Private Consumer Expcnditures for Medical Care

and Voluntary Health Insurance, 1948-62

PRIVATE consumer expenditures for medical
care amounted to almost $22 billion in 1962. Ap-
proximately $14 billion, or 66 percent of the total,
represented direct payments by consumers; the
remaining $8 billion was in the form of payments
for health insurance. The aggregate amount of
the increase from 1961 was almost $1.2 billion or
5.8 percent. Direct payments rose only 2.2 per-
cent, and health insurance payments increased
13.4 percent.

Per capita expenditures for medical care in
1962 amounted to $119.44. Direct expenditures
were $78.27 per capita, and payments for health
insurance were $41.17.

DEFINITIONS AND METHODOLOGY

These data on private consumer expenditures
for medical care and voluntary health insurance
continue the series of annual estimates made by the
Division of Research and Statistics and published
in the BurLeTiN. In the current analysis, changes
in the methodology of estimating hospital care
expenditures have resulted in revisions in the data
for this category of expenditures for several years.
Adjustments have been made in the data for the
other categories to conform with revisions in
source data. No changes have been made in the
data on private consumer expenditures for years
before 1956. No changes in concepts have been
made since last year, and the reader is referred
to the December 1962 Burrerin for a detailed
discussion of the definitions and sources of the
data.?

Comparisons are often made between the data
on private consumer expenditures for medical care
shown in this series and the data published annu-

* Division of Research and Statisties.

1 Louis S. Reed and Dorothy P. Rice, “Private Medical
Care Expenditures and Voluntary Health Insurance, 1948
61,” Social Sccurity Bulletin, December 1962,
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ally by the Department of Commerce.> Some
questions may be raised because of the differences
in the two sets of data. The basic difference results
from the division by the Department of Com-
merce of the national accounts into two sectors,
public and private. All private consumer expendi-
tures reported by the Department relate only to
privately controlled facilities—that is, nongovern-
ment hospitals and nursing homes—and, unlike
the Social Security Administration data, do not
include private expenditures in Federal, State,
city, and other government hospitals and nursing
homes. The Department of Commerce data for
“privately controlled hospitals and sanitariums”
also combine expenditures for hospitals and nurs-
ing homes.

Both sets of data on expenditures for physi-
cians’ and dentists’ services are based on the gross
receipts as reported by practitioners in solo and
partnership practice on Schedule C of their in-
come-tax returns. There are minor differences in
method of estimation, however, as well as differ-
ences In definitions between the two sets of data.
The Social Security Administration includes
under physicians’ services the services of osteo-
pathic physicians; the Department of Commerce
classifies such services as “other professional serv-
ices.” Salaries paid to physicians and dentists in
consumer-sponsored, group-practice, prepayment
plans are included in “physicians’ services” by the
Social Security Administration and in “medical
care and hospitalization insurance” by the Depart-
ment of Commerce.

Another difference in the two estimates is that
the Department of Commerce includes both medi-
cal care and disability insurance in its estimate of
“medical care and hospitalization insurance,” and
the Social Security Administration estimate for
“health insurance, net cost” represents the net cost
of insurance for health services only.

2 Department of Commerce, Office of Business Eco-
nomics, Survey of Current Busincsgs, National Income
Number, July 1963, table 14, page 20.



The Social Security Administration estimate of
expenditures for “other professional services” in-
cludes consumer expenditures for the services of
registered and practical nurses in private duty,
visiting nurses, podiatrists, physical therapists,
clinical psychologists, chiropractors, naturopaths,
and Christian Science practitioners. The estimates
are based on the number of practitioners in each
field and their estimated gross income. The De-
partment of Commerce series does not include
expenditures for the services of practical nurses
in private duty but classifies such services as a
species of domestic service.

The data on expenditures for drugs and drug
sundries and for eyeglasses and appliances are
taken without change from the Department of
Commerce figures for these categories.

Methodological Changes

As indicated earlier, the current data on ex-
penditures for hospital care reflect a revision of
the estimating procedures used in previous years.
Simce the start of the series, expenditures for
hospital care have been estimated from data re-

ported in the annual Guide Issue of Hospitals on
the revenue from patients and/or operating ex-
penses of hospitals. For State and local govern-
ment hospitals, consumer expenditures were based
on unpublished data from the American Hospital
Association on their patient revenue. Since many
government hospitals do not report this revenue
in their annual returns, the Association estimated
the amount; consequently the data were of un-
certain validity. In addition, the Association no
longer makes such unpublished data available. A
new methodology has therefore been developed by
the Social Security Administration that uses pub-
lished data from the Census of Governments
on revenue from charges made in government
hospitals.

Under the current procedure, estimates of pri-
vate consumer expenditures are made separately
for (a) Federal hospitals, (b) State and local
government hospitals, and (¢) voluntary and
proprietary hospitals. Total revenue (or total
operating expense) for all types of hospitals, as
reported in the Guide Issue of Hospitals, is used
as a base. This figure is adjusted upward to take
account of the revenues of nonreporting hospitals
and for conversion of the data to the calendar

TasLe 1.—Private consumer expenditures for medical care: Amount and percentage distribution, by type of expenditure,

selected years, 1948-62 1

Type of expenditures 1948 1950 1955 1956 l 1957 1958 1959 1960 1961 1962
Amount (in millions)

Total e $7,663 $8,669 | $12,906 | $14,279 ‘ $15,518 | $16,652 | $18,243 | $19,648 | $20,749 $21,945
Hospitaleare .. ... ... ... 1,689 2,126 3,512 B 3,827 4,137 4,432 4,746 5,207 5,667 6,008
Physicians’ services 2. 2,490 2,597 3,433 3,787 4,101 4,553 5,105 5,388 5,577 5,823
Dentists’ services. ... .. RS 900 961 1,508 1,625 1,737 1,850 1,894 2,008 2,108 2,202
Drugs and drug sundries 3. _____.______.__ ... 1,466 1,719 2,473 2,869 3,062 3,310 3,591 3,895 4,016 4,157
Eyeglasses and appliances 4. _ ... __________.____.. 431 486 685 814 990 991 1,185 1,219 1,247 1,372
Other professional serviees 5__________________.____ 331 370 531 578 641 696 766 806 851 887
Nursing-home care. . ... _____________._____ 100 110 150 170 180 200 280 220 305 346
Health insurance, net cost ®. . ... . __...... 256 300 614 609 670 620 740 845 978 1,060

Percentage distribution

Total. el 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Hospital eare_ .. ... ... 22.0 24.5 27.2 26.8 26.7 26.6 26.0 26.5 27.3 27.8
Physicians’ services. .. ... ... 32.5 30.0 26.6 26.5 26.4 27.3 28.0 27.4 26.9 26.5
Dentists’ services_ . .. ... 11,7 1.1 11.7 11.4 11.2 11.1 10.4 10.2 10.2 10.0
Drugs and drug sundries_ ... __________..___ 19.1 19.8 19.2 20.1 19.7 19.9 19.7 19.8 19.4 18.9
Eyeglasses and appliances. .____ . ____ .. .. _..___. 5.6 5.6 .3 5.7 6.4 6.0 6.5 6.2 6.0 6.3
Other professional services.._._._......_.______.__. 4.3 4.3 .1 4.0 4.1 4.2 4.2 4.1 4.1 4.0
Nursing-home care. .. ________ .. __________._... 1.3 1.3 .2 1.2 1.2 1.2 1.2 1.4 1.5 1.6
Health insurance, net cost________________.__._....__ 3.3 3.4 .8 4.3 4.3 3.7 4.1 4.3 4.7 4.8

! Includes all government and private employer contributions for health
insurance of employees but excludes workmen’s compensation payments
for medical henefits and all medical payments under public programs.
Data exclude Puerto Rico, the Virgin Islands, and Guam and, hefore 1960
Alaska and Hawaii. Data for the years omitted are reported in last year's
article on ‘' Private Medical Care Expenditures and Voluntary Health In-
surance, 1948-61,” Social Security Bulletin, December 1962. Data revised be-
ginning 1956.

2 Services of medical and osteopathic physicians in solo and group private

practice and in consumer-sponsorcd group clinics.

3 Includes surgical supplies.

4 Includes fees of optometrists and expenditures for hearing aids, ortho-
pedic appliances, artificial limbs, crutches, wheelchairs, ete.

5 Services of registered and practical nurses in private duty, visiting nurses,
podiatrists, physical therapists, clinical psychologists, chiropractors, na-
turopaths, and Christian Science practitioners.

6 Difference between income and benefit expenditures of all health or-
ganizations.
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year. For all government hospitals, revenues from
charges as reported by the Bureau of the Census,®
after deduction of estimated vendor payments
made by government agencies under various medi-
cal care programs, represent private consumer ex-
penditures in these hospitals.

Consumer expenditures for care in voluntary
and proprietary hospitals are residual amounts
determined after deducting from total revenues
the following: (a) vesearch grants to hospitals;
(b) estimated revenues from philanthropic sources
(income from endowments, gifts, and payment by
philanthropie organizations for care of patients) ;
(c) government grants to hospitals and payments
to lhospitals by government agencies for care of
patients under public programs (public assistance,
the medical care program for dependents of mili-
tary personnel, the Veterans Administration
“home town” program, ete.); and (d) payments
fo hospitals by private carriers and self-insured
employers under workmen's compensation. This
new procedure resulted in estimates of consumer
expenditures for hospital care approximately 2
percent lower than those previously made.

CONSUMER MEDICAL CARE EXPENDITURES

Private consumer expenditures for medical care,
as shown here, include all payments by private
individuals for medical care and for purchase of
health insurance. They also include contributions
or payments by employers (private employers and
government} for the purchase of health insurance
for their employees.* They exclude (a) philan-
thropic contributions to hospitals or other health
agencies and payments by philanthropic organiza-
tions, “united funds,” “community chests,” and
similar organizations to hospitals, physicians, ete.,
for the care of needy or medically indigent
patients; (b) government payments for medical
care; (¢} payments for the medical care of injured

3 Department of Commerce, Bureau of the Census, Sunt-
mary of Governmental Finances (published annually).

*+On the basis of data compiled under the Welfare and
Pension Plans Disclosure Act by the Office of Welfare and
Pension Plans of the Department of Labor (Welfore and
Pengion Plans Statistics, 1960, February 1963), it is esti-
mated that employer contributions for the purchase of
bealth insurance for employees and their dependents
amounted to approximately $3.2 billion or less than half
of all health insurance premiums in 1961. IData for 1962
are not yet available.
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workers under workinen’s compensation pro-
grams, whether such payments are made by insur-
ance carriers, self-insured employers, or State
workmen’s compensation funds; and (d) pay-
ments for hospitalization made by the State fund
under the California temporary disability pro-
gram.

As in earlier years, private consumer medical
care expenditures are presented in two ways.
Table 1 shows the amount and percentage distri-
bution of the medical care dollar by type of serv-
ice, with the net cost of health insurance (the
difference Dbetween premiums and benefit ex-
penses) treated as a single item. Table 2 shows
the direct payments by consimers and payments
for health insurance for hospital care, physicians’
services, and all other items of care, with a dis-
tribution of the net cost of insurance between
hospital care and physicians’ services.

Consumer medical care expenditures amounted
to $21.9 billion in 1962, a rise of $1.2 billion from
the amount spent in the preceding year. The
percentage increase of 3.8 percent was about the
same as that from 1960 to 1961 and was the small-
est reported for any other year shice 1949,

Hospital care expenditures increased 7.6 per-
cent during 1962 to $6.1 billion. Expenditures for
the services of all practitioners—physicians,
dentists, and others—rose approximately 4.0-4.5
percent. Amounts spent for drugs and drug

Crart 1.—The medical care dollar, 1948 and 1962




sundries, representing almost a fifth of the medi-
cal care dollar, increased only 3.5 percent. The
largest relative increase—13.4 percent—was re-
ported in expenditures for nursing-home care,
where per diem costs and utilization of facilities
continue to rise at a rapid rate. The 10-percent
increase in expenditures for eyeglasses and appli-
ances, including fees of optometrists, was the
largest percentage increase in several years.

The net cost of obtaining health insurance, that
1s, the difference between premiums and benefit
expenditures of health insurance organizations,
amounted to $1.1 billion—4.8 percent of the total
health care bill in 1962. This amount represents
the total retentions of health insurance organiza-
tions for acquisition and other administrative ex-
penses, premium taxes, additions to reserves, and
profits, and it was 8.4 percent higher than the
amount retained for these purposes in 1961. This
percentage increase from the preceding year was,
however, the smallest reported since 1958.

The data shown in chart 1 give the distribution
of the medical care dollar in 1948 and 1962. The

distribution of expenditures among the various
items of care is, in general, the same as in earlier
years, with the trends manifest for some time con-
tinuing—an increase in the share going for hos-
pital care, a decrease in the proportion going for
physicians’ and dentists’ services and drugs, and
an increase in the proportion spent for health in-
surance service.

Direct payments by consumers amounted to
$14.4 billion in 1962, or 65.5 percent of all con-
sumer expenditures for medical care (table 2).
Benefit expenditures by health insurance organi-
zations were $6.5 billion or 29.6 percent of the
total. As a result of the revisions in the data on
expenditures for hospital care, the estimates of
total expenditures and those for hospital care in
the past few years are slightly lower than the esti-
mates published in the Burrerin for December
1962. The effect, since there is no reason to revise
the amount shown for insurance benefits, 1s to
reduce slightly the proportion of the consumer
expenditures represented by direct payments.

During the 15 years covered by this series, con-

TaBLE 2.—Private consumer expenditures for medical care: Amount and percentage distribution, by type of payment, selected

years, 1948-62

Type of payment 1948 1950 1955 1956 1957 1958 1959 1960 1961 1962
Amount (in millions)

Total. Ll $7,663 $8,669 | $12,906 | $14,278 | $15,518 | $16,652 | $18,243 | $19,648 | $20,749 $21,945
Direet payments. ... ... 6,801 7,377 9,756 10,655 11,374 12,156 13,104 13,807 14,076 14,380
Payments for insurance 86! 1,202 3,150 3,624 4,144 4,497 5,139 5,841 6,673 7,565

Benefits.________________ 606 992 2,536 3,015 3,474 3,877 4,399 4,996 5,695 6,505
Insurance serviee. ... ....ocoo o oooioo_. 256 300 614 609 670 620 740 845 978 1,060
Hospital care. .. i 1,881 2,315 3,851 4,173 4,513 4,773 5,185 5,726 6,249 6,709
Direct payments........ 1,234 1,446 1,833 1,805 1,833 1,841 1,801 1,850 1,828 1,700
Payments for insurance. . . 647 869 2,018 2,368 2,680 2,932 3,384 3,876 4,421 5,009

Benefits__..___________ . 455 680 1,679 2,022 2,304 2,501 2,045 3,357 3,840 4,398

Insurance service. ..o ooooiooiaiiaoos 192 189 339 346 376 341 439 519 682 611
Physicians’ services. . .o v comeooo oo 2,554 2,707 3,708 4,050 4,395 4,832 5,402 5,714 5,973 6,272

Direet payments._ . ... _____________ 2,339 2,285 2,576 2,794 2,931 3,267 3,647 3,749 3,721 3,716
Payments for insuranee ! _________._______._____ 215 422 1,132 1,256 1,464 1,565 1,755 1,965 2,252 2,556

Benefits..___________ .. 151 312 857 993 1,170 1,286 1,454 1,639 1,856 2,107

Insurance serviee____.__ .. . ._....__. 64 110 275 263 204 279 301 326 3% 449
Other services (direct paymentsonly)._______...__ 3,228 3,646 5,347 6,056 6,610 7,047 7,650 8,208 8,527 8,964

Percentage distribution

Total i 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Direct payments 88.8 87.2 75.8 74.8 73.3 73.0 71.8 70.3 67.8 65.5
Payments for insurance. . 11.2 12.8 24.4 25.4 26.7 27.0 28.2 29.7 32.2 34.5

Benefits._..__.._______ 7.9 9.7 19.6 21.1 22.4 23.3 24.1 25.4 27.4 29.6
Insurance service 3.3 3.1 4.8 4.3 4.3 3.7 4.1 4.3 4.7 4.8
Hospital Care. . .-.ooouo oo 24.5 24.8 29.8 29.2 29.1 28.7 28.4 29.1 30.1 30.6
Direct payments. .. ... ... 16.1 15.9 14.2 12.6 11.8 11.1 9.9 9.4 8.8 7.7
Payments for insurance. .. ... __.___________.... 8.4 8.9 15.6 16.6 17.3 17.6 18.5 19.7 21.3 22.8

Benefits______________________ ... 5.9 6.8 13.0 14.2 14.8 15.6 16.1 17.1 18.5 20.0

Insurance serviee. ... .. o .eo.oo.. 2.5 2.1 2.6 2.4 2.4 2.0 2.4 2.6 2.8 2.8
Physicians’ services_ . . __._._ ... ... ... 33.3 32.6 28.7 28.4 28.3 29.0 29.6 29.1 28.8 28.6

Direet payments_.____________________________.. 30.5 28.7 20.0 19.6 18.9 19.6 20.0 19.1 17.9 16.9
Payments for insurance !. . ___________________._. 2.8 3.9 8.8 8.8 9.4 9.4 9.6 10.0 10.9 11.6

Benefits . .- 2.0 2.9 6.6 7.0 7.5 7.7 8.0 8.3 8.9 9.6

Insurance S€rviee . ....._....o ... .8 1.0 2.1 1.8 1.9 1.7 1.6 1.7 1.9 2.0
Other services (direct payments only)-...._....... 42.1 42.6 41.4 42.4 45.4 42.3 42.0 41.8 41.1 40.8

! Includes small amount of insurance payments

for drugs, private-duty nursing, dental eare, nursing-home care, and appliances.
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TaBLE 3.—Private consumer medical care expenditures and
national disposable personal income, 1948-62

[In millions}

Private medical care
expenditures
v Disposablle
ear persona As percent
income ! Total | of disposable
expenditures personal
income

1948 s $189,300 $7,663 4.0
189,654 ,931 4.2

207,655 8,669 4.2

227,481 9,379 4.1

238,714 10,134 4.2

252,474 11,033 4.4

256,885 11,895 4.6

274,448 12,906 4.7

292,942 14,279 4.9

308,791 15,518 5.0

317,924 16,652 5.2

337,145 18,243 5.4

349,889 19,648 5.6

364,433 20,749 5.7

384,440 21,945 5.7

1 Data from Survey of Current Business, Department of Commerce, July
963.

sumer expenditures for health insurance (includ-
ing the net cost of obtaining insurance) have in-
creased from 11.2 percent of the total in 1948 to
34.5 percent in 1962 (table 2). Conversely, direct
out-of-pocket payments for medical care have
dropped from almost 90 percent of the total in
1948 to less than two-thirds in 1962.

Table 3 shows total private consumer expendi-
tures for medical care as a percentage of disposa-
ble personal income for the years 1948-62. In
1962, as in 1961, these expenditures were equal to
5.7 percent of disposable personal income. Dis-
posable personal income in 1962 was about twice
the 1948 amount, and private health expenditures
were almost three times the amount spent in 1948.
Thus an increasing share of disposable personal
income has been going for medical care.

Per capita expenditures for medical care, by
type of service, are shown in table 4. Total per
capita consumer expenditures for this purpose
amounted to $119.44 in 1962, compared with

$114.51 in 1961 and $52.79 in 1948. When popula-
tion growth is eliminated as a factor contributing
to the rise in aggregate expenditures, the increase
in per capita expenditures since 1948 is 126 per-
cent. Part of this increase results from a rise in
the general price level and specifically from in-
creases in the prices of health services and sup-
plies. The rest is the result of greater utilization
of medical care and of changes in the content and
nature of such care—-changes that, while increas-
ing the effectiveness of health care, also increase
the cost to the consumer-patient.

When medical care prices, based on the medical
care component of the consumer price index pub-
lished by the Bureau of Labor Statistics, are held
constant (table 5), per capita expenditures show
a rise of 38 percent from 1948 to 1962. This in-
crease may be attributed to greater use of medical
care and enrichment of the content of care.

HEALTH INSURANCE

As part of the private consumer medical care
expenditure series published- annually in the
Burrerin since 1948, the Division of Research
and Statistics compiles data on income and benefit
expenditures of all voluntary health insurance or-
ganizations in the United States. They include
(a) Blue Cross hospital-service plans and Blue
Shield medical-service plans, for which data are
obtained from the Blue Cross Association and the
National Association of Blue Shield Plans; (b)
insurance companies writing group and/or indi-
vidual health insurance, with data provided by
the Health Insurance Association of America;
and (c) all other health insurance organizations
(often called independent plans) that directly
provide or make benefit payments for specified
health services on a group prepayment, risk-

TaBLE 4.—Per capita private consumer expenditures for medical care, selected years, 1948-62 !

Type of expenditure 1948 1950 1955 1956 1957 1958 1959 1960 1961 1962
Total. e icmecaees $52.79 $57.71 $79.51 $86.34 $92.15 $97.10 | $104.53 | $110.29 | $114.51 $119.44
Hospital care 11.63 14.15 21.64 23.14 24.57 25.84 27.19 29.23 31.28 33.19
Physicians’ services. _ 17.15 17.29 21.15 22.90 24.35 26.55 29.23 30.25 30.78 31.69
Dentists’ services_______ 6.20 6.40 9.29 9.83 10.31 10.79 10.85 11.27 11.63 11.98
Drugs and drug sundrie: 10.10 11.44 15.24 17.35 18.18 19.30 20.58 21.86 22.16 22.62
Eyeglasses and appliances 2.97 3.24 4.22 4.92 5.88 5.78 6.79 6.84 6.88 7.47
Other professional services______________ .. ... 2.28 2.47 3.27 3.50 3.81 4.08 4.39 4.52 4.70 4.83
Nursing-home care. . ... i .69 .73 .92 1.03 1.07 1.17 1.26 1.57 1.68 1.88
Health insurance, net cost__ ... .. . .oooooo.oo. 1.76 1.99 3.78 3.68 3.98 3.62 4.24 4,74 5.40 5.77
1 Data from table 1, related to civilian population as of July 1of each year, excludes Alaska and Hawaii before 1960.
7
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TasLE 5.—Total and per capita private consumer expendi-
tures for medical care in 1962 prices,! 1948-62

Total Per
Year (in millions) capita ?
$12,542 $86.40
12,589 85.30
13,482 89.75
13,936 92.24
14,273 93.07
15,011 96.19
15,693 98.64
16,631 102.46
17,760 107.39
18,562 110.23
18.987 110.72
19,960 114.37
20,748 116.46
21,281 117.45
21,945 119.44

! Based on medical-care component of consumer price index, Bureau of
Labor Statistics, Department of Labor.

2 Based on civilian population estimated by the Bureau of the Census as
of July 1 of cach year.

spreading basis. Data for the independent plans
are obtained from the annual surveys of the plans
made by the Division. The most recent complete
survey, made in 1962, obtained data for the year
1961.% The data for 1962 are based on a survey of
a few (27) of the larger plans, which in 1961 had
more than half the enrollment in all independent
plans.

5 Donald G. Hay, Louis 8. Reed, and Robert E. Melia,
Independent Health Insurance Plans in the United States,
1961, Division of Research and Statistics, Research Re-
port No. 2, 1963. For summary data, see also Donald G.
Hay, “Independent Health Insurance Plans, 1961 Survey,”
Social Security Bulletin, February 1963.

TaeLE 6.—Income, benefit expenditures, and amounts retained
tions, 1962

Table 6 shows the income and benefit expendi-
tures of the various types of voluntary health
imsurance organizations in 1962 and the amounts
they retained for operating costs. The division
of the amounts between hospital care and physi-
cians’ and other services is considered a reasonably
close approximation,

The total premium income of all health insur-
ance organizations represents the total amount
spent by the public for health insurance. In 1962
it amounted to $7.6 billion, of which 41.2 percent
was the earned premium income of Blue Cross
and Blue Shield plans, 52.4 percent the earned
premiums of insurance companies, and 6.4 percent
the income of other health insurance plans (tables
7 and 8). Among the latter—the independent
plans—the predominant groups are (1) the plans
sponsored by community or consumer groups and
usually serving the general community, and (2)
those operated or sponsored by employers, union-
management welfare funds, unions, and employee
associations, which serve particular employee or
union groups.

Benefit outlays (claims expenses incurred for
Blue Cross-Blue Shield plans and insurance com-
panies) of all health insurance organizations
amounted in 1962 to $6.5 billion, or 86 percent of
the $7.6 billion premium income. The remaining
$1.1 billion (or 14 percent of income) was retained
by the organizations for operating costs—$791

for operating costs of voluntary health insurance organiza-

{In millions]

Income ! Benefit expenditures 3 Ar%gg?;&;g%gfg ‘for
Type of organization b Ph

. Physicians’ . oy Physicians’ . ysicians’

Total H%S,,mt“] and other Total Hog?ltal and other Total H%Sayr)éml and other

are services 2 care services * services ?
Total .o $7,565.1 $5,009.0 $2,556.1 $6,504.8 $4,398.1 $2,106.7 $1,060.3 $610.9 $449.4
Blue Cross-Blue Shield.._____.____.__._____ 3,118.6 2,219.2 899.4 2,893.6 2,092.9 800.7 225.0 126.3 98.7
Blue Cross . ___ ... .. - 2,212.8 2,160.5 52.3 2,087.4 2,041.4 46.0 125.4 119.1 6.3
Blue Shield®........... 905.8 58.7 847.1 806.2 51.5 754.7 99.6 7.2 92.4
Insurance companies____. 3,964.0 2,582.0 1,382.0 3,173.0 2,117.0 1,056.0 791.0 465.0 326.0
Group.__.._....___.._._. 2,708.0 1,691.0 1,017.0 2,453.0 1,605.0 848.0 255.0 86.0 169.0
Individual. . .. ... 1,256.0 891.0 365.0 720.0 512.0 208.0 536.0 379.0 157.0
Other plans____.__..____. 482.5 207.8 274.7 438.2 188.2 250.0 44.3 19.6 24.7
Community. .. _.___.._____._.._ 164.0 54.3 109.7 151.2 50.0 101.2 12.8 4.3 8.5
Medical society, not Blue Shield__ 19.2 8.4 10.8 17.6 7.7 9.9 1.6 7 .9
Dental society....__.._____..__. . 2.4 | 2.4 2.3 | .. 2.3 [ 3 R, .1
Private group clinic._____ 10.6 1.1 9.5 8.7 1.0 7.7 1.9 .1 1.8
Employer-employee-union. . 278.3 140.8 137.5 250.6 126.4 124.2 21.7 14.4 13.3
Student health services. .. ... _..__. 8.0 3.2 4.8 7.8 3.1 4.7 .2 .1 .1

! Earned premium income for Blue Cross, Blue Shield, and insurance
companies; total income for other plans.

2 Includes small amount of insurance payments for drugs, private-duty
nursing, dental care, nursing-home care, and appliances.

3 Claims expenses for Blue Cross and Blue Shield; losses incurred for in-
stllrance companies; benefits paid or cost of providing benefits for most other
plans,

4 Amount retained for administrative expenses, premium taxes, additions

to reserves, and profits.

5 Includes data for Health Services, Inc.

¢ Includes data for Medieal Indemnity of Amerieca.

Source: Data for Blue Cross and Blue Shield plans from the national
organizations of these plans; for insurance companies from the Health In-
surance Association of America; for ‘‘other plans’ from the 1963 survey by
the Division of Research and Statistics (except that data for student health
services were estimated by the Division).
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TaBLE 7.~—Income and benefit expenditures of voluntary
health insurance organizations, 1948-62

{In millions]

Insurance
companies

Blue Cross-Blue
Shield plans
Other
plans

Year Total

Blue | Blue Indi-
Total | Gross |shiela| Total |Group| yiqya

Income

$862.0| $365.0, $315.0/ $50.0| $421.0| $212.0| $209.0] $76.0
455.3 93.1| 461.0| 241.0] 220.0] 99.2
137.3| 605.0| 333.0f 272.0| 112.5
179.4) 797.6| 468.6! 329.0| 177.8
235.11  957.6/ 569.0| 388.6| 184.5
280.2|1,181.4| 722.6] 458.8| 235.3
330.0(1,389.6/ 867.3; 522.3| 233.0
381.71,626.9(1,022.5| 604.4| 230.3
446.9/1,839.1/1,216.3( 622.8/ 291.4
504.9(2,175.0/1,476.0) 699.0 301.t13

8

9

2

5

561.1/2,314.0(1,606.0/ 708.0) 316
634.9(2,639.0(1,853.0| 786.0f 342
709.1(3,027.0/2,104.0| 923.0| 331
800.7(3,427.012,414.0|1,013.0/ 441.
905.8/3,964.0|2,708.01,256.0| 482.

Benefit expenditures

$308.0! $269.0| $39.0| $228.0| $148.0] $30.0] $70.
382.8| 308.6| 74.2| 295.0| 180.0| 115.0
490.6) 382.9: 107.7) 400.0| 257.0| 143.0
605.0/ 454.0; 151.0| 587.5| 415.5| 172.0
736.5) 550.1] 186.4| 698.7| 498.1| 200.6
851.5] 626.8] 224.7| 854.7) 625.8 228.9
984.6) 718.1| 266.5 983.0 716.6| 266.4
1,146.7| 832.2] 314.5/1,179.0| 858.0 321.0
1,353.7] 968.11 385.6(1,410.6(1,082.5] 328.1
1,547.0/1,106.0) 441.0(1,655.0(1,318.0{ 337.0
1,768.0/1,268.8| 499.2(1,809.0|1,464.0| 345.0| 300.
1,994.8/1,424.3| 570.5(2,080.0{1,680.0{ 400.0| 324.
2,287.1/1,646.2| 640.912,389.0/1,901.0 488.0 320.2
2,585.4|1,867.1| 718.3|2,706.0/2,170.0] 536.0{ 404.0
2,893.6/2,007.4| 806.2|3,173.0|2,453.0] 720.0 438.2
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million by the insurance companies, $225 million
by the Blue Cross and Blue Shield plans, and $44
million by independent plans. Operating costs in-
clude acquisition and other administrative ex-
penses, premium taxes, and net income (additions
to reserves or profits). The operating costs of
health insurance organizations represent the net
cost to consumers of obtaining health insurance.

Total premiums of all insurance organizations
increased $892 million or 13.4 percent in 1962.
Benefit expenditures rose $809.4 million—14.2 per-
cent. The largest relative gains were reported for
the individual policy business of insurance com-
panies; premiums were about a fourth higher
than in the preceding year and benefit expendi-
tures about a third higher. Part of the increase
in individual business is due to the fact that some
of the larger insurance companies reported pre-
mium volume for group contracts with fewer than
25 lives in the individual columns of their annual
statements; previously such contracts had been
reported as group business. The shift of these
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TaBLe 8.—Percentage distribution of income and benefit
expenditures among the various types of voluntary health
insurance organizations, 1948-62 1

Blue Cross-Blue Insurance
Shield plans companies

ar Other
Year Total o " o plans

’ ue ue ndi-

Total Cross |Shield] Total {Group vidual

Income

42.3 | 36.5 5.8 1 48,8 24.6 | 24.2 8.8
44.8 35.7 9.2 45.4 23.7 21.7 9.8
44.4 33.8 10.6 46.8 25.8 21.1 8.7
41.3 30.4 10.8 48.0 28.2 19.8 10.7
42.7 30.9 11.8 48.0 28.5 19.5 9.3
41.1 29.5 11.6 | 49.1 30.0 19.1 9.8
41.1 29,2 12.0 50.4 31.5 18.9 8.5
41.0 | 28.9 12.1 SLT | 32.5 19.2 7.3
41.2 28.9 12.3 50.8 33.6 17.2 8.0
40.2 28.1 12.2 52,5 35.6 16.9 7.3
41.5 29.0 12.5 51.4 35.7 15.7 7.0
42.0 29.6 12.4 51.4 36.1 15.3 6.7
42.5 30.4 12.1 51.8 36.0 15.8 5.7
42.0 30.0 12.0 51.4 36.2 15.2 6.6
41.2 29.2 12.0 52.4 35.8 16.6 6.4

Benefit expenditures

50.8 | 44.4 6

40 37,61 244 13.2 11.6
49.9 | 40.2 9.7 ! 385 | 23.5| 15.0 11.6
49.5 | 38.6 | 10.9| 40.3| 25.9 | 14.4 10.2
44.7 | 33.6 | 11.2 | 43.4 | 30.7 | 12.7 11.8
45.9 | 34.3 | 11.6 | 43.6 | 31.1 12,5 10.5
44.4 ¢ 32.7 | 11.7 | 44.5| 32.6 | 11.9 11.1
45.2 | 33.0| 12.2| 45.1 32.9 ] 12.2 9.7
45.2 | 32.8 | 12.4! 46.5| 33.8{ 12.7 8.3
44.9 | 32.1 | 12,8] 46,8 35.9 | 10.9 8.3
44.5 | 31.81 12.7| 47.6 | 37.9 9.7 7.8
45.6 | 32.7 | 12.9| 46,7 | 37.8 8.9 7.7
45.3 | 32.4 | 13.0 | 47.3 | 38.2 9.1 7.4
45.8 | 32.9 | 12,8 47.8 38.0 9.8 6.4
45,4 | 32.8| 12.6 | 47.5| 38.1 9.4 7.1
4.5 | 32.1 12.4 | 48.8 | 37.7 | 11.1 6.7

! Derived from table 7,

small groups from group to individual business
makes the data not fully comparable with those
for previous years.

The distribution of premium income, benefit
expenditures, and operating costs between hos-
pital care and physicians’ and other services
shown in table 6 needs some explanation. In
furnishing data on the income and benefit ex-
penditures of insurance companies, the Health In-
surance Association of America has provided data
on premium income and benefit expense under
major-medical-expense policies. Under these
policies, a single premium is paid and benefit
expenditures are made for many items of health
care in addition to hospital care and physicians’
services.

Benefits paid to insured persons under these
major-medical-expense policies totaled $691 mil-
lion in 1962, slightly more than one-fifth of the
total benefits paid by insurance companies. On the
basis of a special study of major-medical-expense
business, the Health Insurance Association of



America estimates that 42.4 percent of benefit ex-
penditures under all such policies in 1962 was for
hospital care, 41.3 percent for physicians’ services,
and 16.3 percent for other services and supplies.
(This distribution differs somewhat from that re-
ported in the BuLLeriN for December 1962.) The
benefit payments for other services and supplies,
amounting to $112.7 million, have been included
with those for physicians’ services in table 6.
Blue Cross and Blue Shield plans also make
benefit expenditures for items other than hospital
care and physicians’ services. Blue Cross expendi-
tures for hospital care include small amounts paid
for nursing-home care. Data from the Blue Cross
Association indicate that about 10 percent of the
persons with Blue Cross coverage also have major-
medical or extended-benefit supplementary cover-
age—frequently written in cooperation with Blue
Shield. The Blue Cross and Blue Shield associa-
tions cannot provide any estimates of expendi-
tures under such supplementary contracts. If it is
assumed that 2 percent of the total Blue Cross and

CHART 2.—Premium income of voluntary health insur-
ance organizations, by type of service, 1962

{In millions]
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Blue Shield benefit expenditures is for items other
than hospital care or physicians’ services, then an
estimated $58 million was expended for these
items in 1962. It is probable, but not certain, that
most of these expenditures are included with those
for hospital care in table 6.

On the basis of the survey of independent plans
made by the Division in 1962, it is estimated that
approximately 8 percent (about $35 million) of
the benefit expenditures was for dental care,
drugs, and nursing and other services. These ex-
penditures are shown in table 6 under physicians’
and other services. In summary, a small fraction
of the benefit expenditures for hospital care shown
in table 6 actually was for other services, and
about $150 million of the expenditures for physi-
cians’ and other services was for drugs, nursing
services, hursing-home care, dental care, and other
types of care.

TRENDS IN VOLUNTARY HEALTH INSURANCE

Tables 7 and 8 show the amount and percentage
distribution of income and benefit expenditures of
the different types of health insurance plans since
1948.

TABLE 9.—Percentage distribution of income and benefit
expenditures of voluntary health insurance organizations for
hospital care, and for physicians’ and other services, 1962

. Physicians’
Type of organization Total H%sa%tal and other
services 1
Income
Amount (in millions). ... - $7,565.1 $5,009.0 $2,556.1
Total, percent_.___ - 100.0 100.0 100.0
Blue Cross-Blue Shield 41.2 44.3 35.2
Blue Cross. - 29.2 43.1 2.1
Blue Shield. . - 12.0 1.2 33.1
Insurance comp - 52.4 51.6 54.1
(1)) o JR - 35.8 33.8 39.8
Individual. R 16.6 17.8 14.3
Other s 6.4 4.1 10.7
Benefit expenditures
$6,504.8 $4,398.1 $2,108.7
100.0 100.0 100.0
4.5 47.6 38.0
32.1 46.4 2.2
12.4 1.2 35.8
48.8 48.1 50.1
37.7 36.5 40.2
11.1 11.6 9.9
6.7 4.3 11.9

1 Includes small amount of insurance payments for drugs, private-duty
nursing, dental care, nursing-home care, and appliances.
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TaBLE 10.—Operating costs of voluntary health insurance
organizations as a percent of income, 1948-62 1

Blue Cross- Insurance
Blue Shield companies
Year All Other
plans Bl Bl Indi plans
" ue ue ngi-
Total | Gross | Shield] Total |G10UP| giqyal

29.7 15.6 14.6 22.01 45.8 30.2 | 61.7 7.9
24.5 15.9 14.8 ( 20.3| 36.0 ) 25.3| 47.7 10.3
23.2 14.5 12.3 21.6 | 33.91 22.8| 47.4 10.0
18.5 11.7 10.2 15.8 | 26.3 | 11.3 | 47.7 10.0
19.5 | 13.5| 10.7 | 20.7 | 27.0| 12.5| 48.4 8.6
20.2 13.9 11.5 19.8 27.7 13.4 50.1 9.5
20,9 13.2| 10.7] 19.2| 20.3| 17.4 | 49.0 9.3
19.5 11.3 8.6 17.6 27.5 16.1 46.9 8.8
16.8 9.3 7.5 13.7 22.9 11.0 | 47.3 14.1
16.2 7.2 4.9 12.7 23.9 10.7 51.8 9.7
13.8 5.3 2.8 11.0 | 21.8 8.8 51.3 5.2
14.4 7.5 6.4 10.1 21.2 9.3 49.1 5.5
14.5 7.9 7.2 9.6 | 21.1 9.6 1 47.1 3.5
14,7 7.8 6.8| 10.3| 21.0% 10.1} 47.1 8.4
14.0 7.2 5.7 11.0 | 20.0 9.4 42.7 9.2

1 Derived from table 7.

The percentage distribution of premium income
since 1948 among the major types of plans shows
that the share of Blue Cross-Blue Shield plans in
total income was highest in 1949 and 1950 and
since then has remained relatively stable at about
41 percent of the total. The share of insurance
companies in the total increased somewhat from
1949 to 1957, dropped slightly in 1958, and re-
mained at that level until 1962 when there was a
1-percent increase. The group policy portion of
insurance company business was gradually in-
creasing until 1962, and the individual policy por-
tion declining.

The proportion of total income received by the
“other” plans—the independent plans—has de-
clined since 1948. One reason is their slower
growth, and another is the shift of several large
medical-society-sponsored plans from the inde-
pendent group to membership in Blue Shield.

In terms of benefit expenditures, the share of
Blue Cross-Blue Shield and the independent plans
has tended to decline since 1948, with a corre-
sponding increase in the share of insurance com-
panies. The most notable change in 1962 was the
greater share of individual policy benefit pay-
ments.

Table 9 and chart 2 show the total amount and
percentage distribution of income and benefit ex-
penditures in 1962 for hospital care and physi-
cians’ and other services according to type of or-
ganization. The share of Blue Cross-Blue Shield
in the total is larger for hospital care than for
physicians’ and other services; for insurance com-
panies the situation is reversed. The share of in-
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dependent plans in total income and in benefit
expenditures is considerably higher for physi-
cians’ services than for hospital care, partly be-
cause two of the larger plans—the Health Insur-
ance Plan of Greater New York and Group
Health Insurance—do not cover hospital care.
Eleven percent of the benefit payments shown for
“physicians’ and other services” made by insur-
ance companies and independent plans is for
services other than physicians’ services—that is,
dental care, drugs, nursing services, and nursing-
hiome care.

OPERATING COSTS

Table 10 shows the ratio of operating costs to
total premium income for the voluntary health

TaBLE 11.—Private consumer expenditures for medical care:
Amount and percent met by voluntary health insurance,
1948-62

[Amounts in millions]

Total : s Hospital care
medical care Iéospltial Phyrsé‘{‘tirs‘s and physicians’
expendlitures care only se services

Year Per- Per- Per- Per-
cent cent cent cent

Amount ’g;t Amount ’g;t Amount ’g;t Amount ’g;t
insur- insur- insur- insur-
ance ance ance ! ance !

‘With expense to obtain insurance excluded
$7,407 | 8.2 | $1,689 | 26.9 | $2,490 | 6.1 $4,179 14.5
,682 | 10.0 1,802 | 29.9 2,501 9.1 4,303 17.8
8,369 | 11.9 2,126 | 32.0 2,507 | 12.0 4,723 | 21.0
9,072 | 14.9 2,334 | 38.4 2,697 | 16.9 5,031 26.9
9,745 | 16.5 2,602 | 41.3 2,851 | 18.6 5,453 | 29.4
10,547 | 18.2 2,009 | 44.2 3,063 | 20.6 5,972 32.1
11,318 | 19.3 3,167 | 45.5 3,336 | 22.1 6,503 | 33.5
12,292 | 20.6 3,512 | 47.8 3,433 | 25.0 6,045 36.5
13,670 | 22.1 3,827 | 52.8 3,787 | 26.2 7,614 | 39.6
14,848 | 23.4 4,137 | 55.7 4,101 | 28.5 8,238 | 42.2
16,032 | 24.2 4,432 | 58.5 4,553 | 28.2 8,085 | 43.1
17,503 | 25.1 4,746 | 62.1 5,101 | 28.5 9,847 | 44.7
18,803 | 26.6 5,207 | 64.5 5,388 | 30.4 10,595 | 47.2
19,771 | 28.8 5,667 | 67.8 5,577 | 33.3 | 11,244 | 50.8
20,885 | 31.1 6,098 | 72.1 5,823 | 36.2 11,921 5.6
With expense to obtain insurance included

7,663 7.9 1,881 | 24.2 2,554 5.9 4,435 | 13.7
7,931 9.7 1,970 | 27.4 2,682 | 8.8 4,552 | 16.8
8,669 | 11.4 2,315 | 29.4 2,707 { 11.5 5,022 | 19.8
9,379 | 14.4 2,522 | 35.6 2,816 | 16.2 5,338 | 25.3
10,134 | 15.8 2,834 | 37.9 3,008 | 17.6 5,842 | 27.5
11,033 | 17.4 3,194 | 39.9 3,264 | 19.9 6,458 29.7
11,895 | 18.3 3,492 | 41.3 3,588 | 20.5 7,080 | 30.8
,906 | 19.6 3,851 | 43.6 3,708 | 23.1 7,559 1 33.5
14,279 | 21.1 4,173 | 48.5 4,050 | 24.5 8,223 | 36.7
15,518 | 22.4 4,513 | 51.1 4,395 | 26.6 8,908 | 39.0
16,652 | 23.3 4,773 | 54.3 4,832 | 26.6 9,605 | 40.4
18,243 | 24.1 5,185 | 56.8 5,402 | 26.9 10,587 | 41.6
19,648 | 25.4 5,726 | 58.6 5,714 | 28.7 11,440 43.7
20,749 | 27.4 6,249 | 61.4 5,973 | 31.1 12,222 | 46.6
21,945 | 29.6 6,709 | 65.6 6,272 | 33.6 12,981 50.1

1 For physicians’ services, amount represents expenditures for such serv-
ices only, but percent is based on amount that includes some insurance pay-
ments for drugs, private-duty nursing, dental care, nursing-home care, and
appliances.
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insurance organizations. In 1962, 14.0 percent of
all payments for health insurance was retained for
operating costs—acquisition and other adminis-
trative expenses, premium taxes (paid by insur-
ance companies and a few Blue Cross-Blue Shield
plans), additions to reserves, and profits. The
proportion varies greatly among the different
types of insurance organizations (5.7 percent for
Blue Cross, 11.0 percent for Blue Shield, 20.0 per-
cent for the insurance companies, and 9.2 percent
for the independent plans). Among insurance
companies the ratio of operating costs to premium
income is 9.4 percent for group business and 42.7
percent for individual business. The ratio of
operating costs to all payments for health insur-
ance (14.0 percent) was lower in 1962 than in any
other year covered by the series except 1958.

PRIVATE EXPENDITURES MET BY INSURANCE

Table 11 shows the amount and percent of total
private consumer expenditures for medical care
met by voluntary health insurance. When net
expenditures to obtain insurance are excluded, in-
surance met 31.1 percent of the total in 1962;
when they are included, the proportion is slightly
lower (29.6 percent).

The proportion of consumer expenditures for
medical care that is met by health insurance has
increased steadily since 1948. In that year, only
8.2 percent of total expenditures was covered by
insurance.

The proportion of expenditures for hospital
care and physicians’ services met by insurance is
also shown, as in earlier years. For the proportion
of the hospital bill met by insurance, the revisions
in the estimated total hospital costs resulted in
higher figures for recent years than those pub-
lished earlier.

As indicated previously, only approximate esti-
mates can be made of the proportion of insurance
payments that goes for hospital care, physicians’
services, or other items of medical expense. The
distribution of benefits under major-medical-
expense policies depends on a number of factors,
including the assumptions made as to the types of
expense met by deductible amounts and by coin-
surance. Table 11 is based on estimates of the
Health Insurance Association of America for the

12

allocation of benefit payments of insurance com-
panies among the different types of expenditures.
However, in calculating the percentage of expen-
ditures for physicians’ services met by insurance,
benefits for “other supplies and services” are in-
cluded with those for physicians’ services.

When insurance payments for such services and
supplies are excluded, the proportion of expendi-
tures for physicians’ services met by insurance
payments is reduced to approximately 32.6 per-
cent. It is estimated that insurance payments met
approximately 2.3 percent of expenditures for
items other than hospital care and physicians’
services. This is a higher figure than that esti-
mated in the December 1962 BurLpeTiN article,
chiefly because of the revised data on major-
medical benefit payments from the Health Insur-
ance Association of America.

The reader is cautioned on the interpretation
of the figure for the proportion of hospital ex-
penditures met by insurance. The proportion
given—72.1 percent—is subject to misinterpreta-
tion if considered in conjunction with the widely
accepted estimates of the Health Insurance Coun-
cil that 76 percent of the civilian population had
hospital insurance at the end of 1962. From that
point of view, it might appear that insurance is
paying almost all the hospital bill of persons with
insurance. Population surveys make it clear that
this is not the case.

A Dbetter understanding of the proportion of
hospital care and other medical care expenditures
met by insurance may be obtained by measuring
these benefits against total expenditures for this
purpose.® Private consumer expenditures for hos-
pital care, as estimated for this article, represent
only 58 percent of total expenditures for hospital
care (approximately $10.6 billion in 1962); the
remaining 42 percent is financed from public
funds and philanthropy. On this basis, insurance
payments met 42 percent of total expenditures
for hospital care. For all personal health care
expenditures, insurance payments met 23 percent
of the cost, public funds 25 percent, and about
half represented direct payments by consumers to
providers of service.

6 For further details, see Ida C. Merriam, “Social Wel-
fare Expenditures,” Social Security Bulletin, November
1963.
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