National Health Expenditures, 1950-67

THE TREND of increasing public financial
participation in health programs continued in
1967. The full-year coverage of health care
benefits under health insurance for the aged
(Medicare) and the increased tempo of the
medical assistance program (Medicaid) were
largely responsible for the growth of public
expenditures.

This year’s article on national health expendi-
tures presents data by type of expenditure for
1950, 1955, and 1960 and by source of funds for
1965-67. The availability of more up-to-date
figures for 1965 and 1966 has resulted in slight
revisions in those published earlier.

EXPENDITURES IN 1967

Expenditures for health reached $50.7 billion
in 1967—an increase of $5.6 billion from the
total in the previous year (table 1). This 1-year
growth of 12.6 percent was more than twice the
rate of growth of the total output of goods and
services (gross national product). As a result,
health expenditures as a proportion of the GNP
rose to 6.4 percent.

Operations of the Medicare program for its
first full year and increased participation in
Medicaid led to the following 1967 developments:

-—Health spending per person—$251—was more than
11 percent greater than the amount per person in
the previous year.

—Public spending for health jumped nearly 41 per-
cent in one year and reached $17.8 billion.

—Intensified public spending for health brought
the private share down from 75 percent in 1965 to
65 percent.

—The consumer paid out less for care in nongovern-
ment hospitals than he did in 1966 and his share of
these expenditures dropped to 62 percent; it had
been 79 percent in 1966.

—~Consumer expenditures for health accounted for
a smaller proportion of the national disposable
income than they had in the previous 2 years.
They represented 6.0 percent in 1965 but only 5.6
percent in 1967.

* Division of Health Insurance Studies, Office of Re-
search and Statistics.
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—DMedicare took over a large part of the personal
health care expenditures previously financed out
of the aged person’s pocketbook. Third-party
outlays, with Medicare payments included, paid
for 56 percent of personal health care in 1967 for
all persons but only 35 percent in 1950.

Source of Funds

Spending for health comes largely from the
private pocketbook. The $32.8 billion spent by the
private sector in 1967 represented 65 percent of
total health expenditures. The burden on the
private sector, however, has been becoming
lighter at a rapid rate. The increase in public
spending for health has far outpaced that of the
private sector in the past 2 years. Since 1965
(pre-Medicare and pre-Medicaid), the public
contribution has risen from less than 25 percent
to more than 35 percent (chart 1).

In 1967 alone, public spending for health in-
creased $5.2 billion or nearly 41 percent, jumping
to $17.8 billion. On the other hand, private funds
rose less than $500 million—only about one-tenth
of the aggregate public increase.

More than four-fifths of the public increase
resulted from the growth of two major health
programs of the Department of Health, Educa-
tion, and Welfare—Medicare and Medicaid.
Because all the Medicare benefits were available
for a full year, the program registered a $3.5
billion increase in spending for the year ending
December 1967. (In 1966 expenditures under
Medicare had represented only a half-year ex-
perience.) Expenditures under Medicare, which
reflect the matching premium payments by con-
sumers for the voluntary supplementary medi-
cal Insurance program, are considered here to be
public expenditures.

About $850 million of the $5.2 billion increase
occurred in public assistance spending, primarily
for Medicaid. As 1967 ended, 37 States and two
jurisdictions had implemented Medicaid pro-
grams. As the remaining States take advantage
of the Medicaid program, the growth rate of
vendor medical payments under public assistance
will accelerate.



TaBLE 1.—National health expenditures, by type of expenditure and source of funds, calendar years, 196567

[In millions]

Source of funds

Type of expenditure Total Private Publie
Con- Philan- State and
Total sumers | thropy Other Total | Federal local
1967
A 7 Y U $50,655 | $32,833 | $30,417 $1,467 $049 | $17,822 | $11,825 $5,000
Health services and supplies . - -« . oo o a.- 46,885 31,497 30,417 710 370 15,388 9,863 5,527
Hospital care......._- - 17,946 9,092 8,752 340 ... 8,854 5,549 3,306
Federal facilities. . - 1,877 177 177 Jeceiiccmafaacaat 1,700 1,677
State and local faci - 5,054 1,728 1,728 | [o. 3,325 634 2,691
Nongovernmental facilit - 11,016 7,187 6,847 340 ... 3,829 3,238 591
Physicians’ services .. ..o oo icieiiol .| 10,163 8,201 8,101 10 ... 1,962 1,375 587
Dentists’ Services. .o iiaieaaeol - 3,186 3,063 124 68 56
Other professional services ... oo ool - 1,447 1,348 98 60 39
Drugs and drug sundries. ... oo Lo o.o_.. - 5,569 5,387 232 120 112
Eyeglasses and appliances - 1,584 1,545 39 19 20
Nursing-homecare_. ... ____._.____....__ - 1,858 666 1,192 775 418
Expenses for prepayment and administration.. - 1,777 1,560 217 217 foceaeeans
Government public health aetivities_ ... _______._._______ - 914 (________.. 914 268 646
Other health serviees_ . ... . 2,441 685 1,756 1,412 344
Research and medical-facilities construetion. ... .. _____.. ... 3,770 1,336 2,434 1,962 472
Research - 1,775 178 1,597 1,530 67
Construction_.._..___. - 1,995 1,158 837 432 405
Publicly owned facilities.. 628 [______.___ 628 235 363
Privately owned facilities. ... ... 1,367 1,158 209 197 12
1966
oAl e $45,006 | $32,350 | $29,972 $12,657 $7,051 $5,605
Health services and supplies.. ... .. ... ... 41,428 30,096 29,972 10,433 5,248 5,184
Hospitalecare____..._..___._.._._.__. . 15,414 8,871 6,209 2,940 3,269
Federal facilities.....__....._._.._. - 123 1,592 1,571 21
State and local facilities......._.___ - 3,009 286 2,723
Nongovernmental facilities__... ... - 1,609 1,083 526
Physicians’ services__._.._.....___ ... - 778 277 501
Dentists’ services_ .. _.....__...._.__ - 56 28 28
Other professional services._ - 45 13 32
Drugs and drug sundries..._......___ - 187 84 103
Eyeglasses and appliances.__ - 33 15 18
Nursing-home care....__........._._____ - 692 336 356
Expenses for prepayment and administration.. - 206 206 | ...
QGovernment public health activities..___.. - 778 231 546
Other health serviees. . ... ieiiiiicaiaioi- 1,449 1,118 331
Research and medical-facilities construction....._ ... ... ... 2,224 1,803 421
Research____ . .. ... .. - 1,450 1,387 63
Construction___._._ 774 416 358
Publicly owned fad - 508 161 347
Privately owned facilities_ ... 11T ITTITIITIITIITITIT 266 255 11
1965
1] 2 $40,591 | $30,517 | $28,174 $1,402 $941 $10,075 $4,956 $5,119
Health services and supplies ... ... o .l icaii..o. 37,210 29,146 28,174 634 338 8,066 3,317 4,749
Hospitaleare. . ... .. - 13,520 8,556 8,251 305 ... ... 4,064 1,853 3,111
Federal facilities_ ... ... ... . ... ... 1,600 2 1,508 1,489 19
State and local facilities_. ... .. ___ ... - 3,990 2,749 147 2,602
Nongovernmental facilities_______ .. ______._ ... ___._ . 7,930 709 218 491
Physiclans’ serviees .. ... i R 8,745 552 112 440
Dentists’ Services - ..o eiiaiann - 2,808 35 16 19
Other professional serviees. ... _ ... . ..coo__oeoo____... 1,038 34 7 28
Drugsand drugsundries.____._____ . .. ... ___ - 4,850 142 58 84
Eyeglasses and appliances 1,230 29 12 17
Nursing-homecare ... __._..._._.._ ... 1,328 502 219 283
Expenses for prepayment dministration . . R 1,297 25 25 |
Government publie health activities..___..._.____.________. - 696 696 224 472
Other health serviees. . .o .o e 1,698 1,085 790 285
Research and medical-facilities construction.__.__.__.__._____.....__ ... 3,381 2,009 1,639 370
Research 1,469 1,303 1,245 58
Construction 1,912 706 394 312
Publicly owned facili 521 521 219 301
Privately owned facmtles 1,391 186 175 11
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Cuarr 1.—Distribution of national health expenditures, by source of funds, 1965 and 1967
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Public
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1965

Private
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. . . ]
Because Medicare is entirely a Federal pro-

gram, most of the public growth has been Federal.
State and local outlays amounted to $6 billion
in 1967, up less than $400 million from 1966.
More than three-fifths of this growth represented
increased State and local expenditures under
public assistance. The Federal Government’s
outlays were up about $4.8 billion and totaled
$11.8 billion. From 1965 to 1967, the Federal
share of public expenditures for health had
risen from about half the total to about two-
thirds.

Since the advent of Medicare and Medicaid,
the distribution of the Federal health dollar
by type of expenditure has been changing. In
1965, before the implementation of these two
programs, about two-thirds of the Federal out-
lays financed health services and supplies and
the remainder went for research and construc-
tion. In 1967, Federal funding of health services
and supplies rose to 83 percent of total health
outlays from this source. State and local govern-
ments have been spending most of their health
dollar to purchase health services and supplies.

Similarly, the private sector utilizes by far
the major part of their health funds for health
services and supplies: 96 percent went for this
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$50.7 billion

Private

purpose in 1967. Priv

than two-thirds of the total spending in this
category, about three-fifths of all construction
expenditures, and one-tenth of all outlays for
medical research (table 2).

Most private expenditures represent payments
made by private consumers or by private insurers

N a anonnnt £
UIits allouliu 4

TaBLE 2.—Percentage distribution of national health expend-
itures by source of funds and type of expenditure, 1965-67

Health Con-

Source of funds Total services Research struction
1967, total ... ___.. 100.0 100.0 100.0 100.0
64.8 67.2 10.0 58.0
60.0 64.9 | femeeas
2.9 1.5 10.0 20.0
1.9 L 2 R, 29.0
35.2 32.8 90.0 42.0
23.3 21.0 86.2 21.7
11.8 11.8 3.8 20.3
1966, total _.._.._____ 100.0 100.0 100.0 100.0
71.9 74.8 10.7 60.4
66.6 72.3 | e
3.2 1.6 10.7 30.2
2.1 8 | 30.2
28.1 25.2 89.3 39.6
15.7 12.7 85.5 21.3
12.5 12.5 3.9 18.3
1965, total ._____.____ 100.0 100.0 100.0 100.0
Private._...___.__ 75.2 78.3 11.3 63.0
Consumers. - 69.4 E T N [ O,
Philanthropy 3.5 1.7 11.3 31.5
Other_.____.. 2.3 [ P, 31.5
Publie_.__..___ 24.8 21.7 88.7 36.9
Federal.____.__._______ 12.2 8.9 84.8 20.6
State and local_______. 12.6 12.8 3.9 16.3
5



in their behalf. Total consumer expenditures
amounted to $30.4 billion in 1967, an increase
of $445 million, or 1.5 percent more than the
total in the previous year.

CHART 2.—Distribution of public and private health
expenditures, by type of expenditure, 1967
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The remaining private expenditures are of two
major types—private philanthropy, which ac-
counted for $1.5 billion of 1967 expenditures, and
other expenditures ($949 million). The latter
category represents amounts spent by industry
for maintenance of in-plant health services
(classified under “other health services”) and ex-
penditures made from capital funds for expan-
sion, renovation, or new construction of medical
facilities.

The private sector differs significantly from the
public in type of health expenditure (chart 2).
Nearly half the public health dollar, for example,
was spent for hospital care, compared with 28 per-
cent of the private health dollar. On the other
hand, 38 percent of the private dollar but only 12
percent of the public dollar purchased services
of health professionals (doctors, dentists, nurses,
etc.). The other major private expenditure,
representing 16 percent of the private sector total,
for drugs and drug sundries. Public expendi-
tures for this category comprised less than 2
percent of the public total. Medical research was
a much larger proportion of public than of
private expenditures.

Type of Expenditure

In 1967, the largest single item of expenditure,
both public and private, was for hospital care,
including inpatient and outpatient services.
Nearly $18 billion, or 35 percent of all health
expenditures, went to purchase hospital care.
Consumers and government each contributed
about the same amount ($8.8 billion and $8.9
billion, respectively), and philanthropy provided
the balance ($300 million). Federal funds pro-
vided 63 percent of the government share and
State and local governments contributed 37 per-
cent. In 1966, government had provided sub-
stantially less, both in aggregate and relative
terms. In that year, government spending for
hospital care amounted to $6.2 billion, or only
40 percent of the total. On the other hand, con-
sumer spending for hospital care decreased more
than $119 million—from 58 percent of the total
In 1966 to 49 percent in 1967,

The sources of financing vary with hospital
ownership (table 3). Federal facilities, which
include those maintained by the Department of

SOCIAL SECURITY



TasLe 3.—Expenditures for hospital care, by type of hospital
and source of funds, 1967

{In millions]

Type of hospital

All

Source of funds hospitals Tuber- Py

General culosis chiatric

All hospitals

Total ... $17,946.2 | $15,570.0 $79.5 $2,206.7
8,752.0 8,439.8 10.5 301.7
8,854.2 6,790.2 69.0 1,995.0
5,548.7 5,257.8 1.5 289.4
3,305.5 1,532.4 67.5 1,705.6
340.0 340.0 |- oo
Federal hospitals
Total. ... $1,876.9 $1,562.7 $1.5 $312.7
176.7 176.7 ||
1,700.2 1,386.0 1.5 312.7
1,676.9 1,386.0 1.5 289.4
2 7% 15 FU D 23.3

State and local government hospitals

Total ... $5,053.7 $3,144.1 $75.0 $1,834.6
1,728.4 1,568.6 7.5 152.3

3,325.3 1,575.5 67.5 1,682.3

634.3 (7% 0 T P [

2,691.0 941.2 67.5 1,682.3

Nongovernmental hospitals

Totaloo. ... $11,015.6 | $10,863.2
6,846.9 6,694.5

3,828.7 3,828.7

3,237.5 3,237.5

591.2 591.2

340.0 340.0

Defense, the Veterans Administration, and the
Public Health Service, are almost exclusively
supported by the Federal Government. State and
local governments financed 53 percent of the
expenditures in their own hospitals, consumers
furnished an additional 34 percent in these hos-
pitals, and the Federal Government provided the
remaining 13 percent. Voluntary and proprietary
nongovernment hospitals received $6.8 billion or
62 percent of their income from private con-
sumers. In 1966, consumers had provided $7.3
billion or 79 percent of the expenditures in these
hospitals.

Largely as a result of Medicare, government
has now taken over some of the consumer spend-
ing for hospital care, in terms of both propor-
tions and aggregate amounts. Government spend-
ing in nongovernment hospitals more than
doubled in a year, increasing from $1.6 billion or
17 percent in 1966 to $3.8 billion or 35 percent
n 1967.
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The second largest category of expenditure
was for physicians’ services, which amounted to
$10.2 billion or one-fifth of the total. In 1967,
government assumed some of the consumer’s
burden of paying for physician care. In spite
of rising prices for such care, consumer expendi-
tures actually decreased from 1966 to 1967, falling
from $8.4 billion to $8.2 billion. Concomitantly,
government payments for physician care were
two and one-half times the 1966 figures, increas-
ing from $778 million to $2.0 billion. This grow-
ing public expenditure is in the Federal sector,
also largely as a result of Medicare.

Dentists’ services ($3.2 billion), other profes-
sional services ($1.4 billion), and drugs and drug
sundries ($5.6 billion) were almost entirely
financed by private funds, chiefly by the
consumer.

The financing of nursing-home care presents a
different picture. Medicare’s entry into the ex-
tended-care field on January 1, 1967, and the
intensification of the Veterans Administration’s
nursing-home program have shifted some of the
funding of such care from the consumer to the
Government. In 1967, $1.2 billion or 64 percent
of the $1.9 billion spent for nursing-home care
was provided by government chiefly through
Federal funds. In 1966, the Government share
had been only 45 percent. The continuing growth
of the Medicare and Medicaid expenditures in
the nursing-home field should result in an even
larger government role in the future.

The category “expenses for prepayments and
administration,” amounting to $1.8 billion in
1967, consists of two types of expenditures—pre-
payment expenses and administrative expenses.
The former, paid for by consumers, is the differ-
ence between subscription charges (or private
health insurance premiums) and the claim (or
benefit) expenditures. This category is often re-
ferred to as the net cost of insurance. Administra-
tive expenses are the expenses of federally
financed health programs for which the cost of
administration can be identified. The largest ad-
ministrative expenses ($188 million out of the
total $217 million) are those under Medicare.
Other expenses of the type include those of the
Veterans Administration and those for military
dependents’ medical care in the Department of
Defense, maternal and child health programs,
and Indian health activities.



Medical research expenditures rose 9.4 percent
from 1966, reaching $1.8 billion in 1967. Nine-
tenths of these outlays were provided by govern-
ment, chiefly from Federal sources, and one-tenth
came from philanthropy. These research figures do
not include research expenditures made by
pharmaceutical, medical-supply, and medical
electronic industries (about $610 million), since
they are considered a business expense that is
attached to the cost of the products and already
accounted for.

Expenditures for medical-facility construc-
tion have been rising very slowly. Such expendi-
tures amounted to $2.0 billion in 1967 and were
only $40 million higher than the total in the
previous year. Nearly seven-tenths of the con-
struction outlays were for privately owned facili-
ties, and six-tenths of the total outlay come from
private funds.

Health Expenditures Under Public Programs

In 1967, government programs spent $15.4
billion for health services and supplies—$9.9 bil-
lion from Federal funds and $5.5 billion from
State and local sources.

Table 4 lists each of the government programs
with health expenditures and distributes these
amounts for 1965-67 by type of expenditure. The
government programs are the same as those cur-
rently reported in the health expenditure table of
the social welfare expenditure series published
annually in the Burierin?® The calendar-year
totals shown here for each program represent
averages of the fiscal-year figures reported in the
social welfare series, except for a few public
programs for which calendar-year figures are
available.

As mentioned previously, in 1967 public ex-
penditures for health were considerably higher
than those in 1966, and they showed an even more
noticeable rise from expenditures in 1965. Much
of the $7.7 billion growth since 1965 was the re-
sult of the Medicare program (chart 3). That

1Ida C. Merriam, Alfred M. Skolnik, and Sophie R.
Dales, “Social Welfare Expenditures, 1967-68,” Social
Security Bullctin, December 1968 ; see also Ida C. Mer-
riam and Alfred M. Skolnik, Social Welfare Expenditures
Under Public Programs in the United States, 1929-66
(Research Report No. 25, Office of Research and Statis-
tics, Social Security Administration), 1968.

CHART 3.—Growth in health expenditures under public
programs, by program, 1965 and 1967
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program alone was responsible for $4.7 billion or
three-fifths of the increase. Medicaid, the major
component under the vendor medical program of
public assistance, was also not in effect in 1965
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and became the second largest contributor to the
1967 increase. Public assistance medical pay-
ments rose from $1.5 billion in 1965 to $2.8 billion
two years later—an increase of $1.3 billion.

The Department of Defense and the Veterans
Administration contributed $660 million to the
1965-67 increase; $490 million came from the
former agency and $170 million from the latter.
The nursing-home program of the Veterans Ad-
ministration, which began in 1965, was respon-
sible for much of the rise in that agency’s health
outlays.

Programs contributing to the 2-year difference
include “other” public health activities, adding
$220 million; workmen’s compensation, adding

$130 million; and maternal and child health,
adding $85 million. The programs of the Office of
Economic Opportunity, which started in 1965,
added another $80 million.

Medicare is by far the largest public program
supporting health-care services and supplies.
More than three-tenths or all 1967 public ex-
penditures for these purposes and nearly half
the Federal outlays came from Medicare. Other
large Federal programs were public assistance
($1.5 billion), Department of Defense ($1.5 bil-
lion), and the Veterans Administration ($1.3
billion).

The State and local program with the largest
outlay was general hospital and medical care,

TaBLE 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and source

of funds, 1965-67

{In millions]

Eye- Govern-
i Other Drugs
. Physi- foroy glasses | Nursing-| ment Other
Program and source of funds Towal |Hospital| e | Dentists’| profes- and and home~ | public | healtnh | Admin-
care services | Services sional drug appli health i istration
services | sundries | 2PPI- care ealth | services
ances activities
1967
Total ... $15,386.6 | $8,854.2 | $1,961.9 $123.5 $98.2 $231.5 $38.6 | $1,192.2 $913.8 | $1,756.1 $216.6
Health insurance for theaged...__.___._ 4,736.8 | 3,102.0 | 1,124.7 |_.________ 42,6 | ]--. [, 2564.8 | el 25.1 187.5
Temporary disability insurance (medi-
calbenefits). ... ... ... ___. . 53.4 39.9 12.1 | 6 .4 L SO PO PPN [N,
Workmen’s compensation (medical
benefits) . ... .. 735.0 257.2 426.3 oo 22.0 14.7 14.7 e ma e R P,
Public assistance (vendor medical pay-
ments | 2,826.3 | 1,127.7 296.5 24,2 208.5 |o-coeioo-- 907.7 |oeeiuoaoas 144.6 |l .
QGeneral hospital and medical care._ 2,626.2 | 2,606.1 3.8 T 6] 6 || 14.4 |oeocenoan

Defense Department hospital and medi-
cal care (including military depend-

ents
Maternal and child health services_
Schoolhealth__._.______________
Other public health activities. ..
Veterans’ hospital and medical care
Medical vocational rehabilitation_.
Office of Economic Opportunity.____..__

Federal ... ... . 9,861.2 5,548.7 1,375.2 59.7 119.5 18.9 4.7 268.1 1,411.9 216.6
Health insurance for theaged._._.______ 4,736.8 | 3,102.0 | 1,124.7 [ ____.____ 42.6 ).l 254.8 |oeoooo 25.1 187.5
Workmen's compensation (medical

benefits) ..o o eeiaaoo 15.2 9.8 3.8 Joeoaiot .9 3 20 (SR PRI (o PRI PN
Public assistance (vendor medical pay-

ments) ool 1,526.2 609.0 160.1 13.1 112.6 ... ... 400.2 |ooeoolao 8.1 |oa .o
General hospital and medical care....__. 167.0 146.9 3.8 .6 N T PN PRI S 14.4 oo,
Defense Department hospitaland medi-

cal care (including military depend-

3 N U 1,511.6 545.0 1+ TS 20 (RO ISPUISUN SO RIS A PN 827.7 2.1
Materna] and child health services.. . 9.6 1.9
Other public health activities...._.. 2.0
Veterans’ hospital and medical care. 1

Medical vocational rehabilitation. ..
Office of Economic Opportunity._.__.__.

Stateand local ... _._.___ R,

Temporary disability insurance___.____. 53.4 39.9 12,1 [.....C

Workmen’s compensation (medical
benefits) . ... ... ... ...
Public assistance (vendor medical pay-

General hospital and medical care
Maternal and child health services_.
Schoolhealth____.___._________.
Other public health activities___
Medical vocational rehabilitation___.___

See footnote at end of table.
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mainly in mental hospitals, with $2.5 billion. This
program’s expenditures, however, have dropped
slightly from 1966, probably as the result of a
shift to Medicare and Medicaid support. State
and local public assistance, mainly Medicaid,
spent another $1.3 billion. Thus these two pro-
grams alone furnished about 68 percent of State
and local expenditures for health.

The type of expenditure receiving the largest
public support was hospital care, which received
58 percent of all public outlays. The proportion
of support going to hospitals varies, however,
among the public programs. In 1967, hospital
expenditures accounted for nearly all expendi-
tures under general hospital and medical care,

65 percent of expenditures under Medicare, and
82 percent of those under Veterans Administra-
tion. On the other hand, hospital care expendi-
tures represented only 18 percent of outlays for
maternal and child health.

For physicians’ services, the second largest
public outlay for health, the distribution also
varies among the programs. The workmen’s com-
pensation program devoted 58 percent of its
health outlay to physicians’ services. Medicare
spent 24 percent for physicians’ services, and the
Veterans Administration less than 1 percent. It
should be noted, however, that expenditures by
the Veterans Administration, as well as those by
the Department of Defense, for physicians’ serv-

TasLE 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and source

of funds, 1965-67—Continued

[In millions]

Eye- Govern-
s Other Drugs :
. Physi- - glasses [ Nursing-| ment Other :
Program and source of funds Total Hospital cians’ Dentists’| profes- and and home public health Admin-
care services | Services sional drug appli health i istration
services | sundries ppll- care ealth | services
ances activitie =
1966

Total. . el $10,431.6 | $6,208.3 $778.5 $44.8 $187.2 $32.9 $691.7 $777.5 | $1,448.6 $206.3
Health insurance for theaged._..__._.___ 1,199.4 890.3 124.5 | .. [ 7% U AP PRI PSRRI [ 1.1 180.4
Temporary disability insurance (medi-

cal benefits) . ... ________._______ 53.9 40.0 12,4 | oo 6 .4 [ S PSR RS RRRR PRPRURIIIUN (RO
Workmen’s compensation (medical

benefits) . ____________________._.___ 665.0 232.8 385.7 |oooC 20.0 13.3 13.3 |ooem el
Public assistance (vendor medical pay-

ments) ... .. 1,979.1 776.0 176.8 13.7 166.9 |-.... R 671.3 |- 123.8 |- ...
General hospital and medical care_______ 2,711.1 | 2,694.0 3.2 8| B B |emeceime|mmeee e e 12,3 foceoeons

Defense Department hospital and medji-
cal care (including military depend-
[0 41 7
Maternal and child health services___._.
Schoolhealth_ ... .. ______._____
Other public health activities._.._______
Veterans' hospital and medical care.._..
Medical vocational rehabilitation_._____
Office of Economic Opportunity ___.____

Federal. ..o oo

Health insurance for the aged. . _..._.._.
Workmen’s compensation (medical
benefits) ___ ... _._____
Public assistance (vendor medical pay-
ments) ...
General hospital and medical care...___.
Defense Departmenthospitaland medi-
cal care (including military depend-
(2337
Maternal and child health services
Other public health activities..____
Veterans’ hospital and medical care_.
Medical vocational rehabilitation . _
Office of Economic Opportunity____..._.

Stateand local ... ... . ... ...

Temporary disability insurance (medi-

calbenefits) . .. ... ... _. 53.
Workmen’s compensation (medical

benefits) .. 652.
Public assistance (vendor medical pay-

ments) ..ol
General hospital and medical care__
Maternal and child health services.
School health_.____..._.___
Other public health activities. .
Medical vocational rehabilitation._ ... __

See footnote at end of table.

10

SOCIAL SECURITY



ices are included as part of hospital care expendi-
tures (see section on definitions).

Eyeglasses and appliances were 12 percent of
vocational rehabilitation outlays and did not even
appear as an identifiable category in expenditures
under public assistance and Department of De-
fense programs.

HISTORICAL DATA

Trends in Health Expenditures

From 1950 to 1967, the Nation’s expenditures
for medical care rose at an average annual rate
of 8.4 percent—from $12.9 billion to $50.7 billion

(table 5). Much of this $38 billion rise occurred
in the past 2 years when expenditures increased
25 percent or an average of 11.7 percent a year.
This phenomenal rate of growth far exceeded
that of the gross national product. Consequently,
health expenditures, as a percent of GNP, in-
creased from 4.5 percent in 1950 to 6.4 percent in
1967. The 1967 proportion is up four percentage
points from the preceding year alone.

Despite the rapid growth in health expendi-
tures, their distribution by type of expenditure
has exhibited little change. The biggest change
between 1950 and 1967 has been in hospital care,
which increased from 30 percent to 35 percent of
the total. Expenditures for drugs and drug
sundries declined 2.4 percentage points; those for

TaBLe 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and source

of funds, 1965-67—Continued

[In millions]

Eye- Govern-
] Other | Drugs ¥ .
. Physi- . glasses | Nursing-| ment Other .
Program and source of funds Total | Hospital| jne | Dentists’| profes- and and homeg public | health |Admin-
care N services | sional drug . - istration
services services | sundries appli- care health | services
ances activit ies
1965
Total. o oo e mmman $8,066.4 | $4,964.5 $552.0 $35.4 $34.3 $142.2 $29.4 $502.3 $696.5 | $1,085.0 $24.8
Temporary disability insurance (medi-
cal benefits) . . . oo 52.4 39.3 11,7 faomeoas .6 4 JX: 25 PURNCSIPRPIPRVINS SR I P,
Workmen’s compensation
benefits) - 605.0 211.8 350.9 |___._____. 18.2 12.1 ) 2% R N PRSPPI SR RO
Public assista;
ments)__. 1,478.9 626.6 121.6 30.8 9.1 124.3 e - 494.4 oo ____.. 721 [aooiien
General hospital and medical care__ 2,617.5 | 2,602.1 2.7 5 4 IS N PSRN PR 11,5 |ecemoaeee

Defense Department hospital and medi-
cal care (including military depend-
ents)___-

Maternal an

School health. __

QOther public hes

Veterans’ hospital and medi

Medical vocational rehabilitation

Office of Economic Opportunity .

Federal . -

Workmen’s
benefits)__
Public assista;
ments)
General hospital and m
Defense Department hospital and m
cal care (including military depend-
ents)_.
Maternal and child he
Other public health activities
Veterans’ hospital and medi
Medical vocational rchablhmnon
Office of Economic Opportunity -

compensation (medical

Stateand local. ...

Temporary disability insurance (medi-

cal benefits)
Workmen'’s

benefits) oo i
Public assistance (vendor medical pay-

ments) oo
General hospital and medieal care..____.
Maternal and child health services
Schoolhealth . ...
Other public health activities___._...____
Medical vocational rehabilitation

compensation

t Represents administrative expenses for Indian health services only.
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nursing-home care rose 2.6 percentage points; and
for other health services they were 2.3 percentage
points lower. Expenditures for medical research
rose from 0.9 percent to 3.5 percent of the total,
while construction expenditures declined propor-
tionately—from 6.5 percent to 3.9 percent.

The substantial rise in national health expendi-
tures since 1950 is the result of many factors. One
is simply the h in population; other
are the rising costs or prices per unit of service,
the increase in the average per capita utilization
of health services and supplies, and the rising
level and scope of services through new tech-
niques, drugs, and treatment procedures.

By examining expenditures in terms of per
capita amounts, one can eliminate population
growth as a factor (table 6). With this factor
eliminated, health expenditures still show a sub-
stantial increase from 1950 to 1967. During the

faotarg
1aliors

17-year period, per capita expenditures rose from
$84.49 to $250.63, averaging an increase of 6.6
percent each year or 197 percent in all.

By eliminating price as well as population
growth, one can determine the increase in ex-
penditures that is the result of more utilization
and a higher level of care. When per capita ex-
penditures are converted to constant 1967 dollars

. .
by means of the medical care component of the

Bureau of Labor Statistics Consumer Price
Index, health expenditures still maintain con-
siderable growth. Per capita constant dollars
rose 59 percent from 1950—an average annual
rate of 2.8 percent. Much of this growth has oc-
curred in the past few years. From 1965, per
capita constant dollars increased 9.1 percent and
from 1966 to 1967 alone registered a gain of
nearly $10.

Although the above discussion indicates the

TABLE 5.—Amount and percentage distribution of national health expenditures by type of expenditure, selected years, 1950-67

Type of expenditure 1950 1955 1960 1965 1966 1967
Amount (in millions)
Total. o eoiiiaicaaan et i teMctaecsiicmcsatasenann $12,867 $18,036 $26,973 $40, 591 $45,006 $50,655
Health services and supplies. ... 11,910 17,099 25,263 37,210 41,428 46,885
Hospital eare.__.._____ 3,845 5,9 9,044 13,520 15,414 17,946
Federal facilities_ . __ 728 902 1,221 1,600 1,714 1,877
State and local facilities_ 1,175 1,911 2,827 3,990 4,466 5,054
Nongovernmental facilities. 1,942 3,116 4,996 7,930 9,234 11,016
Physicians’ services_.__.. 2,755 3,680 5,684 8,745 9,156 10,163
Dentists’ services____ 975 1,525 1,977 2,808 2,964 3,186
Other professional services. . 395 559 862 1,038 1,258 1,447
Drugs and drug sundries___ 1,730 2,385 3,657 4,850 5,217 5,569
Eyeglasses and appliances 490 597 776 1,230 1,406 1,584
Nursing-home care__.._._._..____. 142 222 526 1,328 1,526 1,858
Expenses for prepayment and administration_ 300 614 863 1,207 1,628 1,777
Government public health activities_______ 361 377 412 696 778 914
Other health services_ . eeaan 917 1,211 1,462 1,698 2,081 2,441
Research and medical-facilities construetion. . ____________.__.__ 957 937 1,710 3,381 3,578 3,770
Research 117 216 662 1,469 1,623 1,775
Construction . eeia- 840 721 1,048 1,912 1,855 1,995
Publicly owned - _____ . 496 370 443 521 508 628
Privately owned - ..o .o 344 351 605 1,391 1,447 1,367
Percentage distribution

XY Y U 100.0 100.0 100.0 100.0 100.0 100.0
Health services and supplies. oo aaae 92.6 9.8 93.7 1.7 92.0 92.6
Hospital Care. . oo oo aae 29.9 32.9 33.5 33.3 34.2 35.4
Federal facilities . _ o icaeiae 5.7 5.0 4.5 3.9 3.8 3.7
State and local fueilities. ... ... 9.1 10.6 10.5 9.8 9.9 10.0
Nongovernmental facilities. . . ... 15.1 17.3 18.5 19.5 20.5 21.7
Physieians’ serviees_ . ____ .. 21.4 20.4 21.1 21.5 20.3 20.1
Dentists’ services. . . eiiaen 7.6 8.4 7.3 6.9 6.6 6.3
Qther professional services. __ ... ... 3.1 3.1 3.2 2.6 2.8 2.9
Drugs and drug sundries___________ . .. 13.4 13.2 13.6 11.9 11.6 11.0
Eyeglasses and appliances_. 3.8 3.3 2.9 3.0 3.1 3.1
Nursing-home care 1.1 1.2 2.0 3.3 3.4 3.7
Expenses for prepayment and administration 2.3 3.4 3.2 3.2 3.6 3.6
Government public health activities____._. 2.8 2.1 1.5 1.7 1.7 1.8
Other health services.________ ... 71 6.7 5.4 4.2 4.6 4.8
Research and medical-facilities construetion____________________ 7.4 5.2 6.3 8.3 8.0 7.4
Research . ___ oo .9 1.2 2.5 3.6 3.6 3.5
Construction. .. 6.5 4.0 3.9 4,7 4.3 3.9
Publicly owned 3.9 2.1 1.6 1.3 1.1 1.2
Privately owned_ 2.7 1.9 2.2 3.4 3.2 2.7
Total expenditures as a pereeat of gross national produet_____._ 4.5 4.5 5.4 5.9 6.0 6.4
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TaBLE 6.—Per capita national health expenditures, selected years, 1950-67 1

Type of expenditure 1950 1955 1960 1965 1966 1967
Total national health expenditures_. ____....__._________.______ $84.49 $108.67 $149.25 $205.55 $225.19 $250.63
Health services and supplies_....________..___.__.______.. ___ 78.20 103.03 139.79 188.43 207.29 231.98
Hospitaleare_ . _.___ .. 25.25 36.72 50.04 68.47 77.13 88.79
Physicians’ services___ . ____ .. ... ... ___ 18.09 22.17 31.45 44,28 45.81 50.28
Dentists’ services. .. _.._____.._.______.... - 6.40 9.19 10.94 14.22 14.83 15.76
Other professional services_____________._._ . 2.59 3.37 4.77 5.26 6.29 7.16
Drugs and drug sundries_ _ - 11.36 14.37 20.24 24,56 26.10 27.56
Eyeglasses and appliances... ... . .. ... ... 3.22 3.60 4.29 6.23 7.04 7.84
Nursing-home care___________________________ R .93 1.34 2.91 6.73 7.64 9.19
Expenses for prepayment and administration - 1.97 3.70 4.78 8.57 8.15 8.79
Government public health activities__._.__ R 2.37 2.27 2.28 3.52 3.89 4.52
Other health services.. ... . . ... _.. 6.02 7.30 8.09 8.60 10.41 12.80
Total national health expenditures in 1967 prices2_________..__. 157.34 167.70 188.69 229.66 241.10 250.63

! Based on total population, including Armed Forces and Federal civilian
employees abroad as of July 1.

effect of various factors on health expenditures, it
does not show the proportion of the increase each
of the factors produce. The calculation of these

2 Based on medical care component of the consumer price index.

sonal health care expenditures, which increased
nearly threefold—from the 1950 amount of $11.1
billion to the 1967 figure of $43.9 billion (table 7).

proportions is most meaningful in terms of per- Personal health care expenditures, as defined here

TaBLE 7.—Amount and percent of personal health care expenditures and consumer expenditures for personal health care met by
private insurance, selected years, 1950-67

{In millions]

o onsufmer expen (liitures Private insurance payments
Personal Or Dersona I
health care
Year hggxl‘zh As a percent of —
expenditures ! Amount 2
Personal Consumer
{ Amount Percent health care expenditures
All types of service
$11,100 $8,201 73.8 $902 8.9 12,1
15,933 11,807 74.1 2,536 15.9 21.56
23,758 18,066 76.0 4,996 21.0 27.7
34,942 26,902 77.0 8,729 25.0 32.4
38,742 28,550 73.7 9,142 23.6 32.0
43,879 28,857 65.8 9,545 21.8 33.1
Hospital care
$3,845 $1,965 51.1 $680 17.7 34.6
5,929 3,244 54.7 1,679 28.3 51.8
9,044 5,188 57.4 3,304 36.5 63.7
13,520 8,251 61.0 5,790 42.8 70.2
15,414 8,871 57.6 5,993 38.9 67.6
17,946 8,752 48.8 6,133 34.2 70.1
Physicians’ services
$2,755 $2,597 94.3 $312 11.3 12.0
3,680 3,433 93.3 857 23.3 25.0
5,684 5,309 93.4 1,593 28.0 30.0
8,745 8,184 93.6 2,680 30.6 32.7
9,156 8,368 91.4 2,831 30.9 33.8
10,163 8,191 80.6 2,964 29.2 36.2
Other

$4,509 $3,639 80.7 " “) )

6,324 5,130 81.1 O] *) Q]
9,030 7,569 83.8 $999 1.1 1.3
12,677 10,467 82.6 259 2.0 2.5
14,172 11,311 79.8 318 2.2 2.8
15,770 11,914 75.5 447 2.8 3.8

and financial experience in the Social Szcurity Bulletin.

3 Includes insurance payments of small amounts for other types of pro-
fessional services for 1950 and 1955.

+ Included in physicians’ services.

1 All expenditures for health services and supplies other than (1) expenses
for prepayment and administration, (2) government public health activities,
and (3) expenditures of private voluntary agencies for other health services.

2 Based on data from annual articles on private health insurance coverage
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and in the social welfare series, represent all ex-
penditures for health services and supplies except
expenses for prepayment and administration,

CHART 4.—Factors affecting the increase in personal
health care expenditures, 1950 and 1967

45 _
$43.9 biltion
N
a0 |-
All Other )
$11.1 billion >33.9%
35 |
30 |
25 - Prices - B48.2%
$15.8 billion [:
20 |
B P latio
opuiation o
$5.9 billion >17.9%
10
MY 511.1 billion $11.1 billion

1950 1967
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government public health activities, and amounts
spent by private voluntary agencies for fund-
raising and general health services.

As chart 4 shows, of the $32.8 billion increase
from 1950 to 1967, population growth accounted
for 18 percent, prices produced about half,
and the remainder resulted from greater utiliza-
tion of services and the introduction of new
medical techniques.

Consumer Expenditures

Private consumer expenditures for health serv-
ices and supplies, as shown here, include all direct
payments by private individuals for such care and
benefit expenditures and administrative costs of
private health insurance. These health insurance
expenditures include premium payments by in-
dividuals and by employers for the purchase of
health insurance for their employees. Consumer
expenditures do not, however, reflect premium
payments by aged persons enrolled under Medi-
care, paynents for the medical care of injured
workers under workmen’s compensation pro-
grams, or payments for medical care made by
the State funds under the California and New
York temporary disability programs. Such pay-
ments have been classified as government ex-
penditures. Also classified separately are 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, etc.,
for the care of needy or medically indigent
patients.

Private consumer expenditures for health serv-
ices and supplies amounted to $30.4 billion in 1967
and accounted for 5.6 percent of the national dis-
posable income—a decline from the 1966 propor-
tion of 5.9 percent (table 8). The year 1966
marked the first year in the history of the series
when the health portion of disposable income
declined from the previous year. The 1967 drop
from the preceding year was substantially
larger, however, than the 1966 decline. This drop
indicates that public health programs are, in fact,
taking over some of the burden on consumers
for financing the high costs of medical care and
are leaving a greater proportion of the consumers’
mcome for other items.

SOCIAL SECURITY



TaBLE 8.—Aggregate and per capita amounts of private consumer expenditures for health services and supplies, by type of ex-

penditure, selected years, 1950-67

Type of expenditure 1950 ’ 1955 ‘ 1960 1965 1966 1967
Amount (in millions)

Totalo oo $8,501 $12,421 $18,911 $28,174 $29,972 $30,417
Hospitaleare_...._.o.....__.. 1,965 3,244 5,188 8,251 8,871 8,752
Physicians’ services_._..______._ 2,597 3,433 5,309 8,184 8,368 8,191
Dentists’ services_ .. ..._._._..__ 961 1,508 1,974 2,773 2,908 3,063
Other professional services___. 370 531 826 980 1,189 1,323
Drugs and drug sundries. .. ___ 1,718 2,355 3,598 4,708 5,030 5,337
Eyeglasses and appliances_. .. 4 586 760 1,201 1,373 1,545
Nursing-homecare_.._...___.. 110 150 411 805 811 646
Expense for prepayment. _____._________.__ JE 300 614 845 1,272 1,422 1,560
Total consumer expenditures asa percentof national dispos-

able personal fnecome.____ . ... 4.1 4.5 5.4 6.0 5.9 5.6
Per capita !

Motal . el $56.38 $76.22 $106.15 $146.82 $154.67 $155.45
Hospital care ... 13.03 19.91 29.12 43.00 45.78 44.73
Physicians’ serviees ... L oo 17.22 21.07 29.80 42.65 43.18 41.86
Dentists’ services_ . 6.37 9.25 11.08 14.45 15.01 15.65
Other professional serviees_ .o .. ... 2.45 3.26 4.64 5.11 6.14 6.76
Drugsand drugsundries. ... ______ ... _________________ 11.38 14.45 20.20 24,53 25.96 27.28
Eyeglasses and applianees._ . ..ol 3.20 3.60 4.27 6.26 7.09 7.90
Nursing-home care - ... e . .92 2.31 4.20 4.19 3.30
Expense [or prepayment . . .. 1.99 3.77 4.74 6.63 7.34 7.97
Total consumer expenditures per capita in 1967 prices?.____..__ 104.99 117.62 134.20 164.04 165.60 155.45

1 Based on U.8. civilian resident population as of July I.

Per capita consumer expenditures, amounting
to $155.45 in 1967, were 176 percent higher than
the figure for 1950. They were only $1 more than
the 1966 figure. When adjustments are made for
the rise in medical care prices, consumer spending
for health purposes grew only 48 percent from
1950 to 1967 and actually showed a decrease from
spending in 1966, when it went from $165.60 to
$155.45. This drop is the result of the increasing
shift to public financing of health.

Also indicative of the shift is the declining
proportion of all expenditures for personal health
care that consumer expenditure for this purpose
represent. In 1965, this proportion was 77.0 per-
cent; in 1966, it was 73.7 percent; and in 1967 it
had declined to 65.8 percent.

Third-Party Payments

Third-party payments include private health
insurance benefit payments, government expendi-
tures (including those for health insurance for
the aged ), and philanthropy and the expenditures
of employers to maintain industrial in-plant
health facilities.

The proportion of personal health care expendi-
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2 Based on medical care commponent of the consumer price index.

tures met by third parties has increased signifi-
cantly since 1950, rising from 35 percent to 56
percent in 1967 (table 9). In 1967 alone, this
proportion has jumped more than 6 percentage
points.

The recent rise in third-party payments has
taken place solely in the area of government
expenditures. Government payments as a propor-
tion of personal health care expenditures have
grown from 23 percent in 1950 to 24 percent in
1966, and to more than 32 percent in 1967. Other
third-party payments have shown a reverse trend.
For private health insurance payments the pro-
portion declined from 25 percent in 1965 to 22
percent in 1967. The diminishing role played by
private health insurance is primarily with respect
to hospital care. Private insurance payments
represented 34 percent of hospital care expendi-
tures in 1967, compared with 39 percent in 1966
and 43 percent in 1965 (table 7). In paying for
physicians’ services, the decline was nominal; for
other health services there has been a slight
increase.

The substantial government payments for
hospital care of the aged clearly has reduced the
need for major private health insurance outlays
for the purpose among this large population
group. For those under age 65, private insurance
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TaBLE 9.—Amount and percent of expenditures for personal health care met by third parties, selected years, 1950-67

[Amounts in millions]

Third-party payments

Pﬁrs?n}iil Out-of-pocket

ealt expenditures Private health Philanthropy
Year care Total feiivoive Government and others
expendi-
tures !
Amount | Percent | Amount | Percent | Amount | Percent | Amount | Percent | Amount | Percent
1950 e e $11,109 $7,209 64.9 $3,900 35.1 $992 8.9 $2,588 23.3 $320 2.9

15,933 9,271 58.2 6,662 41.8 2,536 15.9 3,705 23.3 421 2.6
23,758 13,068 55.0 10,690 45.0 4,996 21.0 5,157 21.7 537 2.3
34,942 18,171 52.0 16,771 48.0 8,729 25.0 7,345 21.0 697 2.0
38,742 19,407 50.1 19,335 49.9 9,142 23.6 29,449 24.4 744 1.9
43,879 19,312 44.0 24,567 56.0 9,545 21.8 | 214,257 32.5 765 1.7

1 All expenditures for health services and supplies other than (1) expenses
for prepayment and administration, (2) government pablic health activities,
and (3) expenditures of private voluntary agencies for other health services.

payments have continued, however, to play an
increasing role in terms of consumer expenditures
for personal health care. As a proportion of con-
sumer expenditures, private health insurance
payments have risen from 12.1 percent in 1950
to 33.1 percent in 1967.

The personal health care expenditures con-
tributed by philanthropy and “other” third
parties has been dropping steadily since 1950. In
that year, their share was 2.9 percent; in 1960, it
was 2.3 percent; and in 1967 it had declined to
1.7 percent.

The difference between total personal health
care expenditures and third-party payments is
the amount the consumer must pay out of his own
pocket. In 1967, not only did this proportion
drop, as it had in 1966, but for the first time the
aggregate amount declined slightly (chart 5). In
1966, out-of-pocket expenditures amounted to
$19.4 billion, representing one-half of all personal
health care outlays. In 1967, the proportion went

down to 44 percent and the aggregate amount to
$19.3 billion.

Definitions, Methodology, and Sources of Data

The national health expenditures estimates in
this article are prepared in conjunction with
similar data presented in the annual social welfare
expenditure series. The amounts reported in the
two series are essentially the same, except that
estimates in this series are on a calendar-year
basis and those in the social welfare series are on
a fiscal-year basis. In addition, the national
health expenditures shown here are reported by

16

2 Includes benefit payments under health insurance for the aged (Medi-
care).

type of expenditure (hospital care, physicians’
and dentists’ services, etc.) and by source of
funds. The social welfare series presents the ex-
penditures in the public sector by government
program and those in the private sector by major
category of expenditure (direct payments, in-
surance benefits, etc.).

Expenditures for both series are developed at
the same time. The health and medical expendi-
tures under public programs in the social welfare
series are calculated by adding to fiscal-year ex-
penditures for health programs the medical care
expenditures under programs for social insurance,
public assistance, veterans’ programs, and other
programs.?

In the private sector, the data are estimated
first on a calendar-year basis by type of expendi-
ture and then presented in summary form in the
fiscal-year report. The general method is to
estimate the total outlays for each type of medical
service or expenditure and to deduct the amounts
paid to public and private hospitals, physicians
in private practice, etc., under the public pro-
grams reported in the social welfare expenditure
series. KExcept for a few programs where
calendar-year figures are available, the fiscal-year
figures from the social welfare series are averaged
to obtain calendar-year figures and then allocated
by type of expenditure on the basis of published
and unpublished reports for each program. In
general, the consumer expenditures are residual
amounts, derived by deducting expenditures from
philanthropic and government sources from the
total expenditures for each type of service.

?For a complete description of these public programs,
see Research Report No. 25, op. cit.
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Hospital Care

The estimates of expenditures for hospital care
are based on the data on hospital finances pub-
lished by the American Hospital Association,
projected to represent data for the calendar year
in question and increased slightly to allow for
nonreporting and osteopathic hospitals. Expendi-
tures for the education and training of physicians
and other health personnel are included only
where they are not separable from the costs of
hospital operations.

There are some definitional differences between
the public and private sectors in hospital care
expenditures. Expenditures by the Veterans
Administration and the Department of Defense
for physicians’ services are included as part of
hospital care expenditures. Services of paid
physicians in mental, tuberculosis, and general
hospitals—whether public or private-—are part
of hospital care, but self-employed physicians’
services in hospitals are not counted as hospital
expenditures. The cost of drugs used in hos-
pitals are also included in hospital care. Anes-
thesia and X-ray services are sometimes hospital
care expenditures and sometimes expenditures for
physician services.

Estimates of the sources of funds are made for
each type of hospital ownership separately. The
Federal expenditures for Federal hospitals
represent the total expenses of the hospitals, less
consumer payments for care in such hospitals and
any payments to them by State and local govern-
ments.

State and local government expenditures for
care in their own hospitals represent total hos-
pital expenses of State and local governments,
plus vendor payments from State and local pro-
grams, less State and local payments to Federal
and nongovernment hospitals.

Consumer payments for care in nongovern-
ment hospitals represent total revenues of the
hospitals, less Federal, State, and local govern-
ment payments and less estimated receipts from
philanthropy.

Services of Physicians and Other Health
Professionals

The estimates of expenditures for the services
of physicians and dentists in private practice are

based on the gross incomes from self-employment
practice reported by physicians and dentists to
the Internal Revenue Service on Schedule C of
the income-tax return (as shown in Statistics of
Income, published by the Internal Revenue Serv-
ice). Data are totaled for practitioners in sole
proprietorships, partnerships, and offices organ-
ized as corporations. The total also includes
the estimated gross receipts of osteopathic phy-
sicians, the gross receipts of medical and dental
laboratories estimated to represent patient pay-
ments to medical laboratories, and the estimated
expenses of group-practice prepayment plans In
providing physicians’ services (to the extent that
these are not included in physicians’ income from
self-employment). Estimated receipts of physi-
cians for making life insurance examinations are
deducted.

The gross receipts of physicians and dentists
represent total expenditures for these services.
Consumer payments are estimated by deducting
vendor payments under government programs
and estimated payments to physicians and
dentists from philanthropic agencies.

The salaries of physicians and dentists on the
staffs of hospitals and hospital outpatient facili-
ties are considered a component of hospital care.
The salaries of physicians and dentists serving
in dispensaries and field services of the Armed
Forces and Indian health activities are included
with expenditures of “other health services.”
Expenditures for the education and training of
medical personnel (except in hospitals) are con-
sidered as expenditures for education and ex-
cluded from health expenditures.

The Internal Revenue Service now provides
data on the income of other health professionals
in private practice. Salaries of visiting nurse
associations, estimated from surveys conducted by
the National League for Nursing, are added to
the private income of other health professionals.
Deductions and exclusions are made in the same
manner as for expenditures for physicians’ and
dentists’ services.

Drugs, Drug Sundries, Eyeglasses, Appliances

The basic source of the estimates for drugs and
drug sundries and for eyeglasses and appliances
is the report of personal consumption expendi-
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tures in the Department of Commerce national
income accounts in the Survey of Current Busi-
ness. To estimate the consumer portion, vendor
payments under workmen’s compensation pro-
grams are subtracted. The Departient of Com-
merce counts this expenditure as a consumer
expenditure, but the Office of Research and
Statistics counts it as an expenditure of govern-
ment. Total expenditures for drugs and appli-
ances are the sum of the Department of Com-
merce estimates and the expenditures under all
public programs for these products.

Nursing-Home Care

Only rough estimates of national expenditures
for nursing-home care can be made from avail-
able data. Baseline data for 1965 were estimated
from the number of long-term general beds re-
ported by State hospital planning agencies under
the Hill-Burton hospital construction program,
with adjustments to exclude long-term beds in
non-Federal general hospitals. Occupancy rates
for the various ownership groups of nursing
homes, as reported in a U.S. Public Health Serv-
ice inventory, were applied to yield the estimated
number of days of care provided in nursing
homes. Application of the average cost per day
to total days of care provided the baseline total
expenditures. The 1966 and 1967 percentage in-
creases in total expenditures reported in the an-
nual nationwide survey of Professional Nursing
Home were then applied to the baseline data to
obtain the figures used in this report.

Consumer expenditures in nursing homes
represent the difference between total nursing-
home expenditures and expenditures
philanthropic and government sources.

from

Expenses for Prepayment and Administration

Prepayment expenses represent the difference
between the earned premiums or subscription
charges of health insurance organizations and
their claim or beunefit expenditures (expenditures
in providing such services in the case of organiza-
tions that directly provide services). In other
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words, it is the amount retained by health insur-
ance organizations for operating expenses, addi-
tions to reserves, and profits and is considered a
consumer expenditure.

The data on the financial experience of health
insurance organizations are reported annually in
an article on private health insurance.?

The administration component represents the
administrative expenses (where they are re-
ported) of federally financed health programs.
Such data were available for the following pro-
grams: health insurance for the aged, military
dependents’ medical care, maternal and child
health services, Indian health activities, and the
Veterans Administration hospital and medical
program.

- Government Public Health Activities

The category “government public health activi-
ties” is the same as the “other public health activi-
ties” category in the social welfare series. The
Federal portion consists of Public Health Serv-
ice expenditures for disease prevention, commun-
ity health, environmental control, Indian health
field services, salaries and expenses of the Office
of the Surgeon General, national health statistics,
the National Library of Medicine, emergency
health activities, and other miscellaneous items.
In addition, public health activities of the Food
and Drug Administration, Canal Zone, and the
Cuban refugee program are included. The data
for these programs are taken from the United
States Budget and Budget Appendiz.

The State and local portion represents expendi-
tures of all State and local health departments
and intergovernment payments to the States and
localities for public health activities. It excludes
expenditures of other State and local government
departments for air-pollution and water-pollu-
tion control, sanitation, water supplies, and
sewage treatment. The source of these data is
Government Finances, annual publication of the
Bureau of the Census.

# See Louis S. Reed, “Private Health Insurance:
Coverage and Financial Experience, 1940-66,” Social
Neeurity Bulletin, November 1967, and Louis 8. Reed and
Willine Carr, *“Private Health Insurance in the United
States, 1967,” NSocial Sccurity Bullctin, February 1969
(in press).
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Other Health Services

Items of expenditures that could not be else-
where classified are brought together in the cate-
gory “other health services.” It includes, for
each public program, the residual amount of ex-
penditures not classified as a specific type of
medical service. In addition, it includes the fol-
lowing programs, at one time listed separately:
(1) industrial in-plant services, (2) school health
services, (3) medical activities in Federal units
other than hospitals, and (4) those of private
voluntary health agencies.

Industrial in-plant services consist of amounts
spent for maintaining in-plant health services
and are based on estimates made by the Division
of Occupational Health of the Public Health
Service. This item is classified as a private ex-
penditure in the “other” category and is readily
identifiable in table 1 as the only portion of “other
health services” so classified.

School health services are also readily identified
as they are the only State and local expenditure
in this category. Expenses for these services,
estimated by the Office of Education, are reported
as a separate item in the social welfare expendi-
ture series. The amounts reported here are an
average of the fiscal-year data.

Medical activities in Federal units other than
hospitals are residual amounts that represent
primarily the cost of maintaining outpatient
facilities (separately from hospitals), dispensa-
ries, and fleld and shipboard medical stations.

Expenditures for private voluntary health
agencies, identified as a private philanthropic
expense, are the expenditures that remain after
amounts for hospital care, physicans’ services,
etc., have been distributed. They represent the
amounts spent for lealth education, lobbying,
fundraising, ete.

Medical Research

Expenditures for medical research include all
such spending by agencies whose primary object
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is the advancement of human health. Also in-
cluded are those research expenditures directly
related to health that are made by other agencies,
such as those of the Department of Defense or
the National Aeronautics and Space Administra-
tion. Research expenditures of drug and medical
supply companies are excluded, since they are
included in the cost of the product. The public
amounts reported here represent the averages of
the fiscal-year data for medical research reported
in the social welfare expenditure series. The
amounts shown for public and private expendi-
tures are based on published and unpublished
estimates prepared by the Resources Analysis
Branch of the National Institutes of Health,
primarily in the periodic publications, Resources
for Medical Research and Basic Data Relating to
the National Institutes of Health.

Construction of Medical Facilities

Expenditures for construction represent “value
put in place” for hospitals, nursing homes, medi-
cal clinics, and medical-research facilities but not
for private office buildings providing office space
for private practitioners. Excluded are amounts
spent for construction of water-treatment or
sewage-treatment plants and Federal grants for
these purposes.

The data for value put in place for construc-
tion of publicly and privately owned medical
facilities in each year are taken from the Depart-
ment of Commerce report, Construction Review.
Amounts spent by Federal and State and local
governments for construction, as reported in the
social welfare expenditure series, are converted to
a calendar-year basis and subtracted from the
total. The residual represents the amount coming
from private funds. The source-of-funds distribu-
tion of expenditures in each type of facility
(public and private) is based on various pub-
lished and unpublished reports of the agencies
concerned.

SOCIAL SECURITY



