Private Health Insurance in 1973: A Review of
Coverage, Enrollment, and Financial Experience

In 1973, about three-fourths of the civilian popu-
lation were covered by private health insurance for
substantial portions of their costs for hospital and
surgrcal care. Lesser numbers were covered at least
w some part for other health care cosits, usually
after payment of deductibles and cowmsurance.
Private insurers returned $21.6 billion (or 88 per-
cent) of subscribers’ premiums in the form of such
payments. Insurance companies continued to domi-
nate the market in providing coverage for hospital
and physicians’ services, prescription drugs and
dental care, and most nursing services

The economic stabilization program continued to
be a factor throughout 1973 in the slower rate of
growth of both income and benefits. The gap be-
tween growth rates of income and benefits nar-
rowed, as well.

IN 1973, 3.2 MILLION more Americans gained
economic protection through private health in-
surance against their costs for hospital care; 2.3
4.2 million more persons gained some coverage
for physicians’ services and health care services
provided outside the hospital.

The health insurance industry—Blue Cross-
Blue Shield, the insurance companies, the inde-
pendent community, employer-employee-union,
and private group clinic plans, and health main-
tenance organizations (HMO’s)—met a high
proportion of hospital and surgical care costs
for three-fourths of the population and a wide-
ranging portion of expenditures for other sorts
of medical and health care for smaller propor-
tions of the population. Insurance paid for most
of the cost of in-hospital physicians’ visits and
out-of-hospital X-ray and laboratory examina-
tions in behalf of 73 percent of Americans.
Thirty-four percent had some coverage for home
and office visits, 60 percent for prescribed out-of-
hospital drugs, and 10 percent for dental care.
A third of all Americans had coverage for
nursing-home care; 57-59 percent had some pro-
tection against the costs of other nursing services.

* Division of Health Insurance Studies, Office of Re-
search and Statistics The author was assisted by Paula
A. Piro.
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The trend toward broad comprehensive cover-
age of health care services is unmistakable. The
depth of coverage, however, is a function of bene-
fit levels, exclusions, restrictions, and dollar costs
met. Nonhospital related services covered by
private health insurance plans are almost always
subject to deductible and coinsurance payments
by the insured. Hospital and surgical care plans
frequently have age limits, deductible and copay-
ment provisions, and/or maximum payments for
services. Hospital coverage usually has some
limitations with respect to duration of benefits,
kinds of illnesses eligible for care and treatment,
and other special conditions; surgical coverage
often involves waiting periods, restrictions on
specific services or conditions, and exclusions.

Virtually all persons aged 65 and over have
health insurance coverage, mainly through the
Federal Government’s Medicare program. As of
January 1, 1973, the total number enrolled for
hospital care under Medicare was 21.0 million;
for supplementary medical insurance the number
was 20.4 million. These figures are based on an
actual count from the health insurance entitle-
ment master file. In 1973, 12 million (57 percent)
of the aged bought private insurance, in most
cases to supplement or complement their Medi-
care coverage. Private health insurance plans for
the aged mainly fill some or all of the gaps in
the Medicare program—deductibles, coinsurance
payments, drugs, etc.

Despite the growth of private insurance in the
health care field, an estimated 41 million Ameri-
cans under age 65 have no economic protection
through private insurance against hospital costs;
42 million have no insurance for surgical care.
The health insurance industry’s own estimates
are much lower: 17 million without hospital in-
surance, 28 million without surgical insurance.
Undoubtedly, some Americans who could afford
to buy private health insurance choose not to do
so. Many other persons receive assistance with
these costs through such programs as Medicaid
(medical assistance), the civilian health and
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medical care program for the uniformed services
(CHAMPUS), the Veterans Administration pro-
grams, State disability insurance programs, and
workmen’s compensation.

In fiscal year 1973, for example, Medicaid pay-
ments were made in behalf of an estimated 20.9
million persons. These were, for the most part,
children (45.2 percent) and the poor, including
persons aged 65 and over (16.8 percent). Some
of the latter were undoubtedly covered by Medi-
care; their Medicaid payments were for care not
authorized under Medicare. Some Medicaid re-
cipients may also have had private health insur-
ance that did not cover all their care or had
exhausted their benefits. It is known, however,
that in 1974 the Medicaid program still excluded
an estimated 9 million poor persons. Only 40
percent of the poor in the labor force had even
limited private insurance against health care
costs, and fewer than 10 percent had insurance
against nonhospital services.* Because the degree
of overlap in coverage by public and private plans
is not known, the number of persons who have no
economic protection against health care costs is
not easily determined.

Office of Research and Statistics (ORS) esti-
mates of the net number and the proportion of
the population having private health insurance
coverage for hospital care and surgical services
are used in this article together with the estimates
of the Health Insurance Association of America
(HIAA). Both sets of estimates show a con-
tinued growth during 1978 in the number and
percentage of the population covered. The reader
will note that the ORS and HIAA estimates are
frequently several percentage points apart, prob-
ably due to differences in reporting methods. The
true figures lie somewhere in the range between
the two sets of estimates.

Consumer expenditures for private health in-
surance in 1973 totaled $24.5 billion in premiums
and subscription charges, up 9.7 percent from
1972. Benefit expenditures by private health in-
surance organizations reached $21.6 billion, 10.7
percent higher than the 1972 total. The organi-
zations paid out a little more than 88 percent of
premium income in benefits and 13.7 percent went

! Karen Davis, “National Health Insurance,” chapter
8, Setting National Priorities, The 1975 Budget, The
Brookings Institution, 1974.
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for operating expenses, with a resulting net
underwriting loss of 1.8 percent of premiums.

POPULATION COVERAGE

ORS estimates of the net number of different
persons and the percentage of the population
with private insurance coverage in 1973 for hos-
pital care, various physicians’ services, and other
major types of care are summarized in table 1.
Although more than three-fourths of the popu-
lation were covered for hospital and surgical care
and close to that proportion for most other phy-
sicians’ services, the actual dollar protection for
these services ranged widely: 75 percent of all
consumer expenditures for hospital care was met
by private insurance but only 48 percent was met
by insurance for physicians’ services, and only 7
percent for other types of care. The small pro-
portion of reimbursement for the latter reflects
not only the proportionately lower rate of cov-
erage—only 10 percent of the population had
coverage for dental care and only 34 percent had
insurance for physicians’ home and office visits—
but also the limited benefit levels for such serv-
ices. Until basic health insurance plans become
more comprehensive in scope and/or major medi-
cal insurance and extended benefits are more

TapLe 1 —Estimates of net number of different persons under
private health insurance plans and percent of population
covered, by age and specfied type of care, as of December 31,
1973

All ages Under age 65 z;‘ﬁ%legvsesr
Per- Per- Per-
Type of service Num- cent Num- cent | Num- | cent
ber of ¢i- ber of el- ber of ci-

(in vihan (in vilian (in villan
thou- pop- thou-

sands) ula- | sands) ula- [ sands) | ula-

Hospital care.......-. 158,475 75 8 | 146,089 78 0| 12,386 57 4
Physicians’ services
Surgical services....| 156,913 75 1| 145,352 77 6 | 11,5661 53 6
In-hospital visits...} 153,461 73 4| 144,592 77.2 | 8,869 411
X-ray and labora-
tory exami-
nations...co-ec.oo 152,797 73 1| 143,995 76 9 8,802 4

70,038 33 5| 65,880 352| 4,158 1
Dental care......... 21,626 10 4 ) 21,392 11 4 234
Prescribed drugs

(out-of-hospital)....| 124,971 59 8 | 120,987 64 6] 3,984 1
Private-duty nursing.| 118,805 56 9 | 115,175 61 5] 3,630 1
Visiting-nurse

service. . o....... 122,688 58 7| 117,872 6291 4,816 2
Nursing-home care...| 69,152 331 62,621 334) 6,81 3
HIAA estimates

Hospital care.__.... 182,079 87 1 | 170,256 90 9| 11,823 54 8

Surgical services....| 169,416 81 1 159,462 851 . 461
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widely held, the bulk of the cost for these health
care services will continue to fall directly on the
consumer.

ENROLLMENT

Gross enrollments—the total numbers of per-
sons enrolled by all types of health insurance
_organizations for each of 11 services—are reported
in tables 2-4. Estimates of the net number of dif-
erent persons covered—with duplication within
the industry and among the insurers eliminated—
are reported as calculated by ORS and by HIAA.
The gross enrollment for persons of all ages for
hospital care was 225 million (table 2). Accord-
ing to ORS projections of the 1972 Household
Interview Survey, 158 million different persons
were covered for hospital care in 1973. Thus, 67
million or approximately 30 percent of gross
enrollment represented multiple or duplicatory
coverage. HITAA estimated such net coverage at
182 million. Multiple coverage occurs chiefly in
these ways: (a) When both spouses are employed
and both have group insurance through their
employer; (b) when a person with group cover-
age purchases an individual insurance policy to
supplement his group plan; and (¢) when a per-

son not eligible for group coverage holds two or
more individual insurance policies, usually to
supplement each other because of limited benefits.

Blue Cross plans over the country had 72
million persons under age 65 enrolled for hos-
pital care at the end of 1973 (table 3). Blue
Shield plans had an additional 2 million persons
enrolled for that type of care. The commercial
carriers covered 82 million persons under group
policies and an additional 47 million persons
under individual policies. Independent commu-
nity, employer-employee-union, and private group
medical clinics provided hospital care for an
estimated 8.6 million persons.

The gross enrollment for surgical care ap-
proached the level of hospitalization insurance.
Blue Shield plans accounted for 64 million per-
sons under age 65, with nonaffiliated Blue Cross
plans reporting an additional 8.7 million persons.
Group insurance policies issued by the companies
accounted for 83 million persons; an additional
34 million were covered by individual policies.
Independent plans covered above 11.5 million. The
vast majority of their enrollment is through
employment groups—only a small percentage en-
rolled through individual memberships. Blue
Cross-Blue Shield enrollment figures include both
group and nongroup subscribers.

TaBrLE 2.—Enrollment under private health insurance plans for Fersons of all ages and estimates of the net number of different

persons covered, by type of plan and specified type of care, as o

December 31, 1973

[In thousands]
Physicians’ services
Pirg;d Private- | Visitl Nurst
ser! rivate- siting- | Nursing-
Type of plan Hospital X-ray and Dental drugs duty nurse home Vision
care In- labora-~ Office care . cafre
Surgical hospital tory |and home (out-of- | nursing | service care
services | “yisits | examin- | visits hospital)
ations
Total gross enrollment.....co....... 225,048 207,124 | 181,093 | 181,256 114,496 21,626 | 131,100 | 124,637 128,678 70,469 7,295
Blue Cross-Blue Shield_......coooaoco. 81,541 75,136 71,766 62,060 34,552 1,740 38,168 35,344 39,206 40,226 654
Blue Cross.....cococecen-. 79,395 4,008 3,663 (o) 1,222 1) M 1) 0] ®
Blue Shield. ... . .. o ... 2,146 | 71,038 { 68,103 ) 33,330 ®) ) ) M Q) ?)
Insurance companies.. 134,338 | 119,856 98,107 107,361 68,650 11,328 87,515 81,559 81,559 27,275 1)
Group policles. ... 83,459 84,026 78,482 95,724 59,913 11,281 81,710 74,454 74,454 22,069 Q]
Individual policies 50,879 35,830 19,625 11,637 8,737 47 5,805 7,105 7,105 5,208 [0)
Independent plans.. 9,169 12,132 11,220 11,835 11,204 8,558 5,417 7,734 7,013 2,068 4,641
Community...... 3,538 5,930 5,930 5,840 5,840 1,126 1,720 4,724 5,218 778 4,153
Employer-employee-union. 5,491 6,057 5,145 5,870 5,309 1,880 3,661 2,990 2,685 2,092 2,353
Private group clinfe............ 140 145 145 145 145 52 27 20 10 100 135
Dental service corporation. .....ueecccleceeccecccfoemomcnca]iacacmnacfecammeene]anoanannnn [, 180,12 RO ORI PRI SRR P
Net number of different persons cov-
ered, as estimated by—
ORS - 158,475 | 156,913 | 153,461 | 152,797 70,038 21,626 | 124,871 | 118,805 | 122,688 69,152
Percent of civillan population 3_ 75.8 75.1 73 4 73.1 33.5 10.4 59.8 56.9 58.7 33.1
HIAA. .. 182,079 | 169,416 | 152,167 ) (O] *) (O] () ) M Jeecemcoenn
Percent of civilian population 3. 87.1 81.1 72.8 O] @) ® Q] @) ® (9]
Gross enrollment as percent of different
ersons covered, as estimated by—
ORS....... 142.0 132.0 118.0 118 6 163 5 100 0 104.9 104,9 104.9 101.9 |........ .
HIAA _..... 123.6 122.3 119.0 Q@) (O] Q)] o O] O] M feeuecornns

1 Data not available,
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A total of 13.3 million persons aged 65 and 4 million were enrolled for drugs. Most private
older were enrolled for hospital care, 5~11 million  insurance coverage was purchased by those aged
for various physicians’ services (table 4). Only 65 and older in an effort to fill the gaps in the

TasLe 3.—Enrollment under private health insurance plans for persons under age 65 and estimates of the net number of different
persons covered, by type of plan and specified type of care, as of December 31, 1973

[In thousands]

Physicians’ services
P{g;d Private- { Visiti Nursi
: BCT: rivate- siting- | Nursing-
Type of plan Hospital X-rayand Dental drugs duty nurse homae Vision
care In- labora- Office care care
Surgical hospital tory  |and home (out-of- | nursing | service care
services visits | examin- | visits hospital)
atlons
Total gross enrollment._.......co.... 211,765 196,110 171,760 171,354 109,686 21,392 1 127,036 120,934 123,766 63,873 6,818
Blue Cross-Blue Shield.__._.__._....._. 74,057 67,798 65,375 56,048 31,082 1,730 36,568 34,020 36,815 34,426 607
Blue C: 72,140 3,722 3,304 0] 1,154 ® m» 0] 1 O] (‘3
1,917 | 64,076 | 61,981 0] 30,828 m 9] ) ) (1) @
Insurance companie 129,109 { 116,850 95,838 | 104,147 67,034 11,150 85,380 79,570 79,570 26,737 @
Group policies. .. cooeeeeeecnenns 82,272 82,861 77,412 92,816 58,509 11,103 79,717 72,638 72,638 21,531 Q]
Individual policies. 46,837 33,989 18,426 11,331 8,525 47 5,663 6,932 6,932 5,206 O]
Independent plans. 8,599 11,462 10,547 11,159 10,670 8,512 5,088 7,344 7,381 2,710 6,211
.- 3,356 5,672 5,672 5,562 5,581 1,104 1,648 4,543 4,971 686 3,913
Employer-employee-union. 5,119 5,664 4,749 5,471 4,963 1,858 3,432 2,784 2,400 1,932 2,175
Private group clinic... ... 124 126 126 126 126 50 8 17 10 9 123
Dental service corporation........ccco|ececacanc].n RN USRI [N F, 5,500 |acecaauun- . e
Net number of different persons cov-
ered, as estimated by—
.................................. 145,352 | 144,502 | 143,995 65,880 21,392 | 120,987 | 115,175 | 117,872 62,621 [cccuennns
Percent of civilian population 2_. 78 77.6 77.2 76 9 352 11.4 64 6 81.5 62.9 33.4
HIAA .o oiceeicaanans 159,462 | 143,155 1) (O] m ) O] ?) {')
Percent of civillan population 2 85.1 76.4 ® (O] ® ) ® 1 1)
Gross enrollment ag percent of different
rsons covered, as estimated by—
S 145 0 134 9 118 8 %119 0 166 5 100.0 105 0 105.0 105.0 102.0 [cceuavunen
BIAA o ccecvacnvacnnnen 124 4 123 0 120.0 ) O] ® ® [O)] (O] [ T P,

1 Data not available. 2 Based on Bureau of the Census estimate of 187,370,000 as of Jan 1, 1674.

TaBLE 4—Enrollment under private health insurance plans for persons aged 65 and over and estimates of the net number of dif
ferent persons covered, by type of plan and specified type of care, as of December 31, 1973

[In thousands)

Physicians’ services
aited | Private- | Visiting- | Nurst
scribe: rivate- siting- | Nursing
Type of plan Hospital X-ray and Dental drugs duty nurse home Vision
care Surgl In- labora- | Office care . care
glcal hospital tory {and home) (out-of- | nursing | service care
services | “gigits | examin- | visits hospital)
ations
Total gross enrollment. _.._......... 13,283 11,014 9,333 9,902 4,810 234 4,064 3,703 4,912 6,596 477
Blue Cross-Blue Shield 1. ... ......... 7,484 7,338 6,391 26,012 2,570 10 1,600 1,324 2,391 25,800 47
Blue Cross . 7,255 376 269 ® 68 ® Es) 3 s s (‘;
Blue Shield. . _ooooicaeeaae 229 8,962 6,122 ® 2,502 ¢ Q) 3 ¢) ® (¢
Insurance companies 5,229 3,006 2,268 3,214 1,616 178 2,135 1,089 1,089 538 ;
Group policies. . .. 1,187 1,165 1,070 2,908 1,404 178 1,993 1,818 1,816 538 3
Individual policies 4,042 1,841 1,189 306 212 Jeemcamaeos 142 173 178 ool 3
Independent plans. 570 670 673 676 624 46 329 380 532 258 430
Community............ 182 258 258 258 259 22 81 181 247 90 240
Employee-employer-union 372 393 396 399 346 22 229 206 285 160 178

Private group clime.._....
Dental service corporation..

Net number of different persons cov-
o %{Ed' as estimated by—

.................................. 12,386 11,561 8,869 8,802 4,158 234 3,084 3,630 4,816
Percent of civilian population ¢ 67. 53 6 41 1 40 8 19.3 1.1 18.5 16.8 22.3
TAA o cieaecaana .. 11,823 9,954 9,012 ® ) ®) ®) () ®)
Percent of civilian population 4 54.8 46 1 41.8 (] Q] ® (O] O] ®
Gross enrollment as percent of different
Eersons covered, as estimated by—
[0 5 T 107.2 95 3 105 2 112 5 115.7 100.0 102 0 102 0 102.0
HIAA . e e 112.3 110.6 103 6 ¢) ® @ ® ®) ®
1 Includes disabled persons under age 65 ¥ Data not available
? Mainly coverage of Medicare deductibles. 4 Based on Bureau of the Census estimate of 21,584,000 as of Jan, 1, 1974,
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TaBLE 5.—Percentage distribution of total gross enrollment under private health insurance plans, by age, type of plan, and speci-

fied type of care, as of December 31, 1973

Physiclans' services
Hospital Prescribed | Private- | Visiting- | Nursing-
Age group and type of plan cat;e X-ray and Dental care| drugs (out- duty nurse home
Surgical | In-hospital | laboratory | Office and of-hospital) ]| nursing service care
services visits examina- |home wvisits
tions

Total, all ages. ... 100 0 100 0 100 0 100 0 100 0 100 0O 100 0 100 0O 100 © 100 0
Blue Cross-Blue Shield....__.. 36 2 363 39 6 343 30 2 80 291 28 4 308 57.1
Insurance companies.. 59 7 567 9 542 59 2 59 9 824 66 8 65 4 63 4 387
Group policies.__... 371 40 6 43 4 52 8 52 3 522 623 59 7 679 313
Individual policies 26 17 3 108 6.4 76 48 57 66 74
Independent plans.. 41 58 2 65 99 39 6 41 82 61 42
Under age 65, total....._.. 100 0 100 © 100 0 100 0 100 0 100 0 100 0 100 0 100 0 100 0
Blue Cross-Blue Shield........ 350 346 381 327 29 2 80 28 8 281 297 539
Insurance companies.........- 61 0 596 55 8 60 8 611 52 4 67 2 65 8 64 3 419
Group pohcies..... 389 42 3 451 5 2 53 3 519 628 60 1 58 7 337
Individual policies 221 17 3 107 66 78 2 44 57 56 82
Independent plans.... 40 58 61 65 97 39 8 40 61 60 42
Aged 65 and over, total. ... 100 0 100 0 100 0 100 0 100 0 100 0 100 0 100 0 100 0 100 0
Blue Cross-Blue Shield........ 56 3 66 6 68 5 60 7 53 4 43 39 4 358 48 7 879
Insurance companies.......... 39 4 273 24 3 325 336 761 52 8 637 405 82
Group policies....... ———— 90 10 6 115 29 4 29 2 761 49 0 43 0 370 82
Individual policies_. ——— 30 4 18 7 12 8 31 [ 3 30 P 35 47 B8 |ocreecaacan
Independent plans... ...cooco- 43 61 72 68 130 19 6 81 105 10 8 39

Medicare program—deductibles and coinsurance
payments, as well as at least some of the services
not covered by the Federal program.

Enrolilment Shares

Private insurers continued to share the market
on about the same basis as in 1972 (table 5).
Insurance companies held well over half the total
gross enrollment for all types of care except
nursing-home care. Enrollment in individual poli-
cies was substantial for hospital and surgical care
but represented only a fraction of group coverage
for all other services. Blue Cross-Blue Shield
. claimed 28-40 percent of the enrollment for all
services except dental care (8 percent) and nurs-
ing-home care (57 percent). Independent plans
had only 4 percent of the market for hospital
care and drugs, 6~10 percent for physicians’ serv-
ices, and 40 percent for dental care. The distribu-
tion pattern was about the same for enrollment
of persons under age 65, but Blue Cross-Blue
Shield dominated the market with respect to
enrollments of persons over age 65, except in
the area of drugs, dental care, and private-duty
nursing.

Historical Data

For all ages, insurance coverage for hospital
and surgical care—in terms of total enrollments
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by type of insurer and the net number of persons
and percentage of population covered from 1940
to the present—is detailed in tables 6 and 7. Blue
Cross-Blue Shield enrollment rose 4 percent in
1973. In the previous 7 years, the annual gain was
3-5 percent, except in 1971 when the increase
dropped to 1 percent for hospital care and 2 per-
cent for surgical care. Insurance company individ-
ual policies continued to grow at a faster rate
than group coverage—6 percent for hospital in-
surance and 8 percent for surgical services, com-
pared with a 1-2-percent gain in group policies.

In 1973, HIAA again revised downward its
estimates of net coverage for 1965-72 to reflect
more current information with respect to the
extent of duplicate coverage and to take into
account revised estimates for nonreporting com-
panies. The remaining several percentage points
difference between HIAA net estimates and es-
timates based on the household surveys probably
result from a combination of overreporting by
health insurance organizations and underreport-
ing in the household surveys. Thus, gross enroll-
ments for hospital and surgical care, as estimated
by HIAA, have been running 15-23 percent above
HIAA’s net in the 10 years before 1973, and the
household interview estimates have ranged from
28 percent to 41 percent above the National Center
for Health Statistics (NCHS) net for hospital
care and from 20 percent to 31 percent above
net for surgical benefits.
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TasLe 6.—Hospital benefits: Gross enrollment under private health insurance plans for persons of all ages and estimates of the
net number of different persons covered, by type of plan, 1940-73

[In thousands]
Net number of different persons Gross
Gross enrollments covered, as estimated by— enrollment
. as xgerctent
of net,
End gﬁg gﬁ?eslid‘ Insurance companies Independent plans I:g;::gt;gl:i HIAA e“{:;ffed
n
of
year Total Indt lﬁm- Per; Pert-
ota! ndi- ploy- R cen cen "
Blue | Blue Group | vid- Com- | er-em-| Medi- 533 of of I%"ﬁff
Total Total | poli- ual | Total | mun- | ploy- | calso- Number| civil- {Number?| civil- ~ |HIAA
Cross | Shield fes Ii ity | ee- | ciety |BrouP fan fan | SUT
cle poll- y Y | clinie veys
cles un- opuz- opu-
fon atlon tion
1940....| 12,022 | 6,072 6,012 60 3,700 | 2,500 1,200 | 2,250 140 | 1,560 110 | 440 [locvmacoeconannn 12,312 93 |aecenne 97 6
1945_...1 32,135 | 18,961 | 18,881 80 10,504 | 7,804 | 2,700 | 2,670 420 | 1,660 200 .1 82,0681 240 |.ccnnn- 100 2
1950_...| 81,691 | 37,645 | 37,445 210 | 39,601 | 22,305 | 17,296 | 4,445 | 1,445 | 2,280 500 76,639 | 80 7 |eecann- 1068 6
1955....] 118,629 | 48,924 | 47,719 | 1,205 | 63,160 | 39,029 | 24,131 | 6,545 | 2,920 { 3,220 360 | 45 [emmecfoncenes 105,452 | 64 1 |.o.... 112 5
1960....| 148,863 | 57,464 | 55,938 | 1,526 | 85,405 | 55,218 | 30,187 | 5,994 | 1,604 | 4,000 130,007 | 72 8 |-coenne 114 5
1961.__.] 152,799 } 57,960 | 56,489 | 1,471 87,737 | 56,920 | 30,817 | 7,102 | 1,851 { 4,850 133,876 | 73 4._..... 1141
f ' 32,440 | 6,937 | 1,830 | 4,703 138,045 | 7485|1222 ] 114 4
33,710 | 7,165 },954 4,81% }ﬁ,g;i ;g g 1310 ﬁg 11)
34,859 ,840 ,859 | 4,78, 071 | 76 6 |eecanae
36,107 | 6,984 | 1,964 | 4,971 148,826 | 771 |.o..ne 116 4
37,333 ,633 1 1,964 | 4,618 153,130 | 78 7 |-ccuune 116 6
36,624 | 7,050 t 2,300 | 4,700 157,831 | 80 2| 1278 1168
38,364 | 7,277 | 2,507 | 4,749 164,276 | 82711283 | 116 6
40,065 | 7,702 | 2,672 | 5,000 167,858 | 83 & |..._.... 119 3
42,008 | 8,131 | 2,900 | 5,200 1;%,% gg g 136 2 i% g
44,952 | 8,545 | 3,100 | 5,400 ,800 | B3 6 {..o....
48,219 | 8,900 { 3,370 | 5,560 60 || 155,253 | 74 9| 178,417 861 | 140 9 122 6
2,146 50,879 | 9,169 | 3,538 | 5,491 140 2158,475 7581 182,079 { 87111420 | 123 6

1 Number estimated by applying percentages to total ¢vilian population
Percentages projected to end of year and rounded for 1962 and 1973
1 Estimate exceeds gross enrollment for early years because HIAA data
include estimated enrollment of college and university health services Esti-

mates for 1965 and later years have been revised.
3 Estimated by ag}alying HIA A percentage Increase in net enroliment from

1972 to 1973 to the

CHS figure for 1972

TaBLE 7.—Surgical benefits. Gross enrollment under private health insurance plans for persons of all ages and estimates of the
net number of different persons covered, by type of plan, 1940-73

[Numbers in thousands]

Net number of different persons Gross
Gross enrollments covered, as estimated by— enrollment
88 percent
Blue C Household Simetad
“Blue Staid Insurance companies Independent plans sﬁx“‘?gyg X HIAA es byj‘_e
End
of
year Total Indi Fim- Per; Per;
'ota ndi- ploy- . cen cen! |
Blus | Blus Group | vid- Com- | er-em-| Medi- ‘f;rtia of of Hl;’[ﬂff
Total Total | pol- ual | Total [ mun- | ploy- | calso- Number| civil- |[Number?] civil- ~ {HIAA
Cross | Shield group sur
cies poli- ity ee- | clety clinic ian ian veys
cies un- opu- opu-
fon ation ation
1940.._. 4,790 260 260 2,280 | 1,430 850 | 2,250 200 | 1,480 5,350 411....... 895
1945__..] 12,092 | 2,335 127 § 2,208 7,337 | 5,537 | 1,800 2,420 350 | 1,460 12,8%0 96 |acaneans 93 8
1950....) 55,950 | 17,253 | 1,151 {16,102 | 34,937 | 21,219 | 13,718 | 3,760 940 | 1,950 ,186 | 358 |.ce.... 100 3
1955....| 101,819 | 37,395 { 3,194 [34,201 | 58,494 | 39,725 | 18,769 | 5,930 | 2,130 | 3,200 88,856 | 540 |--..-. .| 1146
1960....| 134,118 | 48,266 } 3,773 [44,493 | 78,816 | 55,504 | 23,012 | 7,336 | 2,760 | 4,020 117,304 | 652 }._..... 114 3
1961....] 139,988 | 49,374 | 3,048 |46,326 | 82,120 | 57,059 | 25,061 { 8,494 | 3,026 | 4,851 122,644 67211200 1141
1962....| 143,989 | 50,876 | 2,814 148,062 | 84,826 | 59,069 | 25,757 } 8,287 | 3,003 | 4,695 126,376 | 682§ 1198} 1139
1963....) 150,361 | 52,371 2,740 |49,631 89,382 | 61,984 | 27,398 | 8,608 | 3,206 | 4,806 131,152 | 69 7 Joeeaenn 114 6
1964....| 154,117 | 54,473 | 3,222 |51,251 91,347 | 63,859 § 27,988 { 8,207 | 3,111 | 4,968 134,440 (I N R 114 6
1965....| 160,460 | 56,330 | 3,660 |52,669 | 95,446 | 65,639 | 29,907 | 8,684 | 3,400 | 5,068 138,224 | 71 6 |...-._. 116 1
1966....| 164,380 | 57,916 | 3,417 |54,499 98,139 | 68,169 | 29,970 | 8,325 | 3,526 | 4,601 142,038 | 730 j....... 115 7
1967_...| 170,486 | 60,443 | 3,416 {57,017 | 101,473 | 72,098 | 29,375 | 8,580 | 3,900 §{ 4,500 180 | 142,082 722 147,435 7491211 115 6
1968_...1 175,978 | 63,279 | 3,464 |59,815 | 103,947 | 75,102 § 28,845 | 8,752 | 4,132 | 4,476 143 || 148,082 74 5| 152,638 76811200 1153
1969....] 185,239 | 66,595 | 3,629 |62,966 | 108,604 | 78,932 | 29,762 } 9,950 | 4,500 | 6,300 180 flocee e enfuccnnnn 157,205 | 78 2 |ocee-o- 117 8
1970_._.] 192,078 | 69,110 | 3,874 [65,236 | 112,436 | 81,620 | 30,816 {10,532 | 4,900 | 5,500 132 | 150,001 7391161,240 | 794(1293| 1191
1971__..1 194,642 | 70,395 | 3,831 |66,564 | 113,387 | 81,873 | 31,514 110,860 | 5,100 { 5,630 130 jocumcaca PR IR 163,0 79 4 |occeeen 119 4
1972__..} 199,896 | 72,433 | 4,020 168,413 | 115,973 | 82,742 { 33,231 {11,490 | 5,350 | 6,000 140 | 162,651 73 6| 164,815)] 79511309} 1213
1973....} 207,124 | 75,136 | 4,098 171,038 | 119,856 | 84,026 | 35,830 12,132 ]| 5,930 | 6,057 145 |[*156,913 7511} 169,416 | 81111320 | 1223
1 See footnote 1, table 6. 2 See footnote 2, table 6. 3 See footnote 3, table 8.
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Household Interview Surveys

The net number of different persons and the
percentage of population covered, for persons
under age 65 and for persons aged 65 and older,
are presented in table 8. The estimates are based
on household interview surveys conducted by the
NCHS in 1962, 1967, 1970, and 1972 for hospital
care and surgical services, and in 1970 and 1972
for physicians’ visits in home and office. Figures
for 1973 are ORS projections of NCHS 1972
findings.

Data with respect to those aged 65 and over
are significant in that they show a sharp drop in
private insurance coverage in the first full year
of Medicare but a steadily rising number and
percentage of that age group buying health in-
surance since that period. As noted earlier, private
insurance plans available to those aged 65 and
older are designed primarily to complement the
Medicare program by filling the gaps—deduc-
tibles, coinsurance payments, and in some instances
services not paid for by Medicare. Other plans,
however, provide flat weekly or monthly pay-
ments to the aged—only if they are hospitalized—
to be used by the insured according to his finan-
cial needs.

Benefit ‘Structure

The benefit structure of private health insur-
ance continued to broaden in 1973. As table 9
shews, the net coverage is expanding steadily in
the nonbasic type of benefits—drugs, dental care,
nursing services, X-ray and laboratory examina-
tions—having more than doubled for all ages in
the past 11 years in every one of these categories.
Dental insurance increased 21 times; nursing-
home care covered 14 times as many persons. For
persons who are under age 65, the expansion into
nonhospital, nonsurgical benefits reflects primarily
group coverage of workers where unions have
negotiated comprehensive and supplementary
major medical insurance plans, extended-benefits
plans, and supplementary major medical plans by
Blue Cross-Blue Shield, and comprehensive group-
practice prepayment plans. A good portion of
the expansion in dental insurance, however, can
be claimed by the independent dental service
corporations, which have grown rapidly in the
past several years.
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TasLe 8.—Benefits for hospital care and physicians’ services:
Net number of different persons covered, by age, as estimated
by household surveys, 1962-73

[Numbers in thousands]

Physlclans’ services
Hospltal care o d
ce an
Surgleal services home visits
Year
Percent Percent Percent
of of of
Number | civilian | Number | civillan | Number | civillan
popula- popnla- popula-
tion tion tion
Under age 65
120,220 723 113,569
136,907 77.0 133,706
141,572 78 9 139,061
143,611 78 6 140,505
143,309 7701 141,448
1146,089 78 0 |1145,352
. Aged 65 and over
9,125 541 7,792 46,2 |oecieniai]icmaaiaaen
8,647 450 8,378 L' 7 N PRI, MR,
10,452 51.4 9,486 46.7 3,518 17.3
11,944 56 4 11,203 52.9 4,045 19.1
112,386 257.4) 111,561 253.6 14,158 19.3

1 Estimated by applying HTA A percentage Increase in net enrollment from
1972 to 1973 to NCHS figures for 1972

2 In the Current Medicare Survey of the Social Security Administration,
59.9 percent of those enrolled for supplementary medical insurance were re-
Forted as having private hospital insurance, 50 4 percent as having surgical
nsurance as of Jan 1, 1974

Source Data reported by various National Center for Health Statistics
household surveys conducted during 1962-72

Major Medical Coverage

Table 10 reveals, for persons of all ages, the
annual growth since 1960 in the net number of
different persons under major medical plans by
insurance companies and in the total Blue Cross-
Blue Shield enrollment for such coverage. In-
surance policies are written as supplementary
major medical or comprehensive group policies,
with the ratio more than 2 to 1 in 1973. Coverage
of Blue Cross-Blue Shield plans written as major
medical plans supplementing a basic policy out-
numbered comprehensive extended-benefit plans
coverage 10 to 1.

In 1978, almost 83 million different persons
were covered by insurance companies under major
medical plans; Blue Cross-Blue Shield plans cov-
ered about 37 million persons. About 10 million
more persons were covered in 1973 for major
medical expense than had such insurance in 1972;
73 percent of the expansion occurred in Blue Cross-
Blue Shield plans. Although insurance companies
continued to write more than twice as much major
medical coverage as the Blue Cross and Blue
Shield plans, the commercial carriers’ share of
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TapLy 9 —Estimates of the net number of different persons under private health insurance plans and percent of population

covered, by age and specified type of care, 1962-73

Physiclans’ services
Prescribed | Private- Visiting- | Nursing-
End of year H‘g‘;ﬁf’“ X-ray and Dental care| drugs (out-|  duty nurse home
Surgleal | In-hospital | laboratory | Office and of-hospital) | nursing service care
services visits examina- | home visits
tions
All ages
Ll
Number (in thousands)
1962.. 129,800 120,528 Q] 65,871 Q] 1,008 47,907 46,143 43,203 4,975
1965 1 T ™ 79,500 0] 3,100 3,200 56,000 60,100 9,900
m 10 ) 90,000 Q) 4,227 65,544 68,722 79,004 17,814
145,454 142,082 ®) 92,480 zl) 4,679 71,201 76,080 81,771 18,754
(n 1 128,174 97,703 ) 5,821 79,280 83,485 90,523 19,046
) 1 133,914 125,002 ®) 8,510 89,805 91,211 100,343 ,044
154,263 150,001 145,589 142,441 67,832 12,210 100,966 100,235 106,882 32,392
) v 148,514 145,207 1 15,348 106,985 104,730 110,215 38,636
155,253 152,651 149,734 149,444 67,607 17,904 111,374 108,959 115,904 45,460
158,475 156,913 153,461 152,797 70,038 21,626 124,971 118,805 , 688 69,152
700 650 O] 350 O] 05 26 0 250 230 30
(O] Q] Q) 41 2 (1) 16 27 6 290 312 51
9] O] ®) 48 0 (1) 22 337 350 40 6 92
39 722 @ 47 0 m 24 36 2 387 41 6 92
() (1 64 5 49 2 ® 2.9 399 420 455 96
O] O] 66 6 62 2 M 42 47 45 4 49 9 140
759 73 9 17 70 2 33 4 60 497 49 4 52 6 16 0
® o 723 70 7 ® 75 52 1 51 0 56 18 8
749 736 722 721 327 86 837 2 6 556 9 219
%8 751 734 731 335 it 4 55 8 59 58 7 331
Under age 65
136,907 133,706 116,656 88,926 1y 4,596 69,363 73,857 79,302 15,873
141,572 139,061 121,104 93,714 Q)] 5,719 76,748 81,309 87,697 16,921
O] Q) 126,190 117,472 Q) 4 8,385 86,880 88,024 96,885 23,962
143,611 140, 505 137,229 134,839 64,314 12,079 97,736 97,017 103,064 27,371
Q] (O] 140,685 137,463 ) 15,155 103,67 101,450 106,190 33,434
143,309 141,448 141,679 141,694 63,652 17,608 107,855 105,518 111,416 39,987
146,089 145,352 144,592 143,995 65,880 21,392 120,987 115,175 117,872 62,621
770 75 2 65 6 50 0 m 26 30 418 46 89
789 776 67 8 52 2 ) 32 42 8 45 3 48 9 94
Q] Q) 69 6 64 8 M) 46 47 9 48 5 53 4 13 2
786 76 9 751 73 8 352 66 53 5 531 56 4 15 4
Q)] Q) 76 2 74 4 (O] 82 561 549 57 5 181
770 76 0 76 1 76 1 342 95 58 0 56 7 59 9 215
780 776 772 76 9 352 11 4 64 6 616 62 9 34
Aged 65 and over
8,547 8,376 5,905 3,654 [0} 83 1,838 2,223 2,470 2,881
) O] 7,070 3,989 (O] 102 2,532 2,176 2,826 2,125
0] ® 7,724 7,530 Q) 125 2,925 3,187 3,458 4,082
~ 10,452 9,496 8,360 7,602 3,518 131 3,230 3,218 3,818 &,021
b ) 7,829 7,744 ] 193 3,313 3,280 4,025 5,202
11,944 11,203 8,155 7,750 4,045 206 3,519 3,441 4,488 5,473
12,386 11,561 8,869 8,802 4,158 234 3,984 3,630 4,816 6,631
450 441 311 18 7 m 04 97 117 130 16 2
(1) (6] 36 6 206 O] 3 131 13 14 6 1190
Q] (1) 393 38 3 O] .6 14 9 18 2 17 6 20 8
51 4 4 411 37 4 173 6 159 15 8 18 8 24 7
® Q) 377 373 0] 9 159 15 8 19 4 250
56 4 52 9 38 5 36 6 191 14 16 6 16 3 21 2 258
57 4 53 6 411 40 8 19 3 11 18 5 16 8 223 303

1 Data not available

the market has been slowly diminishing since
1968 when they held almost four times as much.

Enrollment in Group-Practice Prepayment Plans

Enrollment in independent group-practice pre-
payment plans for the period 1953-73 is shown
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in table 11. Enrollment for hospital care rose 4.8
percent in 1973; the growth rate for this service
had averaged 5.2 percent in the previous 9 years.
Enrollment for physicians’ services showed the
same trend. The rate of increase in coverage for
office, clinic, and health center visits slowed from
an average of 3.9 percent in the period 1953-72
to 3.4 percent in 1973. For in-hospital physicians’
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visits the corresponding rates were 3.8 percent
and 3.2 percent, respectively. For surgical care,
enrollment slowed from a 9-year average of 4.4
percent to 3.6 percent in 1973,

It remains to be seen whether the Federal pro-
gram for research, development, evaluation, and
technical assistance to health maintenance organi-
zations (HMO’s) will have a significant impact
on the growth of longstanding independent group-
practice prepayment plans. The experimental
HMOQO development program? initiated by the
President’s 1971 Health Message was brought to
a close with the passage of the Health Main-
tenance Organization Act of 1973, which insti-
tuted a 5-year $375 million program for the
assistance of HMQ’s.® As of the end of 1973, Blue
Cross-Blue Shield plans reported 42 new group-
practice programs. A total of 56 of their member
plans were involved in various stages of alter-
native delivery-systems activity.* Fifty-two in-
surance companies were known to have some
degree of active involvement or exploratory in-
terest in 74 HMO developments. Nineteen of the
companies were participating in 22 operational
HMO’s representing 23 communities scattered
over 25 States.® According to a general survey of
99 HMO’s conducted in 1973 by Interstudy,®
private insurers (Blue Cross-Blue Shield plans
and insurance companies) sponsored or were one
of several sponsors for 27 of the 77 reporting
HMOQ’s delivering prepaid health care in 1973.

The HMO’s are designed to provide enrolled
participants—either directly or through arrange-
ments with others — comprehensive, quality-
assured, and economical health care services (in-
cluding preventive care) in return for a pre-
determined periodic payment. They afford the
opportunity for the Blue Cross-Blue Shield
plans and for the commercial carriers to sup-
plement their traditional forms of health insur-

? Health Maintenance Organization Program Status Re-
port, February 1, 197}, Bureau of Community Health
Services, Health Services Administration, 1974.

3Marjorie Smith Mueller, “Health Maintenance Or-
ganization Act of 1973,” Social Security Bulletin, March
1974.

¢J. Sonnenfield, Blue Cross and Blue Shield Activity
in Alternative Delivery Systems, Blue Cross Association,
January 1974.

SDavid A. Descoteau, HMO's and the Private Health
Insurance RSector, Health Insurance Association of
America, 1974,

SHMO’s in 1973, A National Survey, Health Policy
Division of Interstudy, February 1974.
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ance and offer their group policyholders a dual
choice option for their employees.

This article includes the HMO’s whose major
SpONSOrs are consumer groups, physicians’ groups,
hospitals, labor unions, medical schools, and pri-
vate corporations—where such sponsors are also
at major financial risk for prepaid care—in the
“independent plans” category with other non-
insured, non-Blue Cross-Blue Shield plans that
either do not provide the wide range of health
services required of HMO’s and/or are closed
plans (employer-employee-union plans, for ex-
ample, that serve only union members and their
families). HMO’s with sponsorship and risk and
surplus sharing primarily by Blue Cross-Blue
Shield or insurance companies are included in
the statistics for the latter organizations.

FINANCIAL EXPERIENCE

The discussion of the financial experience of
private health insurance organizations in 1973
that follows will give the reader background data
for an understanding and evaluation of the oper-
ating experience of the various insurers. Data are
provided on the business (premium and subscrip-
tion income), benefit expense (claims), operating
expense, and overall operating results of the
three principal types of insurers—the commercial
carriers (for group and individual business),
Blue Cross-Blue Shield plans, and the independent
plans. These data are drawn together to show
some comparisons of operating results—the pro-
portion of premiums returned in benefit payments
to the insured, investment income, operating costs,
percentage of premium income retained for op-
erating expense, additions to reserves, and profits.
Trends in the distribution and growth of premium
income and benefit expenditures by type of in-
surer and by specified type of care are reported,
as well as changes in operating-expense ratios
over the past 12 years.

In 1973, private health insurance organizations
collected $24.5 billion in premiums and subscrip-
tion charges from their policyholders and sub-
scribers; $21.6 billion or 88 percent was returned
in claims and benefits (table 12). Operating ex-
penses amounted to about $314 billion or 13.7
percent of premium income. The net underwriting
loss was 1.8 percent of premium income, a loss
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TasLe 10.—Number of persons covered under major medical policies of insurance companies and under supplementary major
medical and comprehensive extended-benefits contracts of Blue Cross-Blue Shield plans, 1960-73

[In thousands}
Insurance companies Blue Cross-Blue Shield plans !
Group policies "
End of year Compre.
v Individual Supplemen- hensive
Total olcles Total tary major extended
Net Supplemen- Compre- b medical benefit
total t hensive
24,375 22,535 17,285 8,323 1,840 3,713 3,020 693
30,993 28,229 23,525 9,686 2,764 5,059 4,015 1,044
35,552 32,091 27,297 10,457 3,461 7,501 5,068 1,735
40,184 36,107 30,978 11,501 4,077 Q] é’) )
45,255 40,301 35,380 12,033 4,954 (?) Q) )
50,656 45,374 12,741 5,282 314,600 1) )
556,276 49,922 44,821 13,911 5,354 14,352 10,409 3,943
60,548 55,150 49, 581 15,301 5,398 16,279 12,408 3,
65,056 59,270 53,010 16,719 5,786 17,807 14,078 3,729
70,361 83, 066 56,330 18,924 6,395 20,328 16,666 3,662
73,506 67,066 59,011 19,890 6,440 24,905 21,658 3,247
76,539 70,020 21,723 6,519 26,780 23,429 3,351
79,788 71,876 61,608 22,952 7,910 30,082 26,879 ,20
82,485 74,060 62,687 24,442 8,425 37,328 33,047 3,381

1 Comparable data not available for earlier years, before 1965, data shown
are for Blue Cross plans only, beginning 1965, data jointly developed by
Blue Cross Association and National Association of Blue Shield Plans on
unduplicated number of persons covered.

made up for the most part in income from in-
vestment of reserves. Because total income figures
for the commercial carriers with respect to their
health and medical expense business are not avail-
able, the net income for all private health insur-
ance organizations cannot be determined.

Insurance companies had a premium income of
$11.7 billion—only about a half-billion more than
that of Blue Cross-Blue Shield plans, but six
times that of the independent plans. The ratio
of claims paid to premiums for group and in-
dividual business combined was 84.9 percent,
compared with 90.5 percent for Blue Cross-Blue
Shield group and nongroup plans. The independ-
ents had the highest claims ratio—94.4 percent.
Insurance company group policies returned almost
93 cents on the dollar to policyholders. Losses
indemnified by individual policies—accounting
for about a fourth of the health insurance busi-
ness of the commercial carriers—amounted to only
59 cents of the premium dollar. Separate financial
data are not available for nongroup business of
the Blue Cross-Blue Shield and independent
plans.

The experience of individual business of in-
surance companies also heavily affected the over-
all operating expense of the companies. The $1.3
billion operating expense of individual business
represented more than half the total operating
expense of the carriers and accounted for 47 per-
cent of the premium dollar, resulting in an overall
operating expense ratio for all business of 20.9
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2 Data not available
3 Data for Blue Cross plans plus an estimated 1,600,000 in Blue 8hield plans
not affiliated with Blue Cross

percent of premium income. The ratio for group
business was 13.0 percent. One cannot measure
these ratios for the companies against the ratios
of the other insurers—5.2 percent by Blue Cross
plans, 11.5 percent by Blue Shield plans, and 7.6
percent by the independent plans—without taking
into account a number of factors.

Insurance companies usually sell a package of
benefits including both hospital and medical ex-
penses as well as major medical expenses. The
operating expense ratio on surgical-medical cov-
erage is substantially higher than the ratio for
hospital coverage mainly because of the lower
premium, the larger number of claims per en-
rollee, the smaller amount per claim, and the
greater complexity of administering and paying
surgical-medical claims than that for hospital
claims. Major medical insurance is regarded as
the most costly type of coverage to administer.
The resulting higher administrative cost of the
companies is further augmented by higher acqui-
sition costs and selling expenses than those in-
curred by the other plans and the payment of
Federal income taxes and State premium taxes
and licenses and fees not required of other private
health insurance organizations. These higher ex-
penses are offset to some extent in the case of
group insurance contracts covering large groups
of employees, where virtually all the claims ad-
ministration work is performed by the employer
or welfare fund.

These dissimilarities in operating costs, along

SOCIAL SECURITY



Table 11.—Private health insurance enrollment under in-
dependent group practice prepayment plans, by specified
type of care, 19563-73

{In thousands]
Physiclans’ services
Hospital Office, Dental
Year care | g In- clinie, care Drugs
gleal | 1o opital or
services D:
visits health
center
1,802 2,410 2,507 2,853 452 (1)
2,428 3,177 3,399 3,395 248 O]
2,526 3,280 3,400 3,694 318 )
2,586 3,484 3,643 3,643 398 518
2,695 3,504 3,176 3,844 438 889
2,771 3,763 3,430 4,158 1) (O]
3,060 4,130 3,760 4,480 ® o
3,043 4,051 3,730 4,404 518 1,382
3,730 4,750 4,210 5,050 800 1,720
4,131 5,032 4,532 5,432 910 2,121
4,415 5,230 4,880 ,630 965 2,321
4,679 5,473 5,123 5,865 977 2,543
4,905 5,671 5,288 6,066 1,001 21,741

1 Data not available
’tExcludes those enrolled under plans that sell drugs to members at reduced
rates

with the lack of homogeneity in other health
insurance services—over and above pure health
insurance—provided the individual by the com-
mercial insurers, Blue Cross-Blue Shield, and
other health organizations make it difficult to use
ratios for comparing efficiency in delivering health
insurance.”

Insurance companies showed a net underwriting
loss in 1973. Their claims and operating expense
exceeded their premium income by $682 million or
5.8 percent of premium income. In the previous
year their claims and operating expense ran 5.0
percent above premium income.

Blue Cross plans showed a net underwriting
gain of 3.4 percent of premium income, up from
2.8 percent in 1972. Blue Shield plans, however,
experienced only a slight gain in subseription
income over total expenses—0.4 percent of pre-
mium income, compared with 1.5 percent in 1972.

Independent plans had a net underwriting loss
—their total expenses amounted to 2 percent less
than subscription income. In 1972 they had ex-
perienced a slight underwriting gain.

In 1973, subscription and premium income for
all private health insurance organizations rose
9.7 percent, and claims went up 10.7 percent. Op-
erating expenses dropped only slightly. The re-
sult was a net underwriting loss of $437.5 million
or 1.8 percent of premium income. Benefits in-

"Ronald Vogel and Roger Blair, The Costs of Admin-
istering Health Insurance: An Econometlric Amnalysis,
Office of Research and Statistics (forthcoming),
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curred rose faster than premium income for all
insurers but the Blue Cross-Blue Shield plans.
In 1972, for all private health insurance organi-
zations, there was a gap of 3—4 percentage points
between benefits and premium income.

Blue Cross-Blue Shield plans were the only
insurers that did not experience a net under-
writing loss. Their gain of $280 million above
expenses, plus their investment income from re-
serves, resulted in a net income of $496 million—
4.4 percent of total income. The favorable under-
writing experience of these plans, in comparison
with the other insurers, was a reflection of their
lower operating expense ratio and the fact that
they were the only insurers whose premium in-
come rose faster than benefits.

Group business of insurance companies was
fairly stabilized. Its claims and operating expense
ratios were only slightly lower in 1978 than in
1972; as a result its net underwriting loss ratio
dropped only about 1 percentage point. The
underwriting experience of individual business
changed sharply. Premium income rose 5 percent
in 1973, and claims increased 17 percent. Fifty-
nine cents of the premium dollar—compared with
58 cents in 1972—was paid out in benefits. Oper-
ating expense remained at 47 percent of premium
income. As a result, the underwriting results for
individual business shifted from a slight gain in
1972 to a loss of 5.6 percent of premium income
in 1973.

Independent health insurance plans provided
greater returns on the subscriber’s dollar than
they did in 1972. Community plans paid out 97
cents on the dollar in benefits; employer-employee-
union plans spent 95 cents. In 1972 the ratios
were 92 cents and 94 cents, respectively. Their
operating expense ratios remained about the same.
Because of these factors, plus a slower rise in
subscription income than in benefits, they showed
a net underwriting loss of 2 percent of subscrip-
tion income. Investment income pushed their net
income to 4 percent of total income.

To get a realistic picture of the overall finan-
cial results of the commercial insurers, one needs
to know the net gain from operations. Unfor-
tunately, separate figures for the commercial
carriers are not available for the two segments of
business—medical and health expense insurance
with which this article deals—and wage replace-
ment insurance. The reader will, however, get

3



TaBrE 12.—Financial experience of private health insurance organizations, 1973

{Amounts in millions]
Subsert Claims expense Operating expense Net underwriting gain Net income
ubserip-
Type of plan Total tion or
income premium Percent of Percent of Percent of Percent of
income Amount | premium | Amount | premium | Amount | premium | Amount total
income Income income income

Total ® $24,532 3] $21,6141 881 $3,355 7 137 —~$437 5 ~18 m O]
Blue Cross-Blue Shield... $11,275 6 11,059 1 10,004 2 90 5 775 3 70 279 6 26 $496 0 44
Blue Cross.. ,013 4 7,862 1 7,187 3 91 4 407 7 52 267 1 34 418 4 52
Blue Shield.. 3,262 1 3,197 0 2,816 9 88 1 367 6 11 5 12 5 4 776 24

Insurance comp Q) 11,694 0 9,930 0 84 8 2,446 4 209 - 682 -~58 (‘g ';

Group policies.... O] 8,970 0 8,333 0 929 1,166 1 130 ~529 1 —-598 Q 1

Individual policies. ™) 2,724 0 1,697 0 58 6 1,280 3 470 ~153 3 -~56 m 1)
Independent plans... 1,884 7 1,779 2 1,679 9 04 4 134 0 76 -~34 7 -~20 70 8 38
ommMuUnity. oo 7370 706 0 684 0 96 9 470 67 ~250 -3 6 60 8
Employer-employee-union... 888 0 817 4 778 0 95 2 58 4 71 ~19 0 -~23 516 58
Private group clinic_........ 26 8 25 8 177 68 6 38 147 43 18 7 53 198
Dental service corporation... 232 9 230 0 200 2 870 24 8 108 50 22 79 34

1 Data not available.

some indication of the true financial picture of
the companies by examining the following figures

Operating results !

Item Amount | Percentage
(in distri-
millions) bution

Income, total ..o mcmecme—aaaaan
Premiums and considerations.. -
Investment income. .....ocaeea-o
Other income._.

Benefit expense, total.. . cccocmcmeeccacocans
Benefits. .. -
Increases In reServeS..o o cccamacmcuccmmmeeenacns
Transfers on account of group package policies

and contracts
Other loss items._.

Operating expense. . .-coececcecocicaccnasamomaane
Net gain before dividends
Dividends

Net gain after dividends and before Income tax.... 247 7 |-cecomccenns
Ineome tax. .o ooeenicieeniaaneac e ancnccmearan 910 10
Net gain after dividends and income tax.......... 156 7 17
Aggregate reserves — 2,196 4 {ocoecaccaaon

! Data are for both medical expense and loss of income fnsurance—group
and individual business combined
3 Total income minus sum of total benefit expense plus operating expense.

Source *‘Liabilities, Surplus and Other Funds,” page 3, and * Analysis
%7 gperations, by Line of Business,” page 5, Annual Statements for the Year

on loss of income and medical expense insurance
business combined, for 17 leading commercial
writers.? The figures show net gain after invest-
ment income and payment of Federal income
taxes on such income.

®The 17 leading writers represented wrote more than
half of all health insurance business (premiums earned
less dividends) in 1973. The six leading writers of group
business had each earned premiums of $346 million or
more ; the six leading writers of individual business had
earned premiums of $70 million or more; the five leading
writers of group and individual business combined had
$479 million or more of earned premiums.
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Total Premium and Subscription Income and

Benefits

Of the total premium and subscription income
of the industry, insurance companies received 48
percent, Blue Cross-Blue Shield plans 45 percent,
and independent plans 7 percent (table 18). There
was a very slight shift in the distribution of busi-
ness toward Blue Cross-Blue Shield plans. The
carriers’ share of claims expense continued to be
slightly smaller than their share of premium
income; the converse was true with respect to
Blue Cross-Blue Shield and independent com-
munity and employer-employee-union plans.

In 1973, for the first time in 19 years, insurance
companies’ share of claims expense ran slightly
less than that of the Blue Cross-Blue Shield plans.
Since 1948, insurance companies have consistently
received the largest share of premium and sub-
scription income. The group business share of
benefit expense has been running about five times
the share of individual business for the past 6
years.

Benefit Expenditures and Types of Care

Sixty-two percent of benefits paid by private
health insurance organizations were for hospital
care and 31 percent were for physicians’ services
(table 14). Only 7 percent of total claims paid
were for other types of care. The average con-
sumer received only a small financial return from
health insurance for dental care, drugs, nursing
services, and other types of out-of-hospital care.

Blue Cross-Blue Shield plans paid out $6.9
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TasLE 13.—Percentage distribution of subscription or premium income and claims expense, by type of private health insurance

organization, 1948-73

Blue Cross-Blue Shield plans Insurance companies Independent plans
Year Total Employ- Dental
Total Blue Blue Total | Group In'lilia‘?d' Total Com- | er-em- Pg‘;}:gg" service
s Cross Shield policies policies munity ;:llgﬁg- elinic cogi)(;lra
‘ Subscription or premium income
100 0 423 36 5 58 48 8 246 24 2 88 ] (lg O] (O]
100 O 44 4 33 8 10 6 46 8 25 8 211 87 [¢)] (t (] (lg
100 0 410 28 9 121 51 7 325 19 2 73 (1) (O] (&) (t
100 0 42 § 30 4 121 518 36 0 15 8 57 23 32 02 3)
100 0 420 300 120 51 4 36 2 15 2 66 22 38 2 01
100 0 421 29 9 12 2 51 4 36 5 149 65 22 38 .1 %)
100 0 42 2 30 3 119 51 4 36 2 15 2 64 23 36 2 1
100 0 421 36 0 121 51 8 36 7 151 61 22 37 1 .1
100 0 41 7 29 9 1 8 62 2 36 6 15 6 61 22 37 1 1
100 0 410 29 2 118 529 37 15 2 61 23 35 1 2
100 ¢ 410 291 119 528 386 14 3 62 26 33 1 3
100 0 40 2 28 4 118 53 7 40 0 137 61 26 32 1 3
100 0 42 0 29 8 122 51 6 388 128 64 26 33 1 4
100 0 42 9 300 129 50 9 39 4 115 62 26 31 1 4
100 0 44 7 317 130 48 8 36 8 120 65 27 33 1 4
100 0 44 4 316 128 48 8 37 2 11 6 68 28 32 1 7
100 0 45 1 321 130 477 36 6 111 72 29 33 1 9
Claims expense
100 0 50 8 44 4 64 376 24 4 13 2 116 m [¢)] (&) (lg
100 0 49 5 38 6 10 9 40 3 259 14 4 10 2 (&) m ?) El
100 0 45 2 32 8 12 4 46 5 338 127 83 El) ()] 1 1)
100 0 45 8 329 128 47 8 380 58 64 1) n M M
100 0 45 4 328 12 6 47 & 381 94 71 1) ()] (O] (1)
100 0 45 6 325 131 47 5 387 88 69 D] (O] (&) O]
100 0 45 6 33 2 12 4 477 333 95 67 D] [Q)) 2‘) [Q)
100 0 45 6 331 126) + 480 386 94 63 1) (O] 1) (O]
100 0 44 8 327 121 48 9 391 98 63 23 38 01 01
100 0 43 5 315 120 50 2 40 6 96 64 24 36 1 2
100 0 42 8 310 17 50 7 41 9 88 65 26 38 1 3
100 0 42 7 11 116 51 0 42 7 83 63 26 33 1 3
100 0 45 2 327 12 5 48 2 40 9 73 66 27 34 1 4
100 0 49 319 130 48 6 41 3 73 65 27 34 1 3
100 0 46 2 33 4 128 471 399 72 67 29 34 1 3
100 0 46 1 333 12 8 46 7 397 70 72 29 35 1 7
1000 46 3 333 130 459 385 7.4 78 32 36 1 9

1 Data not available. ,

billion in hospital benefits to their subscribers and
$2.8 billion for physicians’ services. These bene-
fits accounted for 96.4 percent of all their benefit
expenditures. Their outlays for dental care and
out-of-hospital drugs accounted for less than 2
percent. of total benefits.

Ninety-two percent of all claims ($9.1 billion)
paid by the insurance companies were for hospi-
tal care and physicians’ services. Their benefit
payments for other types of care were mostly for
dental care (2.5 percent), drugs (2.9 percent),
and private-duty nursing (1.9 percent).

Independent plans spent a larger proportion of
their total expenditures for dental care and pre-
scribed drugs than did Blue Cross-Blue Shield
plans and the insurance companies. They also
spent relatively more for physicians’ services—
41 percent of all expenditures, compared with 33
percent by the carriers and 28 percent by Blue
Cross-Blue Shield. The independent plans offer
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2 Less than 0 05 percent

a different set of services; they provide compre-
hensive medical and health care services outside
the hospital, and thereby minimize the need for
expensive hospitalization.

Trends

Data are presented in table 15 on the premium
income and benefit expenditures of private health
insurance organizations from 1948 to 1973. The
economic stabilization program continued to be a
factor throughout 1973 in the slower rate of
growth of both income and benefits. During the
year, medical prices—which reflect in part both
premiums paid by consumers and claims paid in
their behalf—rose at an annual rate a little more
than half that reported during the prefreeze
period. In 1973, premium income slowed to a 9.7-
percent increase; it had risen 14 percent in 1971
and in 1972, and in the previous 5 years it had

N



TABLE 14.—Benefit expenditures of private health insurance organizations, by specified type of care, 1973

Physici- Prescribed | Private- Visiting- | Nursing- Other
Type of plan Total H%sg'i’tal ans’ D:;;l;al drugs (out-|  duty nurse home | Visioncare| typesof
services of-hospital) | nursing service care care
Amount (In millions)
Total $21,614 1 | $13,339 2 $6,774 9 $519 8 $528 0 $197 8 $6 4 $17 2 $10 4 $220 4
Blue Cross-Blue Shield........ 10,004 2 6,855 8 2,795 0 230 159 3 13 2 64 16 4 28 132 3
Blue Cross__.......... 7,187 3 6,699 8 296 3 135 753 88 59 159 10 07
Blue Shield....._.... 2,816 9 156 0 2,498 7 g6 84 0 43 .5 18 6l 6
Insurance companies 9,930 0 5,849 7 3,290 1 249 0 200 0 183 & m 1) El) 67 7
Group pollcies...... 8,333 0 4,745 8 2,868 6 249 0 287 6 115 7 (9] 1) 1) 66 6
Individual policies 1,597 0 1,104 2 420 B |ococeeas 24 67 8 Q] ™ o 1.1
Independent plans 1,679 9 633 689 8 247 8 .7 11 (O] 8 76 20 4
Community... ... 684 0 212 6 411 4 22 8 221 7 Q] .2 586 87
Employer-employee-union... 718 0 415 7 269 0 22 6 56 6 4 () 6 19 112
Private group elinle........_. 17 7 56 94 22 Q) [ T PO 1 5
Dental service corporation ... 200 2 200 2 [N [P R M -l-- -
Percentage distribution
Totalaeccmceeenaencancanas 100 0 617 313 24 24 09| ® 01 01 10
Blue Cross-Blue Shield.. - 100 0 68 & 279 .2 18 1 01 2 * 13
Blue Cross....cccce.-e - 100 0 93 2 41 2 10 1 1 2 3) 10
Blue Shield.......... - 100 0 56 88 7 3 30 2 (?) (* 1 22
Insurance companies. - 100 0 58 9 331 25 29 19 [Q] [Q] Q] N
Group policies__... 100 0 56 @ 344 30 35 14 Q] 0] 1) 8
Individual polictes. 100 0 89 1 264 |eeaconne- 2 42 m 0] 0] .1
Independent plans. 100 0 377 411 47 1 ™) 1 4 12
Community. 100 0 311 60 1 32 1 M) [0} 8 13
Employer-employee-uni 100 0 53 4 3486 1 Q] 1 2 1.4
Private group clinic...... . 100 0 311 531 (O] (] 28
Dental service corporation... 100 0 focccccocca]omccnnannnns -
1 Included in “‘other types of care 3 Less than 0 06 percent

increased at an average annual rate of 11 percent.
Insurance companies showed the lowest rate of
increase in 1973—and the biggest drop from the
previous year—7.2 percent, compared with 13.6
percent in 1972. Blue Cross-Blue Shield sub-
scription income rose 11.4 precent, compared with
an increase of almost 13 percent in 1972. Sub-
scribers paid independent plans almost 16 per-
cent more than they did in 1972, but the rate of
increase was more than 21 percent.

Benefit expenditures for all insurers remained
fairly stable—they rose 10.7 percent, compared
with 10 percent in 1972. The rate of increase had
been 12 percent in 1971 and 20 percent in 1970.
Insurance companies incurred 8.9 percent more in
claims than in 1972. Blus Cross-Blue Shield bene-
fits were 11 percent higher than in 1972. Thus, the
gap between the rates of increase in benefits and
insurance premiums and subscriptions narrowed
in 1973. Benefit expenditures resumed their pre-
freeze trend. They rose a little faster than pre-
mium income, although they did not approach the
20 percent/17 percent ratio of 1970.

The financial experience of Blue Cross and Blue
Shield plans is shown in tables 16 and 17. The
data, based on reports of the 74 Blue Cross and
70 Blue Shield plans, exclude data for the in-

34

surance companies owned by the associations. The
data relate to the financial experience of the in-
dividual Blue Cross and Blue Shield plans and
are not adjusted to eliminate the duplication with
respect to the six joint plans that report identical
data to the two national organizations.

A stabilized operating expense ratio and claims
expense ratio in 1973 brought the net income of
Blue Cross plans up to $438 million from $320
million in 1972. Reserves were also increased
substantially (40 percent)—from $1.05 billion to
$1.46 billion.

Blue Shield plans paid a slightly higher return
in benefits than in the previous year. The oper-
ating expense ratio remained the same as in 1972.
Subscription income rose 15 percent. Thus, the
Blue Shield plans experienced only a slight under-
writing gain. Their net income (including invest-
ment income) dropped 20 percent from the pre-
vious year.

Table 18 shows the distribution of benefit ex-
penditures by all private insurers for hospital
care, physicians’ services, and other types of care.
The proportion of benefits for nonhospital, non-
physician services continued its slow but steady
increase—6.9 percent in 1973, compared with 6.1
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percent in 1972 and less than 3 percent in earlier
years—an indication that insurers are gradually
broadening and deepening their coverage for
health care services. The slowly decreasing share
of expenditures for hospital care that has been
running at least twice the share spent for phy-
siclans’ services reflects added ambulatory serv-
ices recently offered by the insurers.

Operating Expense

As the data below indicate, operating expense
as percent of premium income for all insurers
decreased slightly in 1973. Blue Cross plans have

Operating expense as percent of premium income
Blue Cross- Insurance Independent
Blue 8hield t companies plans
Year

To- Em-
tal Indi p ploy-
To- | Blue [ Blue | To- not| po. |-om-| er-
Group| vid- mun-{ em-

tal Cn?ss Shield| tal ual tal ity |ploy-

ee-
union

%) (@} % 1232(134146581 (O ® (O]

?) @] () 1226113014611 () | ) [ (O

%) Q] () (22811311457 (O 9] )]
59 46| 922241129 |454§ 76} 84 70
57] 45 88J1218[124]|440| 64 786 56
63)] 49] 9312151281432 61 72 54
69} 54/100}(21411311437| 60| 69 54
72] 67{105(215(128(467| 60| 65 53
74} 58{111(213(132(456| 71 72 72
721 56|(110}1204]|128)466) 77| 72 77
6.9 §2|1101212|127{471]| 75| 67 78
691 521113|214(134]470 76| 66 78
70 521115}209{130(470 761 67 71

lthlue Cross-Blue Shield data are adjusted for duplication, except where
note
3 Data for operating costs separate from net underwriting gain or loss are
not available
3 Only data reported to national Blue Cross and Blue Shield organfzations
?rie ivali able, these do not take into account duplication of data reported by
oint plans.

held their ratio for 8 years—the lowest ratio of
any of the insurers. The unique position of Blue
Cross plans in this respect has been discussed
earlier. Insurance companies were able to reduce
their operating expense ratio for group business
from 13.4 percent in 1972 to 13 percent in 1973;
their ratio for individual business remained stable.

When operating expense in terms of per en-
rollee cost is examined, as indicated in the tabula-
tion that follows, insurance companies are seen
to have consistently had the highest cost, although
their average annual increase over the 12-year
period 1961-73 and their increase in cost in 1973
were the lowest of all insurers.
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Operating expense per enrollee

- Insura.n‘ce
ear companies .
Blue | Blue I’.}g&_
Cross * | Shield ! o Pont
Group leéuial
1961 . .| $1761 $179| $566 | §1528 $4 38
5 189 5 96 15 66 5 34
201 6 16 16 &8 586
212 6711 17 64 614
22 693 19 00 4 48
2 38 7 48 18 62 475
261 775 18 95 4 85
301 879 2188 5 31
3 83 951 | 2144 6 65
301| 1062| 2188 782
4 44 11 22| 24 83 8 68
507| 1346 2530 10 18
5 59 13881 2516 11 05
Percentage change, 1961-73,
average annual._ 99 100 78 43 80
1972-73 cceeceaeae 87 10 3 31 - 6 85

1 Duplication due to the fact that some plans are joint Blue Cross and
Blue Shield plans and report the same data to both national organizations
has not been eliminated

Source Derived from the data on gross enrollment and financial experi-
ence in the annual articles on private health insurance, Social Security Bul-
letin, February issues.

1

Administrative expense—which for the carriers
involves commissions, taxes, licenses, fees, and
generally higher acquisition costs than those of
other insurers—is also affected by such factors
as intensity of claims review, increases in the
number of claims or the number and types of plans
offered, the demographic characteristics of the
enrollees, and efficiency of administrative proce-
dures.

Net Cost of Private Health Insurance

The net cost of private health insurance to
the American public was $2.9 billion in 1978,
only 2.9 percent higher than in 1972. The net
cost represents the difference between earned
premium or subscription income of the insurers
and benefit expenditures (claims expense) and is
made up of operating expense and net under-
writing gain (or loss). The amounts are reten-
tions by the insurers to cover operating expenses,
profits, and such additions to reserves not ac-
counted for by deductions from premium income
or inclusion in claims expense. The net under-
writing gain is used for additions to reserves and
profits. In years when there is a net underwriting
loss, part of the retention is actually a deficit
that is met from previously accumulated reserves
or by borrowing. Thus, in 1973 retentions ($2.9
billion)—made up of $3.3 billion in operating ex-
penses and $438 million in net underwriting loss—
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TasLE 15.—Subscription or premium income and benefit expenditures of private health insurance organizations, 1948-73

[In millions]
Blue Cross-Blue Shield plans Insurance companies Ind
nde-
Year Total BI Bl G Individual pelildent
ue ue Toup ndividua plans
Total Cross Shield Total policies policies
Income
$862 0 $365 0 $315 0 $50 0 $421 0 $212 0 $209 0 $76 0
1,291 5 574 0 436 7 137 3 605 0 333 0 272 0 112 5
3,149 6 1,292 4 910 7 381 7 1,626 9 1,022 5 604 4 230 3
5,841 0 2,482 0 1,713 0 709 1 3,027 0 2,104 0 923 0 331 9
6,673 3 2,805 1 2,004 4 800 7 3,427 0 2,414 0 1,013 0 441 2
7,411 1 3,118 6 2,212 8 905 8 3,810 0 2,708 0 1,102 0 482 5
8,053 6 3,399 4 2,438 7 960 7 4,136 0 2,913 0 1,223 0 518 2
8,983 6 3,785 1 2,697 6 1,087 § 4,652 0 3,297 0 1,355 0 546 §
10,001 3 4,169 0 2,903 7 1,178 3 5,224 0 3,665 0 1,559 0 608 3
10,564 1 4,327 8 3,085 9 1,241 9 5,595 0 3,987 0 1,608 ¢ 641 3
11,105 3 4,555 3 3,230 0 1,325 3 5,858 0 4,270 0 1,588 0 692 0
12,898 7 5,187 1 3,665 0 1,522 1 6,933 0 5,159 0 1,774 0 778 8
14,657 7 6,155 6 4,365 2 1,790 4 7,569 0 5,685 0 1,884 0 933 1
17,184 8 7,370 9 5,147 1 2,223 8 8,746 0 6,774 0 1,972 0 1,067 9
19,659 1 8,790 2 6,239 6 2,550 6 9,601 0 7,231 0 2,370 0 1,267 9
22,363 0 9,923 3 7,066 8 2,856 4 10,905 0 8,309 0 2,596 0 1,534 7
24,532 3 11,059 1 7,862 1 3,197 ¢ 11,694 0 8,970 0 2,74 0 1,779 2
Benefit expenditures
$606 0 $308 0 $269 0 $39 0 $228 0 $148 0 $80 0 $70 0
991 9 490 6 382 9 107 7 400 0 257 0 143 0 101 3
2,635 7 1,146 7 832 2 314 5 1,179 ¢ 858 0 3210 210 0
4,096 3 2,287 1 1,646 2 640 9 2,380 ¢ 1,901 0 488 0 320 2
5,065 4 2,685 4 1,867 1 718 3 2,706 0 2,170 0 536 0 404 0
6,343 8 2,893 6 2,064 &5 829 1 3,012 0 2,453 0 559 0 438 2
6,979 3 3,179 5 2,317 3 862 2 3,332 0 2,671 0 661 0 467 8
7,8321 3,574 4 2,592 8 081 6 3,763 0 3,024 0 739 0 494 7
8,728 9 3,912 9 2,853 4| « 1,059 5 4,265 0 3,413 0 862 0 551 0
9,141 8 3,975 4 2,882 2 1,093 2 4,585 0 3,711 0 874 0 581 4
9,541 8 4,082 8 2,963 1 1,119 7 4,837 0 3,998 0 839 0 625 0
11,343 6 4,840 6 3,529 2 1,311 4 5,791 0 4,841 0 950 0 712 0
13,068 & 5,903 1 4,271 4 1,631 7 6,306 0 5,349 0 957 0 859 4
15,743 5 7,060 2 5,009 3 2,050 9 7,656 0 6,510 0 1,146 0 1,027 4
17,713 1 8,178 7 5,906 9 2,271 8 8,341 0 7,087 0 1,274 0 1,193 4
19,526 4 8,990 9 6,501 3 2,489 6 9,120 0 7,754 0 1,366 0 1,415 5
21,614 1 10,004 2 7,187 3 2,816 9 9,930 0 8,333 0 1,597 0 1,679 9

amounted to 11.9 percent of premium income

(table 19).

Retentions for Blue Cross-Blue Shield plans
were $1.05 billion, 13.1 percent higher than in

Tasre 16.—Financial experience of Blue Cross plans, 1950-73 1

1972. The Blue Shield plans increased retentions
by $13 million. Retentions for the carriers were
about the same as in 1972. Group business reten-
tions increased slightly to $637 million in 1973.

[Amounts in thousands]

As percent of subscription income

haetip- | Total Clatms | Operating | Total net e oateont

subserip- aims perating { Total ne! as percen

Year Reserves tion earned expense | expense income Under- of total

fncome income Claims Operating writing {ncome

expense | expense gain

$116, 531 $433,770 $436,984 $383,331 $36,281 $17,371 88 4 $4 33 40
254, 16, 925,197 836,546 , ,283 013 64 24 33
363,253 1,783,172 1,802,789 1,654,951 90,821 57,017 928 51 21 32
410,658 2,011,062 2,035,740 1,872,939 99,269 ,531 931 49 19 31
454,626 2,230,747 2,257,523 2,103,084 107,204 47,235 94 3 48 9 21
492,872 2,467,195 2,497,377 2,343,231 115,228 38,918 95 0 47 4 16
511,112 2,731,380 2,766,829 2,624,302 124,969 17,558 96 1 46 -7 .6
561,906 3,031,470 3,074,551 2,887,187 134,559 52,805 95 2 45 3 17
649,633 3,121,111 3,168,187 2,912,733 154,132 101,322 933 49 17 32
797,575 3,270,022 3,327,677 2,996,779 177,632 153,266 91 & 54 30 46
801,389 3,711,798 3,776,487 3,571,797 211,698 -7,008 96 2 57 —-19 -2
711,274 4,419,296 4,489,266 4,322,341 256,227 —~89,302 97 8 58 —-36 -~20
651,655 5,385,835 5,467,512 5,220,662 302,463 — 55,613 96 9 56 —2 5 -10
747,230 6,300,127 6,477,615 6,053,537 338,910 85,168 94 7 53 ®) 13
1,053,428 7,280,243 7,386,914 6,681,619 385,029 320,266 91 8 53 29 44
1,464,418 8,091,784 8,248,680 7,374,871 436,210 437,600 911 54 35 53

1 Data in all years exclude Health Services, Inc, and are not adjusted for
duplication between Blue Cross and Blue Shield
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2 Includes Puerto Rico

1 Less than —0 05 percent.
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Individual insurance retentions declined by $103
million from 1972. For the independent plans,
retentions dropped from $119 million in 1972 to
$99 million in 1978.

PROPORTION OF CONSUMER EXPENDITURES
MET BY INSURANCE

In 1973, private health insurance met 41 per-
cent of consumer expenditures for personal health
care.® If the net cost of obtaining health insur-
ance protection—the difference between premiums
and benefits—were to be added to expenditures,
the proportion covered by insurance benefits
would be lower.

The proportion of expenditures met by health
insurance varies with the type of care as the
data below indicate. In 1973, insurance plans

Physi- Other
Year Total H%:’gétal ciang’ types of

services care
12 2 371 120 O]
217 56 0 250 @)
27 8 64 7 30 0 13
301 67.4 32 8 17
310 69 4 330 19
318 68 2 336 21
316 68 9 322 23
326 712 328 25
323 69 0 339 28
335 73 3 359 38
36 3 76 9 40 7 41
36 6 74 3 411 47
385 779 43 8 49
30 8 825 43 9 54
40 2 777 46 5 61
40 8 75 3 48 5 71

1 Included in physicians’ services

paid about 75 percent of hospital costs, 48 per-
cent of physicians’ charges, but only 7 percent of
the costs of other types of care.

PROPORTION OF ALL NATIONAL EXPENDITURES
MET BY INSURANCE

Total national expenditures for personal health
care (excluding expenditures for insurance pre-
miums and administrative expenses of public
programs, as well as for research, construction,
government public health activities, and fund-
raising expenses of philanthropic organizations)
amounted to $85.9 billion in 1973. Private health

* See Nancy I. Worthington, National Health Expendi-
tures, Calendar Years 1929-73 (Research and Statistics
Note No 1), Office of Research and Statistics, 1975
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insurance met 25.2 percent of this amount (com-
pared with 25.0 percent in 1972), 86.4 percent
came from direct out-of-pocket payments by con-
sumers, 37.1 percent was met by public funds, and
1.4 percent came from philanthropy and industry.
Thus, in 1973 private payments by consumers—
out-of-pocket and through private health insur-
ance—made up approximately 62 percent of the
total national expenditures for personal health
care.

TECHNICAL NOTE

Sources of Enrollment Data

Blue Cross and Blue Shield data are supplied
by the Blue Cross Association and the National
Association of Blue Shield Plans from data re-
ported to them by individual plans. The data for
insurance companies were compiled by the Health
Insurance Association of America from its annual
survey of the number of persons covered by in-
surance companies under group and individual
policies.

Gross enrollments are reported by the Blue
Cross-Blue Shield associations for all types of
care for regular membership (under age 65) and
for coverage complementary to Medicare (aged
65 and over and disabled members under age 65
eligible for Medicare). Major medical and ex-
tended-benefits coverage is reported for the com-
bined age groups.

Gross enrollments for hospital and surgical
care and regular medical expenses are reported
by HIAA for persons under age 65 and aged 65
and over. In 1978, HTAA revised its 1972 figures
for each age group and the data for 1960-71
for the combined age groups. For other types
of services, HTAA reports gross enrollments only
for persons under age 65.

For independent health insurance plans, the
data are based on estimates from Office of Re-
search and Statistics annual surveys of independ-
ent plans. Estimates for 1973 have been made on
the basis of changes in enrollment in the larger
plans from 1972 to 1978, as reported in the 1974
survey.!® The results of a full survey of all known

1 Marjorie Smith Mueller, I'ndependent Health Insur-

ance Plang in 1973 (a forthcoming Research and Statis-
tics Note), Office of Research and Statistics, 1975,



TasrEe 17.—Financial experience of Blue Shield plans, 1950-73 !
[Amounts {n thousands)

As percent of subseription income

e Total Claims | Operating | Total net PrACs

subserip- aims perating | Total ne as percen

Year Reserves tion ﬁfc"o‘l;‘i expense | expense income Claims | Operating [ Under- of total

income expense | expense Wégig‘g income
$34,954 $140,817 $141,594 $111,039 $18,653 $11,902 78 8 13 2 7.9 84
164,705 399,781 s 1, 0t 43,610 29,616 828 10 9 63 73
228,634 741,164 761,529 670,776 76,245 4,508 90 5 103 -~ 8 [
236,101 837,773 848,992 752,695 82,741 13,556 808 99 3 16
266,536 974,086 985,373 868,816 91,136 25,421 89 2 94 15 26
289,440 | 1,086,356 | 1,101,745 977,147 99,662 24,936 89 9 92 .9 23
317,528 1,209,394 1,227,557 1,095,713 108,691 23,153 90 6 20 4 1.9
347,266 1,318,915 1,338,907 1,190,486 115,940 32,481 90 3 88 9 24
398,374 1,399,890 1,413,185 1,226,383 129,884 56,038 83 2 93 28 40
9, 1,489,640 1,519,309 1,261,650 148,750 108,809 84 7 100 538 72
578,390 1,709,548 1,747,867 1,481,070 180,154 86,643 86 6 10 5 28 50
555,079 2,007,970 2,054,571 1,834,495 222,514 -—2,438 9] 4 111 —2 5 -1
491,066 2,320,877 2,369, 600 2,165,572 254,728 — 50,698 933 1no —43 -21
528,202 2,814,696 2,868,368 2,530,826 295,282 42,260 89 9 106 — 4 15
691,445 3,282,927 3,342,680 2,864, 346,861 131,095 87.3 106 22 39
791,147 3,761,845 3,841,613 3,339,650 396,965 104,998 88 8 106 7 27

1 Data in all years exclude Medical Indemnity of America and are not ad-
justed for duplication between Blue Cross and Blue Shield

plans that was conducted in 1973 will be pre-
sented in an Office of Research and Statistics
research report to be published in 1975.

Gross enrollment figures are total enrollments
reported by the various insurers, by type of care,
with no deduction for duplication among insurers.

ORS Estimates of Net Coverage

The ORS estimates of net coverage for hospital

and surgical care and for physicians’ office and
home visits in 1972 are based on figures collected
during 1972 by the Health Interview Survey
of the National Center for Health Statistics
(NCHS). As seen in the tabulation that follows,
the data are provided for both the population
groups under age 65 and those aged 65 and over.

Percentage distribution of civilian
noninstitutional population
Type of insurance coverage
Not Un-
Total | Insured | ynoired | known
Under age 65
Hospital..... 100 0 767 229 06
Surgical. . ... 100 0 751 237 12
Office and home visits.... 100 0 310 59 6 94
Aged 65 and over
Hospital 100 0 56 0 43 4 06
Burgieal. oo cerveaamaenan 100 @ 519 46 3 19
Office and home visits._......... 100 ¢ 17 3 736 91

Bource Unpublished 1972 data from Health Interview Survey, National
Center for Health Statistics.

3 Includes Jamaica
3 Includes Puerto Rico but excludes Jamaica

The “don’t knows” for both age groups were
distributed in the same proportion as those who
reported having or not having insurance, and
the results were then adjusted to apply to the
total civilian population on the assumption that
none of the institutional population had insur-
ance. No reliable data are available on the number
of persons in institutions who have insurance,
but it is believed that the overall proportion is
very small. The data were next adjusted to reflect
the situation at the end of 1972. The estimates
did not assume any changes in the rate of cover-
age during the year and the end of that year.

The data on the net number of persons covered
for hospital and surgical care before 1972 and for
doctors’ visits (1970 only) are those reported by
various NCHS household surveys from time to
time during the period. The 1973 projections of
the 1972 NCHS figures for persons under age 65
are derived from percentage increases from 1972
to 1973 in HIAA’s net coverage figures for hos-
pital and surgical care and in its net coverage
figures for group major medical coverage (for
physicians’ home and office visits). For persons
aged 65 and older, projections for hospital and
surgical coverage were also derived from HIAA
percentage increases in net coverage for that age
group. The increase in physicians’ visits was as-
sumed to be lower than the increases for hospital
and surgical care since home and office visits are
less frequently included in coverage complemen-
tary to Medicare than either hospital or surgical
expenses.
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TasLE 18 —Benefit expenditures of all private health insur-
ance organizations, by specified type of care, 1950-73

Physi- Other
Year Total H‘éi‘;‘,ztal cians’ types of
services care

Amount (in millions)

$092 $680 $312 (O]
2,536 1,679 857 O]
4,006 3,304 1,593 $99
5,605 3,766 1,796 133
6,344 4,197 1,992 155

,980 4,642 2,153 185
7,832 5,187 2,427 218
8,720 5,790 2,680 259
9,142 5,993 2,831 318
9,545 6,134 2,964 447

11,344 7,320 3,477 538
13,060 8,356 4,029 684
15,744 10,008 4,908 828
17,713 11,279 5,430 1,004
19,526 12,242 6,088 1,196
21,614 13,339 8,775 1,500

100.0 68.5 315 (O]

100.0 66.2 338 (O]

100.0 66.1 31.9 20
100.0 66 1 31,6 23
100.0 66 2 3L.4 24
100.0 66 5 30.8 2.7
100.0 66 2 31.0 2.8
100.0 66 3 30.7 30
100.0 65 5 31.0 8.5
100.0 64.3 31.0 4.7
100.0 64.6 30,7 4.7
100 0 63 9 30,8 53
100 ¢ 63,6 3l.2 5.2
100 0 63 7 30.6 657
100 0 62 7 312 6.1
100 0 61.7 31.4 69

I Intluded in “physicians’ services '’

Estimates of the net number of persons with
coverage of other services in 1978 have been made
by assuming the ratios of gross enrollment to the
number covered, as shown in the tabulation be-
low. The ratios are believed to be reasonable since

Type of insurance coverage Eg%dgg 5}1%32\725:
In-hospital visits.ecu.... 118 8 105 2
X.ray and laboratory examinations...ceocccumen... 1190 112 5
Prescribed drugs (out-of-hospital) 105 0 102 0
Private-duty nursing........... 105 0 102 0
Visiting-nurse service 105 0 102 0
Nursing-home €are...cocececcccmcnnae 102 0 101 0
Dental Care. . .o cemccmacccaccccacnssmcncceacanannn 100 0 100 0

the extent of multiple coverage is presumably
much greater for hospital care and surgical serv-
ices than it is for other types of health care.

HIAA Estimates of Net Coverage

The HTAA provides estimates of net coverage
of persons under age 65 and those aged 65 and

BULLETIN, FEBRUARY 1975

over for hospital, surgical, and nonsurgical medi-
cal expense coverage. The nonsurgical medical
expense estimate is used for in-hospital medical
visits. HTAA also provides estimates of net cov-
erage under group major medical insurance poli-
cies. In 1973, HIAA revised its net figures for
the separate age groups for the year 1972 and for
the two age groups combined for the years 1960-
71. Net figures are enrollments after deductions
for duplicate coverage for persons with insurance
company protection and for persons protected by
more than one type of insurer.

Sources of the Financial Data

In table 12, the data for Blue Cross and Blue
Shield plans are based on financial statements for
all plans supplied by the Blue Cross Association
and the National Association of Blue Shield
Plans. Duplication resulting from the fact that
six joint Blue Cross-Blue Shield plans report
identical data to both national organizations has
been eliminated. Data for Health Services, In-
corporated, and for Medical Indemnity of Amer-
ica—insurance companies owned by the Blue
Cross and Blue Shield associations, respectively—
have been included.

Data on premium income and benefit expense
of insurance companies were provided by HIAA,
based on the National Underwriter Company’s
annual survey of accident and health insurance
and its own survey of companies in this field.
National Underwriter data are U.S. totals ad-
justed to premiums earned and losses incurred.
The HIAA adjusts these totals by eliminating
Canadian companies. It then deducts premiums
and estimated losses for accidental death and
dismemberment insurance, as shown by its annual
survey of 250 companies, and the premiums and
losses of the two insurance companies owned by
the Blue Cross and Blue Shield associations.
The HTA A’s annual survey of premiums written
and benefits paid by 250 companies is by line of
insurance—that is, hospital, surgical, medical,
major medical, wage replacement, and dental. The
HIAA converts premiums written, by line, to pre-
miums earned after dividends by using the ratio
of its total premiums written to National Under-
writer's total premiums earned.

Benefits incurred, by line, were not available
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TasLE 19.—Retentions! of private health insurance organizations as a percent of subscription or premijum income, 1948-73 *

Blue Cross-Blue Shield plans Insurance companies Independent plans *
Dental
Private
Year Total BI Bl Indt c Employ- gﬁ)rllllp arr‘gg?
ue ue Group o om- er-em- clinic
Total Cross Shield Total policies vidual Total munity | ployee- ration
policles anion
207 15 8 148 220 45 8 30 2 617 79 ) ®) ® ®
23 2 14 5 123 21 6 339 22 8 47 4 100 8) Q] é’) 2’)
19 5 13 86 17 6 27 68 161 46 9 88 %) ® ) ?)
145 79 72 96 211 98 471 365 S’) ) s') ®
147 78 68 10 3 210 101 471 8 4 %) & %) ®
14 4 72 57 110 20 9 94 49 3 92 ?) (3) ) ?)
133 66 50 10 3 19 4 83 46 0 97 3) (%) 3) 3)
12 8 56 39 97 191 83 45 5 95 ® ®) o) 0]
12 7 61 47 99 18 4 69 453 94 82 10 2 107 69
135 81 66 120 181 69 45 6 93 80 10 2 118 66
140 10 4 83 158 17 4 64 47 2 97 84 108 133 62
121 67 37 138 18 8 62 46 4 86 62 97 58 17.2
10 8 41 22 89 18 7 59 49 2 79 69 82 129 10 8
84 42 27 78 125 39 41 9 38 45 16 180 147
99 70 53 10 9 131 23 46 2 59 53 43 191 200
12 7 94 80 12 8 16 4 67 47 4 78 79 62 216 133
1973 19 95 86 19 151 71 41 4 56 31 48 31 4 130

1 Amounts retained by the organizations for operating expenses, additions
to reserves, and profits.

from HIAA for the year 1973. These figures
were computed by ORS, by prorating HTAA total
benefits paid to National Underwriter’s total
benefits incurred. Operating expenses were esti-
mated by applying the ratio of operating expense
to premium income derived from the National
Underwriter aggregates’ to the HIAA figures
for premium income. The data for independent
plans, as mentioned earlier, are estimates of the

11978 Argus Chart of Health Insurance, National Un-
derwriter Publication, 1973, page 112,
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1 Derived from table 15
3 Data by type of plan before 1965 not available.

Office of Research and Statistics based on its
1974 survey.

Data in tables 17 and 18 show the financial
experience of Blue Cross plans and Blue Shield
plans, respectively, based on reports of the 74
Blue Cross plans and the 70 Blue Shield plans.
These data exclude Health Services, Inc., and
Medical Indemnity of America, insurance com-
panies owned by the national associations. The
data are not adjusted to eliminate the duplication
with respect to the six joint plans that report
identical data to the two national organizations.
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