spending in 2004 inflated to 2010. Estimates of i spending in 2030 are produced by
multiplying population counts in 2030 by particijat rates by age and then by the inflation
adjusted estimates of Medicare spending in 2010.

Private insurance

For spending in the private sector, we use adnnatigé data from the state’s comprehensive
health information system and estimates of spenioyngge group and type of service produced
by the New Hampshire Department of Insurance. Bgregate estimates of spending by age in
2030, 2009 health care service participation retéise private sector by 5 year age cohorts are
multiplied by population counts in 2030 and in tonnltiplied by per member per month costs.
This produces an estimate of aggregate costs asguraichanges in prices, service mix,
technology or any other factors which might affeealth care costs.

Simulating the impact of aging on commercial insurance

As shown in Figure 16 below, per-member-per-mongreaditures generally increase as an
individual ages through the private insurance nmtai®hkildren (ages 0-19) are relatively
inexpensive, with monthly expenditures under $1&Bmember per month. Per-member-per-
month expenditures increase for adults, up untl @aches the 65-plus age cohort, where
commercial per member per month expenses dechme ghe availability of the Medicare
program.
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Figure 16: Commercial Insurance Costs Increase witige of Population

PMPM Private Payments by Age
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The type and intensity of service use changes agth which explains the significant increase in
the per-member-per-month costs as the populaties.ag shown in Figure 17 and Figure 18
below, in younger populations a significantly higkbare of health care resources are spent on
primary care. For those between 0 and 19 yeargeffar example, almost 20 percent of
commercial expenditures are spent on primary cangces compared to only 6 percent for those
between 45 and 64. Conversely, the older populats&as a higher share of prescription drug and
hospital services than the younger cohorts.

Figure 17: Distribution of Commercial Spending by hose 0-19
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Figure 18: Distribution of Commercial Spending forthose 45- 64
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The implication of this relationship between agisgivice mix and intensity is that aggregate
health expenditures will increase as the populahoreases. In a recent analysis of commercial
claims data, the New Hampshire Department of Imstedound that, between 2005 and 2009,
the average age of the underlying insured populatioreased by almost 2 percent. Figure 19
below shows the distribution of the commerciallgured individuals by age. This graph shows
that the proportion of those aged 50 to 64 increéasel the population between 30 and 50

decreased.

Figure 19: The Changing Age Distribution of Commergal Health Insurance Membership
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Figure 20 below shows our simulation of spendinggg from 2010 to 2030. Because the
population of individuals in the younger age grodpslines, total expenditures in those age
groups decline as well.

Figure 20: People aged 45 to 64 will drive commeiaiinsurance payments.

Spending 2010 and Age Only Simulated 2030
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Simulating the impact of aging on Medicaid
As shown in
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Figure 21 (next page), per-member-per-month Medieapenditures generally increase as one
ages. Children under 18 are relatively inexpensiwdy monthly expenditures under $600 per
month. Monthly expenditures increase for adults i1 because the state’s Medicaid program
covers a smaller but more expensive adult populaiiecluding pregnant women and those with
mental or physical disability. The highest costwilals are in the 80 plus group.
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Figure 21: Medicaid Expenditures per Member Increas by Age

2010 PMPM Expenditures for NH Medicaid by Age
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Expenses are higher in the 80-plus age cohort Beaafithe high rate of nursing home use. As
shown in Figure 22, per-member-per-month costher8b-plus age group are driven by a per
month cost of approximately $2,400 for nursing ha®evices.

Figure 22: Medicaid Expenditures for those over 88lriven by Nursing Home Use

Net Payments Per Member Month by Type of Service
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We also know that different age and sex cohortg8gyaate in the Medicaid program at different
rates — in part because of the characteristicseoMedicaid eligibility process, but also because
financial security varies across age groups (Seer€i23). Medicaid covers a significantly
higher rate of children than adults, because elityibevels for children are higher (up to 300
percent of the federal poverty level) than for &gluivho are largely only eligible when they are
mentally or physically disabled. Moreover, the oldeNew Hampshire resident is, the more
likely it is that he or she will be eligible for Meaid. Women over the age of 85 are the most
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likely to be Medicaid participants, with slightlyare than 45 percent of people in that age cohort
enrolled in Medicaid.

Figure 23: The Young and the OId Participate in Medtaid at Higher Rates

Medicaid Participation Rates by Age (2009)
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Given high Medicaid participation rates in the oldge cohorts and significantly higher
expenses associated with the use of expensivetéongeare services, what can we expect to
happen to Medicaid as New Hampshire’s populatiesag

Figure 24: Medicaid Spending by Age and Gender in@L.0

Medicaid Spending 2010 by Age and Sex
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Figure 25: Simulated Medicaid spending by Age and énder in 2030
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Figure 24 shows estimated 2010 aggregate Medicgenglitures by age, and Figure 25 shows
estimates of spending in 2030 based solely ondheyaf the population. Across this simulation
period, estimated Medicaid expenditures remainditatecline slightly for the population
younger than 65. However, Medicaid expendituresterelderly skyrocket. The population over
the age of 65 increases considerably, and the popualover the age of 85 increases the
quickest. In 2010, expenditures for those overathe of 85 were roughly $100 million. In the
simulation, which looks at only the aging of theplation, we see a threefold increase in
expenditures. In other words, by 2030, aging atmeéd result in expenditures exceeding $350
million.

This change in the distribution of expenditured have profound implications for the
management of Medicaid. Under the current long-teane system, much of the financial
burden of the system is borne by New Hampshireictainties, even though the program’s
policy parameters are set by the state. As showvngiare 26, counties have faced significantly
different financial burdens associated with Medidang-term-care expenditures.
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Figure 26: County Nursing Home Expenditures Vary Caisiderably

Per Capita Nursing Home Expenditures by County (2004)
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Nonetheless, there will likely be significant contéhat the state will have to reconsider its
policies and financing of the long-term-care systEor instance, the state will have to grapple
with questions about the moratorium on nursing hbews. In addition, the state will have to
examine whether the existing balance of commurageld, assisted living and nursing home
capacity can meet the demands of the populatiocalge these programs take time to change —
both politically and in planning — any reevaluatifrthe long-term-care system should happen
sooner rather than later.

Moreover, the state’s current focus on implementivagnaged care programs for its acute-care
Medicaid program is a harbinger of times to comthalong term care arena. States across the
country are struggling to find ways to manage l@rg care costs and are implementing
strategies which include the use of managed cared-at times capitated reimbursement — as a
means of providing more coordinated and cost-affedtare.
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Simulating the impact of aging on Medicare

As in the commercial and Medicaid markets, per-mamger-month expenditures generally
increase with age for Medicare enrollees. Figure&dw shows Medicare’s per-capita spending
by age. These expenditures increase steadily f&B808 for children to $32,000 for those over
age 85.

Figure 27: Medicare Expenditures Grow as Individuas Age

Medicare Per Capita Spending by Age in the US
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As the population ages, more people will enroMedicare. As shown in Figure 28, if the
individuals participate in Medicare at past rathse,number of people over age 65 in the
program will almost triple.
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Figure 28: Medicare Enrollees age 65 to 84 Will Almst Triple
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The implication of these trends — an increasing lmemof more expensive individuals enrolled in
Medicare — are obvious: Medicare expendituresgvdw quickly. Figure 29 below shows the
impact on spending to reflect projected populatiord030 by age group. Total direct
expenditures could grow from $2.9 billion to slighihore than $7.2 billion, an annual increase
of almost 5 percent. As shown in Figure 30, thia ggnificantly higher rate of increase than our
simulated changes in Medicaid and commercial exipemed.

Figure 29: Significant Growth in Medicare Expenditures for those 65 to 84

Impact of Aging on Total Spending in Medicare
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Figure 30: Medicare is the Fastest Growing Marketn HealthCare

Annualized Change (2010-2030)
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Changing market share: implications for private premiums

Across the health system as a whole, one of the imp®rtant impacts of an aging population

will be the increasingly large share of the markahaged by the public sector, particularly
Medicare. As shown in Figure 31 below, our simolatdf aggregate expenditures by age show a
sizable increase in Medicare expenditures in Nempthire, from roughly $3 billion to more

than $7 billion. On an annualized basis, our sitfa of aging indicate that Medicaid, private
insurance, and Medicare expenditures will grow. atgercent, 1.5 percent, and 4.6 percent per

year, solely as a result of the aging of the papria

Figure 31: Medicare will Experience the Biggest Inease in Expenditures due to Aging

The Impact of Aging Only on Aggregate Direct
Medical Expenditures in New Hampshire by Payer
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These trends will significantly increase Medicarssre of the overall market, with far-reaching
implications for the financing and management efltiealth care system. One of the most
important implications will be the increased pressan providers either to lower costs or to shift
the expenses that are not covered by Medicareitgisement rates.

Figure 32 below shows the health system cost-ahifti 2009. Medicare payments fell $290
million short of the actual cost of services pre@ddo Medicare patients. Health care providers
offset this gap by charging privately insured paBeabove cost for their care. This is the
fundamental tension at the heart of Medicare iaging society — more people on Medicare,
resulting in a greater need to cost shift, but fepeople who are privately insured, thus
shrinking the pool of people you can downshift to.

Figure 32: Cost Shifting in NH’s Healthcare Systems
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Thus, aging could accelerate the increase in cogiaidrealth care premiums for two reasons.
First, as shown earlier, the aging of the popuhatidll increase the total anticipated expenditures
in the commercial market. Second, increases inotta¢ market share of Medicare enrollees —
which reimburses providers at below expenditurellev will increase the pressure on health
care providers to cost-shift to the private inseeamarket. If that cost-shifting behavior is
successful, health care premiums in the commeseizbr would increase at a rate greater than
they would otherwise due to changes in utilizagod price. How this will happen in New
Hampshire will depend on a complex set of marketatteristics. A recent study found that
hospitals, when faced with Medicare payment shitstflocused on raising prices to private
insurers in non-competitive mark&tsThis will in part depend on the degree of comrjetiin
each health care market.

19 Robinson, James. 2011. “Hospitals Respond to MeeiPayment Shortfalls by Both Shifting Costs anttifg
Them, Based on Market Concentration.” Health Afajuly 2011, 30:7.
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Aging, health care and the state budget

Aging will touch almost all of the main spendingvars of New Hampshire’s state budget. A
declining population under the age of 18 will regltice pressure on state education spending. At
the same time, an aging population will requiredtage to reconsider policies around tax
exemptions to elderly homeowners (as an aging atipual will increase the tax shift associated
with those tax exemptions) and transportation golic

In addition, the state is a purchaser of healtk,da@yond the Medicaid program. For example,
the state purchases insurance coverage for itsogegs. If that pool of employees ages at the
same rate as the rest of the population, costgisalquickly. In addition, the state has
responsibility for the health care needs of it@ancerated populations. In what follows, we
provide a description of how the health care demmaridhe corrections system could change
with an aging demographic.

The corrections system

New Hampshire’s incarcerated population will alge,avhich will have significant implications
for the corrections system and the provision ofthezare within that system. In 2010, there
were 105 people over the age of 65 living in stat@ectional facilities (including the state
prisons for men and women and halfway houses). Aimsber is likely to increase dramatically
as the general population ages and as the popuiatibe corrections system ages in place.

Using current incarceration rates and populatiaimages for 2020 and 2030, we can forecast

the aging pattern of this population. This fore@sgtumes no changes in sentence length or other
factors which affect incarceration terms. Figureo8®w shows the Center’s forecast for the
prison population by age. Not surprisingly, givae fact that incarceration rates are much higher
for the younger population, the number of incarstandividuals is driven in large part by

those under the age of 64.

Figure 33: 65- to 74-Year-Old Population Projectedo Grow in Corrections System
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However, the increases in the population over teedd 65 will likely be quite dramatic, as
shown in Figure 34. In 2010, there were 105 indigid in the corrections system over the age of
65. By 2030, we forecast that number to increag6®) more than doubling in two decades.

When looking at the health care use of the eld@dyticularly long-term care needs, researchers
identify the over-85 population as the most expensrhat population is more likely to require
more care, and costlier care, for longer periodsd,Avhile that likely remains true for the
population in the prison system, there are reasofecus also on the 65-and-over population to
a greater extent than in the general populatiors iBhdue to the fact that older prisoners are
more likely to have health problems than their nwtitutionalized counterparts. In 2006, 41
percent of Americans older than 65 indicated they &t least one disability. Among adults
institutionalized in a correctional facility, 67 neent had at least one disabiltty.

Figure 34: Institutionalized Population Projectionsfor Those Over the Age of 65
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This aging of the corrections population raises important issues related to health care. First,
in a constrained fiscal environment, increasesedioal expenditures will require the state to
consider ways to offset costs or find more costaie means of providing services. Moreover,
growth in the 65-plus population may require thealie@oment of a plan for a long-term-care or
assisted-living unit for elderly and infirm inmates

Second, the nature of necessary services for mandabehavioral health will change. In New
Hampshire, slightly more than two-thirds of prismever the age of 65 are sex offenders. As
the population of older offenders increases in ¢thisie category, the demand for sex offender

1 U.S. Census Bureau. 2006he older population in the United States: 2006ashington, D.C.: US Census
Bureau, Population Division.
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treatment is likely to expand, impacting both pnisand halfway-house-based sex offender
treatment programs.

Aging and the health care workforce

Several recent studies have analyzed the impaat afjing population on the workforce. Most
recently, the New England Public Policy CentethatFederal Reserve Bank of Boston released
a report noting that the number of individuals eéngethe labor force in New England will be 15
percent smaller than the number retiring by 2020s Taises important questions about the size
of the workforce, but also about the skills thatrkavs will have to meet the needs of the new
New England economy.

This dynamic — a shrinking labor pool following tfegirement of the baby boomer generation —
is analyzed in greater detail below.

The caregiver crunch

The typical caregiver for people over 85 is a worhatween the ages of 25 and 44. Because the
population of the first group (85-plus) is outpacgrowth of the second group (those between
25 and 44), there may be a shortage of caregimateeifuture. Figure 35 below shows how the
ratio of New Hampshire residents over 85 to wongeda?5-t0-44 has changed over the past ten
years and how it is anticipated to change oventhe 20 years, based on current population
projections.

Figure 35: Workforce Demands Will Significantly Increase as Population Ages
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From 2000 to 2010, the ratio increased consider&upulation projections suggest that over the
next 20 years, the ratio of those over age 85 tm&voaged 25-to-44 will increase by almost 25
percent.

2 Dennett, Julia and Alicia Modestino. 2011. “Thedillie-Skills Gap: Ensuring an Adequate Supply oflSdi
Labor in Northern and Southern New England.” Newl&nd Public Policy Center. April 2011.
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The dependency ratio

The dependency ratio is a fraction with the nunmerateasuring persons of all ages who are
likely not to be working, and the denominator irading the total working-age population. This
dependency ratio includes children requiring Idtsamooling and seniors receiving Medicare
and other services. In

Figure 36 below, we show the dependency ratiorayéar intervals from1900 to 2010 and the
Office of Energy and Planning projection for theaggee2020 and 2030.

Figure 36: The Dependency Ratio will Reach All TimeHighs
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New Hampshire has had a lower dependency ratiottieanation as a whole, and the
dependency ratio has been declining from 1960 tir@010, primarily because the number of
children has declined as a portion of the overalwNHampshire population. However, the
dependency ratio will increase over the next tweades, because of the expected large increase
in the number of residents over the age of 65.h&ggraph shows, the ratio of those over age 65
to those in the traditional working age populatjages 18 to 64) will double in 2030 compared

to today.

It is also interesting to note that the New Hampesdependency ratio in 2030 is nearly a mirror
image of the 1960 dependency ratio: Children actambfor most of the dependent population in
1960, but seniors are expected to account for ggerty of the dependent population in 2030.

An important note: For future seniors, the distimctoetween work and retirement will continue
to blur. Future seniors will be healthier and hageess to more non-heavy lifting jobs than past
older generations. They may therefore work well pfaes “traditional” retirement age.

The aging of the physician supply

Like the general population, New Hampshire’s phgsis are aging. Figure 37 below shows the
distribution of the population of MDs in New Hampghby age in 2004. Of note: Almost 40
percent of MDs either are already in retirement @feand older) or are within 10 years of
retiring.
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Figure 37: Two-thirds of NH’s Population of MDs areolder than 45
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Figure 38 below shows the distribution of the pagioh of MDs in New Hampshire compared
to the national averages. A significantly smalleare of the population of MDs is under the age
of 35 in New Hampshire compared to the rest ofcthentry. Not unlike our general population,
we have a higher share of physicians aged 45-@an845-t0-64 than the rest of the population.
If the state has difficulty recruiting young physigs, it will face a potential shortage of
physicians, at the same time that an aging populaticreases the demand for services.

Figure 38: NH Doctors are Older than their Counterparts in the Rest of the Country
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Figure 39 below shows the distribution of the papioh of family practitioners in New
Hampshire relative to the national average. Asganusee, the state is even more dependent on
family practitioners between the ages of 45 anth@# in the general population of MDs. We
may face an even more acute problem with respdamady practitioners than general MDs

given the population distribution of the two groups

Figure 39: NH Family Practitioners are Older than Their Counterparts in Rest of the Country
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The aging of New Hampshire’s population creates logiportunities and challenges, but it
requires more than simply stating obvious factsualbite state’s demographics. The timing of
this process, the demographic forces shapingdtgaographic variation add a subtlety to the
issue that is often missed. Aging, as a social plmamon, is a complex and varied engine of
change.

At the same time, this work demonstrates thatrigact of aging is ubiquitous and touches
virtually every critical question the state is lkéo face in health policy and in other policy
areas in coming years. We focused on aging andhheale and found a series of implications
that are not currently part of the policy convemat- but should be. For example, our
simulations of the prison population suggest thedrite develop long-term solutions for the state
prison health system. How should this inform cosa&ons about prison reform? If the state
needs to develop a “nursing home” behind its prisatls, does that increase the cost of building
a new prison in the Concord area? Another quesiiyond the scope of this analysis is the
impact of the aging of the population and the lagatkforce on the local property tax.

From a policy perspective, it makes sense to iramatp aging into all of the state’s critical
health care discussions. From this work come thrajer policy suggestions:
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1. Now is the time to begin an assessment of the'stadiblicly-funded long-term-care system
Over the past 20 years, the Medicaid long-term-sgséem has shifted its focus from
institutional-based care to community-based canés 3hift has come at the expense of nursing
home systems, with a stronger focus on consumectéid care. Each delivery system reflects a
series of political and policy goals. It is timet&ke a fresh look at the long-term-care system to
analyze the available infrastructure and future aeas. This should involve the analysis of
managed-care efforts in other states and theiicgiplity to New Hampshire.

2. Health care systems need policy support in dewsdogystems that will be sustainable in a
market in which Medicare accounts for an ever-iasiag shareOur simulations suggest that
one major implication of the aging process is thi& .1 market share from private insurance to
Medicare as a payer. As discussed, this will pwirdeard pressure on reimbursements, reducing
them ever further below what it costs providersace for patients. What combination of policies
will support health systems as they attempt to id@the same level of services in the face of
ever increasing demand and technological growthghMhis include tort reform? How might

the system educate individuals about the role ghay in decisions about medical expenses as
they age? The important role of the baby boomeoruggests that their explicit engagement
on this issue will likely shape the health cardesysthat emerges as the population ages.

3. Health care workforce issues need to be more agirely addressed through a systems
approach.The aging process problems will only exacerbatepthblems that more rural states
face in recruiting and retaining a clinical workfer Increasing demand for a health care
workforce alongside an aging and retiring clinis@lrkforce represents the perfect storm of
excess demand. Similar to the health care systamssdiscussed above, more workers may not
be the solution. What set of policies — includitafes workforce funding, local zoning initiatives,
workforce housing, and the development of inforaratechnology in long-term care — will help
meet the increasing demands for long-term carefistally-constrained environment?
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