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SUMMARY

Avalere Health estimates that manufacturers of brand-name prescription drugs will 
receive about $1,162 billion in revenues from the sale of outpatient prescription drugs 
to Medicare, Medicaid, VA, and TRICARE beneficiaries between 2015 and 2024. This 
amount represents slightly less than 9 percent of total federal spending on these health-
care programs over that same time frame. 

ESTIMATES

Estimated federal spending on outpatient prescription drugs in federal healthcare programs 
was approximately $127 billion in 2014. 

After excluding administration and distribution costs (payments retained by plans, whole-
salers, physicians, hospitals, and pharmacies), manufacturers of brand-name drugs 
received approximately 60 percent of outpatient drug spending, or $76 billion. 

Between 2015 and 2024, manufacturers of brand-name outpatient prescription drugs 
are projected to receive about $1,162 billion in revenues from the sales of these drugs to 
enrollees in federal healthcare programs. 

Outpatient Rx  
Drug Spending

Brand Manufacturer 
Share

Outpatient Rx  
Drug Spending

Brand Manufacturer 
Share

Medicare $104 $60 $1,580 $921

Part B $22 $15 $313 $211

Part D $81 $45 $1,267 $709

Medicaid $15 $10 $229 $152

VA and TRICARE $8 $6 $111 $89

Total $127 $76 $1,920 $1,162

Note: Numbers may not add due to rounding

2014 2015—2024

Table 1: Estimated Federal Spending on Outpatient Prescription Drugs ($ in billions)
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Over the next 10 years, the federal government will spend an estimated $13.7 trillion on 
healthcare, not including the subsidies provided to enrollees in Marketplace plans. The 
largest component of this spending, $5.8 trillion or 42 percent, is projected to be for 
hospital care.  Physicians will receive an estimated $2.6 trillion (19 percent) for treating 
patients of federal healthcare programs.1 Nursing homes will receive an estimated $1.0 
trillion (7 percent), while home health providers will receive an estimated $0.9 trillion (6 
percent). Over the next decade, Avalere estimates that federally derived revenues for 
manufacturers of brand-name outpatient prescription drugs will represent slightly less 
than 9 percent of total federal payments for healthcare services.

Figure 1: Estimated Distribution of Federal Spending on Healthcare, 2015—2024
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METHODOLOGY

Federal Spending on Outpatient Prescription Drugs for Medicare  
and Medicaid in 2014 

Based on data from the Medicare Trustees Report, the National Health Expenditures 
(NHE) Accounts, the Centers for Medicare & Medicaid Services (CMS), and other sources, 
the federal government spent an estimated $127 billion on outpatient prescription drugs 
covered by Medicare, Medicaid, VA, and TRICARE in calendar year 2014: 

• Medicaid: $15 billion 

• Medicare Part D: $81 billion 

• Medicare Part B: $22 billion 

• VA: $3 billion

• TRICARE: $5 billion

These figures do not include prescription drugs used during inpatient hospital stays 
or drugs provided through Medicaid managed care plans. The Medicaid figure does 
not include the state share of Medicaid drug spending, and contains a portion of 
physician-administered medical benefit drugs. The Medicare Part B estimate does not 
include payments for drugs that are part of bundled payment systems (e.g., dialysis) 
or for medical benefit drugs provided to Medicare Advantage enrollees. The figure for 
Part D includes spending by Medicare Advantage plans that offer drug coverage and 
spending on the retiree drug subsidy (RDS). Finally, the figures do not include the impact 
of any beneficiary premiums for Medicare Parts B and D, which would reduce the net 
impact to the federal government.

Federal Spending on Brand-Name Drugs and Revenues Collected by 
Manufacturers in 2014

Medicaid: Manufacturers of brand-name drugs received approximately $10 billion from 
drugs sold to Medicaid beneficiaries in 2014: 

• NHE estimates federal 2014 Medicaid prescription drug spending was $15 billion.

•  The NHE data for Medicaid prescription drug spending excludes the estimated 
amount of rebates paid to states under the Medicaid rebate program. 
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•  An analysis for the Kaiser Family Foundation found that brand drugs represented 
76 percent of all Medicaid payments in 2012.2 We increased that rate 60 percent 
to account for the recent launches of high-cost specialty brand drugs in 2014. 

•  The Congressional Budget Office (CBO) estimates that manufacturers receive 
about 85 percent of Medicaid payments on brand-name drugs and 30 percent 
of spending on generics; the remaining 15 percent and 70 percent go to whole-
salers and pharmacies.3 

Medicare Part D: Manufacturers of brand-name drugs received an estimated $45 billion 
from drugs sold to Medicare Part D plans in 2014: 

•  NHE estimates federal 2014 Medicare spending on prescription drugs was  
$81 billion.

•  Approximately 89 percent of this spending was for Part D prescription drugs;  
the remaining 11 percent was for Part B drugs provided in the hospital outpatient 
department, dialysis centers, and other non-physician office settings.

•  The Medicare Trustees Report estimates that plan administrative costs were 
about 13 percent of total Part D spending in 2014.4 

•  An Avalere analysis of total Part D spending in 2010 found that brand drugs 
represented 73 percent of all Part D payments.5 We adjusted that amount to  
72 percent to account for the Part D drugs that went off patent over the last four 
years offset by the recent increase in brand-drug spending from new specialty 
Part D products. 

Medicare Part B: Manufacturers of brand-name drugs received about $15 billion from 
drugs sold to Medicare Part B beneficiaries in 2014: 

•  This spending includes drugs provided in physician offices (66 percent of total)6 
and hospital outpatient departments (34 percent of total).7 

•  We estimate that brand-name drugs represent a much higher share (90 percent) 
of Part B spending due to limited generic availability of biologics.8 

•  We estimate that manufacturers receive a higher portion of the payments for  
Part B drugs—90 percent—as the spending figures cited above do not include 
the costs of administering those drugs, which Medicare pays for separately.

o  Medicare Average Sales Price (ASP) calculations include some bona 
fide fees that are not received by manufacturers, but exclude discounts 
or rebates given to purchasers.

o  Since Medicare reimburses providers at ASP plus 6 percent,  
we removed this amount as well.
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VA and TRICARE: Manufacturers of brand-name drugs received an estimated $6 billion 
from drugs sold to VA or TRICARE enrollees in 2014:

•  NHE estimates federal 2014 VA and TRICARE combined spending on  
prescription drugs was $8 billion.

•  The NHE estimates exclude any mandatory rebates and discounts that brand 
manufacturers provide to these programs.

•  We estimate 80 percent of total spending on prescription drugs in these two 
programs was for brand-name drugs.

Federal Spending on Health Programs in 2014

Based on NHE estimates, total federal spending on Medicare, Medicaid, VA, and TRI-
CARE was approximately $955 billion in 2014. Of this spending, hospitals comprised 43 
percent of the total, or $409 billion. Physicians received $188 billion in federal payments 
in 2014, or 20 percent of total federal spending on healthcare. Both the hospital and 
physician estimates from NHE have been adjusted to account for physician-administered 
drugs in these settings, which is included in our estimate of prescription drug spending. 
The published NHE estimate for prescription drugs is not comparable to our estimates, 
as NHE prescription drug estimates include payments for pharmacies, distributors, plans, 

and other intermediaries.

Estimated Federal Spending on Outpatient Prescription Drugs  
Between 2015 and 2024 

We estimate total federal drug spending between 2015 and 2024 will be approximately 
$1.9 trillion. Medicaid (federal share only) will spend about $229 billion, Medicare Part 
B will spend approximately $313 billion, Medicare Part D will spend $1,267 billion, and 
VA and TRICARE will spend an estimated $111 billion.  

Of this total, we estimate manufacturers of brand-name drugs will receive approximately 
$1.2 trillion. Brand-name manufacturers will receive an estimated $152 billion from 
Medicaid, $211 from Medicare Part B, $709 billion from Medicare Part D, and $89 billion 
from VA and TRICARE.
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These estimates use our 2014 estimates along with NHE estimates for the growth in 
federal spending on prescription drugs, the historical growth and expected program 
changes for Medicare Parts B and D, and the ongoing effects of the expansion of Med-
icaid coverage due to the Affordable Care Act (ACA). The Part D estimates include the 
impact of the change in the coverage gap amounts as well as any expected changes in 
RDS enrollment and spending.

We assumed the relationship between total federal spending and amounts received by 
brand pharmaceutical companies would remain relatively steady over this time frame. 
Actual experience could differ from that assumption (either higher or lower) for any 
number of reasons

Federal Spending on Health Programs Between 2015 and 2024 

Based on NHE estimates, the federal government will spend $8.2 trillion on Medicare, 
$4.0 trillion on Medicaid, and $1.5 trillion on VA and TRICARE over the 2015—2024 
period. These estimates reflect the currently estimated impact of coverage changes due 
to the ACA and new payment models being implemented by many of the federal pay-
ment systems. The NHE estimates do not include any federal costs associated with a 
modification to the Medicare physician fee schedule beyond 2015. 
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Avalere is a vibrant community of innovative thinkers 
dedicated to solving the challenges of the healthcare 
system. We deliver a comprehensive perspective, 
compelling substance, and creative solutions to help 
you make better business decisions. We partner 
with stakeholders from across healthcare to help 
improve care delivery through better data, insights, 
and strategies. For more information, please contact 
Reggie Williams at RWilliams@avalere.com. You can 
also visit us at www.avalere.com.
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