Ten Years of Medicare: Impact on the

Covered Population

Thes article provedes a 10 year vreview of Medi-
care program data, concentrating on the exwper-
ience of the benefictaries—now more than 22
nallion elderly and 2 mallion disabled persons—
and focuses on the wtmpact of Medicare as insur-
ance Data are derwed primardy from the Medicare
statistical system end from specral studies Review
of the data on hospital utilization ghows that the
number of days of short stay hospital care per
1,000 enrclled was the sante in 1973 as 1t was
1967, the first full year of Medicare operation.
Study of the use of mediwcal benefits reveals that
the proportion of enrollees using covered physi-
ciens’ and related gervices, as well as the average
number of services recewved, has been at a rela-
tively constant level throughout the past decade
Conclugions are that wmplementation of Medicare
did not result wn @ period of unhounded utrihiza-
twon of covered zervices

Major concerns arise from the rapid and per-
statent increase each year in the price or unit costs
of medical care during Mediwcare's first decade
Thus, ulthough Medicare has succeeded in acoom-
plshing te prumary goal of paywmg the major por-
twon of large hospital and medical bille, the oul-
of-pocket costs that enrollees face for their total
health rare needs are shll hikely to be a consder-
able burden to many beneficiaries

JULY 1, 1976, marks the tenth anniversary of
the start of Medicare Enacted into law m 1965
as title XVIII of the Social Security Act—
Health Insurance for the Aged—the new program
went into effect on July 1, 1966, and began to
provide basic health insurance coverage for per-
sons aged 65 and over—the age group with the
highest incidence of 1llness and disability, the
lowest income, and the least adequate private
health msurance coverage

Medicare’s two coordinated benefit packages—
part A or hospital insurance (HI) (although 1t
also covers posthospital extended care 1n skilled-
nursing facilities and home health wvisits) and
part B or supplementary medical msurance
(SMI)—mwere designed to pay the major portion
of large hospital and medical bills Not covered
under Medicare were several health care services

* Divizion of Health Insurance Studies, Office of Re-
search and Statistles
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that the aged generally require such as drugs,
routine eye and dental care, and preventive serv-
1ces Nor was long-term care covered The primary
mntent of the program was to enable elderly per-
sons to enter the mainstream of health care,
obtaining essential services without depleting
their financial resources

Hospital msurance covers 90 days of mnpatient
hospital care, 100 posthospital days of care 1n a
skilled-nursing facility (SNF), and 100 post-
hospital home health visits m a benefit period—
which begins with the first day of hospitalization
and ends when the beneficiary has not been an
mpatient m a hospital or SNF for 60 continuous
days An additional 60 hospital days are provided
as a lifetime reserve that may be used 1f the indi-
vidual exhausts the 90 days m a benefit period
To coordinate with these benefits, SMI covers a
variety of medical and surgical services and sup-
plies furnished by a physician or others i con-
nection with physicians’ services The program
also covers home health visits whether or not
the beneficiary was hospitalized

The beneficiaries are required to share n the
costs Under HI the patient 1s required to pay
an mpatient hospital deductible that approxi-
mates the cost of 1 day of hospital care Comsur-
ance 18 required for the 61st-00th day of inpatient
hospital care, for the 21st-100th day of SNF care,
and for all Iifetime reserve days Under SMI the
beneficiary must satisfy a deductible amount each
year, and after the deductible the program pays
80 percent of allowed charges and the patient 20
percent

To finance the program, two separate trust
funds were established to pay the benefits and
administrative expenses HI 1s financed primarnly
through a tax on current earnings in employment
covered under the Social Security Act, SMI
through premiums paid by persons enrolled in
the program (or on their behalf) and by the
Federal Government from general revenues

In 1972, amendments to the Act broadened
Medicare to include two additronal high-risk



groups Effective July 1, 1973, the full range
of Medicare benefits was extended to disabled
persons under age 65 who had been entitled to
recerve soclal security cash benefits for at least
2 years and to persons with end-stage renal
disease (ESRD)—the group representing the
mnovative coverage of individuals with a eata-
strophic 1liness

In 1ts relatively short history, Medicare has
had a significant 1mpact on the Nation Together
with 1ts compamon program, Medicaid,! 1t has
affected the total health care system Increasing
costs and concerns with quality have resulted in
a determination to improve economy, efficiency,
and appropriateness of care These goals have
grven 1mpetus to the development of professional
standards review orgamzations, the support of
mnovative delivery systems such as health main-
tenance orgamzations (HMQO's), and experiments
in reimbursement mechanisms Medicare’s exper-
1ence of a large-scale health insurance program,
moreover, has mfluenced most of the proposals
for national health insurance

This article concentrates on the experience of
the aged and reviews 10 years of program data,
derived primarily from claims payment mforma-
tion In this way, 1t exammes the impact of
Medicare as msurance Medicare’s impact on the
health care system 1s not considered directly, but
some aspects of the data are relevant to all these
1s5ues  Whenever possible, the data presented
here cover the period 1966-75 In many mstances,
however, the data do not cover the entire decade
because they are not available or are based on
a special study covering a shorter time period or
because the processing of claims for later years
18 not yet complete The Technical Note (pages
20-21) gives a fuller description of the sources
of the data and provides references

ELIGIBILITY UNDER MEDICARE
Aged Persons Covered

When Medicare began 1n 1966, 1t covered only
“aged” persons, defined as those aged 65 and over

! Under that program—enacted in 1965 as title XIX of
the Soclial Security Act, Medical Assistance—the States
may help with their medical care costs (1) persons re-
ceiving assistance payments (currently aid to familles
with dependent children and general assistance), (2)
persons recelving supplemental security income payments,
and (3) medically needy persons of all ages
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The vast majority of these persons were auto-
matically entitled to hospital insurance as social
security or railroad retirement eash beneficiaries
A special transitional provision of the law added
most of the remaming aged individuals—about
2 million persons Thus at startup, comparatively
few aged persons (an estimated 150,000) were
excluded, with aliens and Federal civil service em-
ployees and annuitants the principal exclusions 2

Beginning 1n 1968, at least 3 calendar quarters
I covered employment were required for eligi-
bility of those attarming age 65, additional quar-
ters were required each year thereafter By 1975,
fully insured status—that 1s, having the required
number of quarters of coverage for retired-worker
benefits—was necessary for those aging mto the
Medicare program As a result, an estimated 1
mullion persons aged 65 and over, of whom about
one-fourth are Federal civil service annuitants,
are currently not entitled to Medicare benefits

HI enrollment —On July 1, 1966, 19 1 mullion
persons aged 65 and over were enrolled for HI
Fach year thereafter, 14-16 million persons
reached age 65 and became eligible, while 11-12
milhion had their enrollment terminated by death
The net effect was a yearly increase of 200,000~
400,000 By July 1, 1975, the enrolled aged popu-
lation numbered 22 5 milhon (table 1)

In 1966 the median age of the HI population
was 728, 37 percent were aged 75 and over
Women enrollees substantially outnumbered men,
making up 574 percent of the enrollment Dur-
g the first decade, the age composition of the
elderly covered population shifted upward By
1975 the median age had risen to 731, with 403
percent of the enrolled population aged 75 and
over The number of women enrollees 1nereased
faster than the number of men, and in 1975
women made up 592 percent of the HI aged
population The trend toward a higher average
age among the aged enrolled for hospital nsur-
ance has implications for future utilization and
costs simee Medicare experience shows that the
need for benefits tends to increase with age

Persons other than white accounted for 76

® Federal employees and annuitants have health insur-
ance protection under the Federal Empleyees’ IHealth
Benefits Program and were therefore not included under
Medicare They are, hownever, covered if they have had
the necessary covered employment under the Social Secu-
rity Act or if they elect to participate in HI or SMI
and pay the premium
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TaeLg 1 —Number and percentage distmbution of HI en-
rollees aged 65 and over, by age, sex, race, and census region,
July 1, 1966, and July 1, 1975

[Numbers in thousands]

Enrollees aged 65 and over
Age, Bex, race,
and census 1968 1975 Percentage
region increase
from 1966
Number | Percent | Number | Percent [ to 1075
Total 19 082 100 0 22 472 100 0 177
Age
6574 . . 11 890 82 8 13 426 69 7 120
875 and over. 7 092 37 2 9 046 40 3 278
ex
Men - 8 132 428 9,168 40 8 127
Women 10 950 57 4 13,304 59 2 215
ace
White .. 17 042 g9 3 19 996 89 0 173
All other 1 444 76 1 870 83 29 5
Unknown 696 31 606 27 17
Census region 1
Northeast 5,021 26 3 5 511 25 98
North Central. 5§ 58 291 8 097 271 90
fSouth .. _ 5,402 23 6 905 307 27 8
West ... 2813 47 3,540 157 25 5

1 Excludes enrgllees who reside in locations putside the regions and those
with address unknown

percent of the HI aged enrollment n 1966 and
for 8 8 percent m 1975 The requirement of fully
msured statug for FIT entitlement appears to
account for the fact that a smaller proportion
of the total aged population of races other than
whate are entitled to HI than the proportion of
the total aged white population A recent study?
shows that among the population aged 65 and
over at the end of 1973, 80 percent of the blacks,
compared with 92 percent of the whites, were
receiving social security cash benefits This dif-
ference 1s attributed to a greater likelithood that
elderly white persons will achreve insured status
The study also shows that comparatively more
blacks benefit from the segments of the social
security program designed to protect younger
populations—the disabled, widowed mothers, and
children These findings correspond to the data
provided mext, which show that relatively more
persons other than white who are under age
65 are entitled to HT benefits

Overall, the Medicare aged population inereased
177 percent during this period while the total
population of the United States went up only
9 0 percent—an mdication of the mncreasing pro-
portion of the aged in the general population
The rate of growth i the HI aged enrollment
was highest i the South (278 percent), which

"Gayle B Thompson “Blacks and Social Secunrity
Benefit Trends, 1960-73,” Soctal Security Bulletwn, April
1975
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now has the greatest number of aged enrollees
Although the West has the fewest, the rate of
growth of Medicare enrollees (255 percent) 1n
that region was very lugh (table 1) Total popu-
Intion ncreases 1n the regions measured 35 per-
cent 1n the Northeast, 52 i the North Central
States, 131 1n the South, and 160 m the West

SMI enrollment —Enrollment m the supple-
mentary medical insurance program 1s voluntary
and requires a monthly premium paid by the
mdividual or State Of all the aged enrolled
under HIun the United States, 97 4 percent were
enrolled in SMT as of July 1, 1975 Among aged
persons other than white who were enrolled under
HI, however, 62 percent were without SMI
coverage

The SMI premium 15 paid by the States, under
the “buy " provision mn the law, for aged
persons receiving medical assistance As of De-
cember 1, 1975, buy-1n agreements for 46 States,
the District of Columbia, Guam, and the Virgin
Tslands covered 2 8 million persons, representing
13 percent of all aged SMI enrollees A higher-
than-average proportion of the buy-ing are for
persons 1 older age groups, mn 1972, 53 percent
were aged 75 or older Of all SMI enrollees who
are not white, about one-third are covered under
buy-n contracts

Voluntary HI and SMI enrollees not entitled
to HI--The 1972 social security amendments
allow the aged who are not eligible for T hene-
fits to enrell 1n the program by voluntarily pay-
ing a monthly premium The premium 1s hagh
simce 1t 1s based on the full cost of hospital care
for & high-risk group It was $33 per month the
first 12 months (July 1973-June 1974) and had
risen to $45 per month by 1976 Only 15,000 people
were enrolled under this provision in 1974

Aged persons who do not qualify for HI bene-
fits have always had the option of enrolling in
SMI As of July 1, 1975, aged persons not en-
rolled m HI but enrolled in SMI numbered
318,000 Of these, 28,000 were Federal civil serv-
1ce annmitants

Disabled Enrollees

Medicare coverage for certam persons under
age 65 who are receiving social security or rail-



road retirement cash benefits because of disability
or end-stage renal disease {otherwise referred to
as “chronic renal disease™) began on July 1, 1973
Except persons entitled solely because of ESRD,
entitlement begins only after the disabled person
has received cash benefits for 24 consecutive
months Persons with ESRD are entitled to
Medicare protection 3 months after renal draly-
s1s begins, whether or not they are receiving cash
benefits, 1f they are msured or are dependents
of msured persons

As the program began, 17 million disabled
persons were enrolled under HI (table 2) Ry
July 1, 1975, the number had risen to 22 million,
an mcrease of 25 percent m 24 months This rapid
growth parallels that observed in recent years in
the cash benefit program for the disabled under
the Social Security Act*

The four categories of disabled persons who
may qualify for Medicare protection are shown mn
table 2 Disabled workers are, by far, the largest
group, accounting for almost 80 percent of the
total Adults disabled sinee childhood {(and en-
titled to child’s benefits as dependents of retired-
or disabled-worker beneficiaries or deceased in-
sured workers) account for about 15 percent of
the total Disabled widows and widowers of bene-
ficiaries and persons entitled solely because of
ESRD, despite their hagher rates of growth in
the 24-month period, are relatively small pro-
portions of the total

The four categories vary greatly i demo-
graphic characteristics In 1975, about 64 percent
of the disabled workers were men—a reflection of
their higher participation m the labor force The
widow-widower category 1s composed almost en-
tirely of women The median age m the disabled
group as a whole was 55 5 1n 1975, persons with
ESRD formed a relatively young group, with
43 8 the median age With persons having ESRD
excluded, 151 percent were not white; among
those entitled because of ESRD, 24 8 percent were
not white Both these proportions are considerably

iThe rise in disability beneficiary rolls has been
attributed partly to the rise in unemployment in recent
years See Mordechai E TLando, “The Effect of Unem-
ployment on Application for Disability Insurance,” 1974
Proceedings of the Business and FEeconomie Stabislics
Section—American Statiatical Assocraiion, 1975 See also
John C Hambor, Unemployment and Disahlily An
Econometrie Analysis with Tume Series Dala (Staff
Paper No 20}, Office of Research and Statistics, Soclal
Security Administration, 1975
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TaBLE 2—Number and percentage distnbution of HI en-
rollees under age 65, by type of entitlement, July 1, 1973,
and July 1, 1975

[Numbers fn thousands]

Enrollees under age 65
Type of 1973 1975 Percentage
entitloment increase
from
Num Per | Num-| Per 1973 to
ber cent ber cent 1875
Total . . . - 1,731 | 1000 2168 1000 25 3
Disabled persons
‘Workers - | 1,372 3| 1,132 bl 26 2
8ince childhood 281 16 4 334 15 4 177
Widows and widowers 1] 39 89 41 3.6
With end-stage renal dis
ense only 8 4 13 L} 6o 4

1 Excluded from the eunts of those entitled solely because of renal Qisense
were 3,235 persons with ESRD who wers “*dually entitled’’ to Medicare on
July 1, 1973, and 9 130 persons “*dually entitled’ on July 1, 1075—that {s,
thgr wﬂere nlso entitled as disabled persons and are counted in the above
categories

higher than the proportions of persons ether than
white 1n the aged Medicare population (83 per-
cent) and in the general US population under
age 65 (135 percent)

Although persons entitled to Medicare solely
because of ESRD are 2 very small proportion of
the disabled group, their number 1s growing
rapidly During the first 24 months the number
of enrollees entitled to HI benefits solely for that
reason rose from 6,371 to 12,702 * Not all persons
with ESRD are eligible During the first year
of the program more than 1,000 persons with
ESRD had claims rejected by Medicare because
they failed to meet msured-status requirements

Of the disabled persons enrolled under HI
during 1973-75, approxmmately 90 percent were
enrolled under SMI Buy-in agreements, as of
July 1, 1974, covered 280,435 disabled persons—
representing 16 1 percent of those enrolled m
SMI As of July 1, 1975, the highest refusal rate
(10 percent) was among the disabled workers,
known to include many veterans who presumably
refuse SMI coverage because of the availability
of free medical care under the Veterans Admm-
1stration program Six percent of the disabled
widows declined SMI coverage and 8 percent of
those disabled in childhood Among those entitled
to Medicare benefits because of ESRD, about 5
percent declined to enroll under SMI

® Enrollment counts of persons with ESRD are for
persons entitled to Medicare solely because they suffer
from ESRD The enrolled aged and other disabled groups
include some persons with ESRD whose entitlement does
not depend upon their having the illness

SOCIAL SECURITY



UTILIZATION OF MEDICARE BENEFITS

The percentage of aged Medicare beneficiaries
meeting the HI and/or SMI deductible and re-
cetving relmbursements for covered services has
been rising each year (table 3) In comparison
with the 34 5 percent who received Medicare pay-
ments 1 1967, at least 50 percent of the aged
recerved remmbursements in 1975, according to
prelimmary estimates Reimbursements per per-
son served and per enrollee have mcreased stead-
1ly, the average rexmbursement per enrollee 1n
1971 ($331) was 53 percent higher than that in
1967 These figures come from Social Security
Admmnistration reimbursement records and ex-
clude persons who used covered services but
etther did not incur sufficient charges to meet
the deductible or failed to submit claims

Nearly every enrolled aged person who uses
npatient hospital services meets the HI deduct-
ible and receives some HI remmbursement The
hospital deductible 18 equal approximately to
the average cost of 1 day of care, and most stays
are longer than 1 day On the other hand, under
SMI persons using covered services do not always
meet the deductible ($50 from 1967-72 and $60
thereafter) Medicare records show that the per-
centage of enrollees who met the SMT deductible
was 375 m 1968, 405 n 1969, 422 m 1970, and
433 1 1971 As the followmg data tabulated
from 1interviews with the aged m the Current
Medicare Survey (CMS) mdicate, & much higher
proportion of the enrollees reported actually
using covered SMI services mn each of those years

8MTI covered services
Average
Year Percent number
of of covered | Average
enrollees | SMI serv- chargs
using fces per | per service
services person
served
1968 . 790 16 0 $10 21
1969 - 788 17 4 10 57
1970 - 7% 1 16 8 17
1971 - . . m0 15 4 12 27
1972 . 7% 2 147 13 65
1973 - 81 ¢ 15 5 1% 57
1974 - 80 9 169 15 50

According to the above figures, the percentage
of enrollees usmg covered services and the aver-
age number of services per person served showed
no consistent merease Average charges, however,
increased sharply Thus it appears that the higher
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TasLE 3 —Utilization of HI and/or SMI services by persons
aged 65 and over, and amount reimbursed, calendar years
1967-71 1

Item 1967 1968 1969 1970 1871
Number of persons (in thousands}

Tota] ever enrolled for HI
and/or SMI during yesr | 20,716 | 21,055 | 21,315 | 21 731 [ 22,179
With no services reimbursed 13 501 | 13,171 | 12 734 | 12 698 | 12 751
Percent of enrollees 85 5 62 6 59 7 68 4 57 &
With services reimbursed 7155 | 7884 | 8581 | @033 8 25
Percent of enrollees. . M5 a7 4 40 3 41 6 42 5

Amount reimbursed
Total (in millions) $4,230 | $5 283 | $5 076 | $6 470 | §7 349
Average

Per person served 592 870 Lilti}] 718 780
Per enrollse . - 217 287 297 298 331

1 Year of service

proportion of persons meeting the SMI deductible
1 each sveceeding year results primarily from
rising charges rather than from mcreased util:-
zation

The proportion of beneficiaries who receive
Medicare benefits varies considerably with the type
of service As would be expected, the proportion
using remmbursed physicians’ services was higher
than that for any other type of service (table 4)
In 1967, that rate was 358 5 per 1,000, 1t mncreased
each year, reaching 4406 1 1971 The rate for
persons who recerved reimbursement for inpatient
hospital services (approximately half the rate
for those with physicians’ services) also rose over
the years—from 1847 per 1,000 m 1967 to 2115
m 1971 This inerease—unlike the growth m the
rates for physicians’ and other medical services—
reflects an actual rise in the number per 1,000
who used mpatient hospital care

The greatest increase 1n rate of use occurred
m hospital outpatient services This ncreased
use by elderly persons parallels the trend observed
m the total delivery system of increased use of
hospital outpatient services for primary care®

During the program’s first decade, the number
of persons who recerved SNF and home health
services was lower and showed more erratic
changes than the other types of services—with
the rates first rising, then fallmg These services
were mcorporated into Medicare as appropriate

® Aneriean Hospital Association data for their hospitals
show that ontpatient visits inereased from 125 8 mallion
vigits in 19675 to 2505 million visits in 1974 See Hosprtal
Statwtics, 1075 edition, American Hospital Association
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TapLe 4 —Utihzation of HI and SMI reimbursed services
by persona aged 65 and over, by type of service, calendar
years 1967-71'L

Persons served per 1 600 enrollees
HI EMI
Year Physiel
In- | Skilled- ySleb 1 oue
patient | mursing | Fome | ans’and patient Bome
Bospital | facllity { De8Ith | other | pospygg) | heslth
gervices | services | 54TV Servioes | services?
1967 184 7 18 2 85 358 5 58 4 [N
1968 - 197 1 20 3 83 385 8 726 T2
1969 - 201 8 197 965 416 5 84 9 756
1970 . . 209 4 142 33 433 0 949 53
1871 .- 211 & 115 80 440 & 108 7 41

1 Year of service
! Excludes diagnostic outpatient hospital services that wers covered under

HI before April 1968

alternatives to more costly short-stay inpatient
hospital care The criterion for SNF coverage
under Medicare was the medical necessity for
the patient to receive posthospital skilled-nursing,
convalescent, and rehabilitative services for res-
toration to maximum functional capacity This
provision preved difficult to apply 1n the earlier
years, and the decline in rates for persons served
under Medicare after 1968 1s attributed to a more
stringent application of the “medical necessity”
criterion *

Use by Persons Continuously Enrolled, 1966-74

Each year until about 1975, well over half the
aged enrollees did not receive any reimbursed
services To determine whether or not a substan-
tial proportion of these persons were individuals
who failed to receive benefits year after year,
the use of SMI benefits by persons continuously
enrolled 1n Medicare from July 1, 1966, to De-
cember 31, 1974, was analyzed

Data were generated from the records of the
177 million aged persons enrolled i SMI on
the day that Medicare operations began Thetr
median age was then about 73 Nearly 9 5 million

TThe level-of-care requirements for SNTF services un-
der Medicare were amended in section 247 of the Soclal
Security Amendments of 1972 The amendments broad-
ened the criterion that a patient must need contlnuing
skilled nursing services by including posthospital patients
who require sinlled nursing or other rehabilitative serv-
ices on a dally basis Under the broadened criteria, it is
expected that certain persons will be covered by Medicare
for SNF services who would formerly have had such
services covered by Medicald or private payments

of these persons were still enrolled as of De-
cember 31, 1974 In their 814 years of continuous
enrollment, they had nme opportunities to meet
the SMI deductible The deductible status of these
survivors was tabulated to determine how many
times they used sufficient services to meet the
deductible (table 5) Almost 84 percent met the
deductible at least once, and nearly one-fourth
met the deductible six times or more On the other
hand, 16 3 percent of these aged persons never
met the SMI deductible, and an additional 142
percent met 1t only once out of nme possible times

Use of Benefits in Last Year of Life

The use of Medicare benefits 1s especially
notable 1n the last year of hife Data for persons
who died each year in the period 1967-69 show
that the majority of decedents received Medicare
benefits and that reimbursements made on their
behalf were relatively much greater than for
persons alive at the end of the year Overall, of
the 21 million ever enrolled m HI and/or SMI
durmg 1967, about 5 percent died that year, 22
percent of all reimbursements were made on their
behalf

Table 6 shows the number of persons who re-
cerved reimbursed physicians’ and hospital serv-
ices and the average amount remmbursed for
persons who were alive at the end of the year
and for those persons who died during the
year For both groups, the number per 1,000 who
received 1npatient hospital benefits was about
four times as high for decedents as for survivors,
for physicians’ services, 1t was nearly twice as
high The figures mdicate that, of those who died,

TasLE 5 —Number of times deductible met by persons aged
65 and over enrolled for SMI continuocusly, July 1, 1966—
December 31, 1974

Number
Numbet of times S8MI | continucusly Parcentage Cumulative
deductible met enrolled distribution percentage
(in thousands)
Total_ .. - 9,493 1000 .

[ . 1,545 18 3 16 3
1 - a- . - 1,350 142 3065
2.0 . . . - 1 300 137 44 2
3 - - 1124 118 56 0
4 - - 936 10 4 86 4
5 - - . 840 88 752
6 . . . . 721 76 828
T . .- - 642 68 89 68
8 . .. - 800 63 9 9
| - . 385 41 100 0
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Taste 6 —Utilization of HI and SMI services by persons
aged 65 and over who were alive at the end of the year and
who died during the year, and amount reimbursed per person
served, calendar years 1967 and 1969 1

Inpatient hospital Physicians’ and other
services medical services
Populstion Petsons ‘:;zfg: Persons ‘:T:?;fsf
- served  |yoimbursed| ®°T7%9  |reimbursed
per or per per
1,000 tg'son 1000 paerson
population gewd population | BTS00
1967
Allve at end of 1967 9 0 $683 295 0 $181
Who died in 1967 620 8 978 625 8 283
1969
Allve at end of 1966 168 7 $891 376 4 $100
Whe died in 1959 601 3 T 246 673 1 201

1 Year of service

approximately 400 out of 1,000 did not receive
inpatient hospital care in the year of therr death,
and 325-875 did not use sufficient physicians’
services to meet the deductible and receive bene-
fits Note that the decedents, unhke the survivors,
could have had somethmng less than a full year
mn which to meet the deductible, dependimmg on
how early 1n the year they died

Patterns and Trends

Use of short-stay hospital services —The 1mitial
mmpact of Medicare was greater utilization of
short-stay hospitals by the aged The number of
discharges per 1,000 enrolled, the average length
of stay, and the average number of days of care
per 1,000 were higher the year that Medicare
began than they were m the preceding year
Estimates of the increase i the hospital dis-

TasLE 7 —Short-stay hospital discharges, days of care, length of stay,

charge rate from the year before the program
started to the program’s first year ranged from
46 percent to 74 percent® Similaily, the esti-
mated 1ncrease m mean length+of stay was 4 1-
78 percent, the number of days of care per 1,000
rose an estimated 8 9-16 0 percent

Program data for inpatient short-stay hospital
care for discharges during the period 1967-73
show that average length of stay has declined
significantly In contrast, the rate of hospitaliza-
tion has been rismg, offsetting the effect of the
decrease 1n average length of stay

Short-stay hospital utilization by the aged in
1967-73 1s summarized 1n table 7 The discharge
rate rose from 259 per 1,000 enrollees 1n 1967
to 284 per 1,000 1in 1968 but leveled off during
1969-71 Then 1t began to climb agamn, reaching
302 per 1,000 enrollees in 1973 In contrast, 2 full
days were cut from the average hospital stay
during this period, with the mean length of stay
falling from 13 8 days to 118 days

The annual rate of days of care fluctuated up
and down accordmg to whether the rise 1n the
admission tate or the decline in length of stay
exerted the predominant force, with the figure
for 1973 (3,556 days per 1,000 enrollees) very
nearly equal to that for 1967 (8,575 days per
1,000)

Total hospital charges for Medicare benefi-
claries rose precipitously during this period, in-
creasing from $34 billion to $30 bilhon The
average charge per day was $49 mn 1967 and $104
m 1973 The charge for a hospital stay averaged
$675 1 1967 and $1,228 1n 1973 These amounts
are for total charges not the Medicare reimbursed
amounts, which are based on hospital costs Pre-

" For sources of these estimates, see Jullan Pettengil],
“Trends in Hospital Use by the Aged,” Rocial Security
Bulletin, July 1972

and charges for persons aged 65 and over, calendar years

1967-731

Number of discharges Days of care Mean Hospital charges

Year length

Total (In | Per 1000 | Tota) (In | Per1000 (ﬁfg‘ﬂ) Tatal (In Per Per

thousands}| enrolleed |thousands)| enrolless ¥ millions) | discharge day
1967 . 5 055 259 89 634 3 575 138 33 412 $675 $49
1968 5 619 284 77 295 3 610 138 4 ]9 781 57
1949 5 809 295 79 848 3 990 13 8 5 269 802 64
1970 5,976 293 77 508 3 807 130 5,807 B89 76
1871 86,975 288 74 514 3 592 12 5 6 520 1 091 87
1972 6 3567 301 76 778 3 834 121 7 300 1,183 1]
1873 - - § 518 302 76 713 3,656 118 8,003 1228 104

1 Year of discharge
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himmary data for 1974 and 1975 mdicate a con-
timung trend of increasing discharge rates, de-
clining length of stay, and increasing hospital
charges per day and per stay

Considerable geographic differences have been
observed 1n the use of short-stay hospital inpatient
services Regional patterns that persist are clearly
identifiable for the rate of hospital admissions,
the length of the hospital stay, days of care
utilized, and charges

Table 8 shows hospital utilization and charges
m the four US census regions The discharge
rate 1s strikingly different from region to region
The South had more discharges per 1,000 en-
rollees each year than any other area, and the
Northeast had the fewest The hospitalization
rate was 24 percent greater in the South in 1973
than m the Northeast

In contrast, the Northeast ranks hghest m
length of stay, followed by the North Central
region, the South, and the West Length of stay
for the aged under Medicare 1 the Northeast
has averaged 5 days longer than m the West

TaerE 8 —Hospital discharges, length of stay, days of care,
and mean charges for persons aged 65 and over, by census
region, calendar years 1967 and 1973 !

Regional differences in length of stay are not
explained by variations in patient characteristies
such as diagnosis, age, whether surgery was per-
formed, or whether there were multiple diagnoses

These regional rankings in the discharge rate
and n length of stay were the same m 1973 as
in 1967 and have been consistent i the years
between Just as the discharge rate for all areas
mcreased over time, so 1t did n each region
Smmlarly, length of stay decreased 1n each region

In the North Central region the relatively high
rate of discharges and long length of stay resulted
m the highest rate of days of care per 1,000 en-
rollees during the period 1967-73 The rate n
the North Central region in 1973 was 36 percent
greater than mn the West, the region with the
lowest rate for days of care

Charges per day were hughest 1 the West,
however Mean charges per enrollee, which re-
flect the combined effect of the discharge rate,
length of stay, and charges per day, are also
shown 1n table 8 For 1973, the mean charge
of $450 per enrollee 1n the Northeast was the
highest—41 percent greater than the mean
the South

Regional differences also occur m the rate of
discharges with surgery, as the following figures
for 1967 and 1972 show The surgery rate each

All North- | North
Year aress east | Central| South | West
Number of discharges per 1 000 enrollees
967 .. .. .. . . 250 217 277 283 268
1973.. - 302 264 321 328 303
Rank, 1967 and 1973 e | - - 4 2 1 3
Mean length of stay (in days}
1967 - - . - 13 8 161 14 8 123 118
1973 1ms 14 3 12 2 10 8 95
Rank, 1957 and 1973 ___ - . 1 2 3 4
Days of care per 1 000 enrollees
1967 ... oo . 3 575 3 501 4 052 3,474 3 151
1978 .. . S 3 556 3,779 3,011 3 543 2,867
Rank, 1967 and 1973 . . - 2 1 3 4
Mean charge per day
1967 . e $49 $55 $45 $43 $60
1973 - . e s 104 119 96 80 120
Rank, 1967 and 1973 - 2 3 4 1
Mean charge per enrolles

1067 ... I - $175 $103 $182 $149 $180
1973 I, 370 450 37 319 370
Rank

187 . . . . - - 1 3 4 2

W3, - . .. - 1 2 4 3

t Year of discharge

10

Number of discharges with
surgery per 1,000 enrollees
Census reglon

1967 1072
Allareas _ | .. 826 931
Northeast _ . aemn 78 8 g1 4
North Central - - 87 5 o7 2
Bouth . - B8 a1l
West - 820 99 9

year was highest in the West and North Central
regions Surgical rates rose 1n all regions between
1967 and 1972, but the increases were greatest
in the Northeast and i the South, the regions
with the lowest rate m both years

Use of skilled-nursing facility services —
Notices of admissions to skilled-nursing facili-
ties are reported to the Social Security Admins-
tration Table 9 summarizes admission of the aged
to such facihities for fiseal years 1968-74 The
number and rate of reported admissions reached
a peak m 1969 and then declined As a percent
of hospital admissions, the number of SNF ad-
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missions varied from 86 percent m 1969—the
highest point—to 60 percent in 1973 The use
of SNF services was highest in the West, at
approximately double the rate m the other three
regions

Not only did the number of SNF admissions
reported decline but the number of SNF dis-
charges with no covered days—that 1s, with stays
not meetmng the criteria for coverage—increased
The percentage of discharges from SNF’s with
no covered days was 122 percent 1n 1969 and
increased each successive year, reaching 35 8 per-
cent m 1972 In 1973, the proportion was 299
percent

The length of the preceding hospital stay was
analyzed for patients who received posthospital
SNF care mn 1969 and who had at least 1 cov-
ered SNF day under Medicare The preceding
hospital stay for the SNF' patients was consid-
erably longer, on the average, than the hospital
stay for all discharges The data indicate that the
denal of SNT benefits was considerable during
Medicare’s first decade and that approval of post-
hospital SNTF care has gone primarily to cases
with long hospital stays

MEDICARE REIMBURSEMENTS AND
ENROLLEE LIABILITY

Program Payments

The effect of previously discussed trends
the use of Medicare services as well as 1ncreased
costs are clearly reflected in Medicare rexmburse-
ments Hospital msurance remmbursement for the
aged was more than $9 billion mn 1975—190 per-
cent greater than 1t was m 1967 (table 10) Dur-
mg the same period, enrollment mcreased only
18 percent Skilled-nursing faciity reimburse-
ments as & proportion of total HI reimbursements
were highest m 1968 (88 percent) and declined
steadily until 1972 In 1975, only 24 percent of
total rexmbursement was for such services The
proportron of rexmbursements for home health
care was consistently small—about 1 percent of
total reimbursements each year With the decline
m SNF benefits, 96 percent of all HI rexmburse-
ments from 1971 to 1975 were for mpatient
hospital care

The “benefit period” concept, which hmits the
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TasLE 9 —Skilled-nursing faciity admissions for persons
aged 65 and over, by census region, fiscal years 1968-74 1

North

All North-
Year Central

areas east Eouth West

. Number of admissions {in thousands)

1068 | - . 442 5 106 3 105 0 108 0 125 0
1968 - - 521 9 125 1 1203 1271 8 148 4
1970 77 0 114 7 112 4 110 1 139 ¢
1971 4221 104 0 9 2 83 8 127 4
w2 - - - 400 3 105 2 851 81 ¢ 124 8
1973 - - 408 0 110 4 83 6 7 128 2
e .. . . - 425 6 117 4 927 8186 133 1

Number of admisslons per 1,000 enrollees

1068 . - 227 208 18 6 190 30
196¢ - - 208 3 241 21 ¢ 222 9 6
1970 . 23 8 221 106 18 8 4457
w7 207 198 18 8 15 & 108
1972 - 193 19 9 15 0 13 2 89
1973 191 207 150 12 4 390
1874 . 195 217 155 12 4 394

8N F admissions as percent of hospital admissions

1968 - - 77 82 80 58 14 2
1969 88 95 66 835 157
1970 . 78 86 62 54 145
1671 88 77 52 48 13 4
1972 . - - 82 T4 46 38 124
1973 60 76 45 35 12 2
1974 . - - 81 78 46 35 122

1 Year of admission

number of continuous days of hospital care that
are covered, 1s reflected in the division of reim-
bursements for ipatient hospital care Most of
the rermbursements were for short-stay hospital
services Reimbursements for hospitals other than
short-stay have remained below 2 percent smce
1969

Hospital insurance rexmbursements for the dis-
abled totaled nearly $1 billion mn 1975 The dis-
tribution of benefits show some small variations
from that for the aged The proportion of reim-
bursements for SNF care was about 1 percent,
reimbursements for inpatient care 1n hospitals
other than short-stay made up about 4 percent of
the total, probably reflecting more use of long-
term restorative services for the disabled

Total SMI reimbursement for the aged reached
$3 6 hillion 1n 1975, 230 percent greater than n
1967 (table 11), SMI enrollment increased only
23 percent during the same period Before 1970,
90 percent or more of total SMI rembursement
was for physicians’ care The proportion has been
declining m recent years, falling to 835 percent
by 1975 In cotitrast, reimbursement for hospital
outpatient services increased from 2 0 percent in
1967 to 8 T percent 1n 1975

SMI remmbursements for disabled beneficiaries,



TasLe 10 —Amount remmbursed ¥ for HI services for aged
and disabled persons, and percentage distmibution, by type
of service, calendar years 1967-75

Percentage distribution
Total
amount Hospital
- reim- ospitals

Yoar? | pumed | 4y Skilled- | Home

{In sarvices nursing | health

millions) Bhort All facilities | agencies

stay other
Aged beneficlaries
1067 # $3 959 100 0 o0 ¢ 22 61 08
1968 . _. 3 T 100 0 88 1 20 - 10
1069 " 4 485 100 0 89 7 17 75 11
1970 - 4,84 100 0 92 8 15 47 10
1971 . . 5 368 100 O Bt 4 I5 3a 8
1972 - 5,907 100 0 895 0 18 26 8
1073 - 6,485 100 0 ™8 14 28 g
1974 . 7 585 1000 94 7 14 28 11
1975 . 9,175 100 0 Mo 13 24 14
Disabled beneflclaries 4

19738 | $171 100 0 85 3 34 0% 0
1974 - - 681 100 0 83 8 44 10 8

1975 952 100 0 93 8 43 9 1

I Represents payments for covered services (based on an interim rate) that
are ad]ustad at the end of each provider’s operating yesr on the basis of sudited
cost Teports Excludes deductibles, coinsurance amounts, and charges for
nonecovered services

1 Year in which intermedlary approved bills for pasyment

# Includes $824,267,000 approved, July-December 1966

¢ Includes relmnbursement for enrollees with ESRD

§ July-Decsmber 1973

mcludmg those entitled becanse of ESRD, totaled
$0 5 ithion 1n 1975 Reimbursement for hospital
outpatient services was notably greater for the
disabled than for the aged Medicare tabulations
show that more than half the reimbursement for
hospital outpatient services was on behalf of

patients entitled to Medicare because of ESRI)
Smilarly, reimbursement 1n the “all other” cate-
gory reflects a substantial proportion for ESRD
services furmished by limited-care facilities that
provide dialysis services

Beneficiary Liability

Cost sharing under FIT —When Medicare began
mn 1966, the deductible was set at $40 Cownsur-
ance for the 61st to the 90th day was $10 per
day Durmg the next decade the average cost of
a day of care 1n a hospital mereased markedly
The deductible—which by law approximates 1
day of care in a hospital—also inereased sharply,
reflecting the general hospital price escalations
during this period By January 1, 1976, the de-
ductible reached $104 Comsurance for the 6l1st—
90th day increased proportionately to $26 and for
the 60 hifetime reserve days to $52 (table 12)

The effects of the cost-sharing provisions for
short-stay hospital care are shown in table 13
Total patient hability was highest 1 1967 (97
percent of hospital charges), In succeeding years
1t was lower, averaging 8 percent of total hospital
charges after 1967

The table also suggests the relative impact of
the hospital deductible and coinsurance amount
The mpatient deductible accounted for about half

TapLE 11 —Amount rexmburszed 1 for SMI services for aged and disabled persons, and percentage distribution, by type of service,

calendar years 1967-75

Total Percentage distribution
am?unt
relm
Year? bursed Physi Hospital | Independ-| Home
(in All services elans’ outpatient | ent labora health All other?
millions) services fervices tories agencied
Aged beneficiaries
1067 ¢ - - - - - - - - $1,142 100 0 929 20 08 14 20
1068, .. - - - e ae 1 342 100 0 9% 9 33 & 18 33
1060 - . - . .- - 1 783 100 0 905 38 5 17 35
1970_.. - . . - - - 1,751 100 O 89 8 48 & 13 35
1 - - —— 1 958 100 ¢ 83 4 54 L] 8 38
972, .. - - - 22 100 0 88 7 61 7 T 37
1973 e e e -a - - . - . 1,909 100 0 80 3 78 8 ] 43
1974 . _ - - - . 2,933 100 O 881 74 8 12 43
9% . . - . - . - . 3,605 100 0 83 6 87 10 16 19
Disabled beneficiaries *
19738 - - ... 0 100 0 722 21 8 02 15 40
1674 .. - - .- - . . 257 100 0 48 0 344 4 11 50
1675 .. - - - - 505 100 0 &1 3 291 5 10 179

1 Represents payments to or on behalf of beneficiary—generally 80 percent
of allowed charges, once the beneficiary has satisfied the deductible in the
current year

3 Year rocorded in Soclal Security Administration administrative records

t Includes relmburssment for ancillary 8M I services provided by hospitals,

SNTF's home health agencies services furnished by limited-care facilities
for ESKD patients and supplier services

 Includes $62,576,000 recorded, JTuly-Decemher 1960

¥ Inciudes reimbursement for enrollees with ESRD

§ July-Decerber 1§73
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TapLe 12 —Medicare cost-sharing HI deductible and co-
mnsurance gmounta, 1966-76

Colnsurance amount per day for~
Inpatient ]

Effective hospital | Hospitals, | Hospitals,] SNF s,

date deductible g1st to 60 lifetime 21st to

90th reserve 100th

day ! days * day*
Tuly 1066 . £40 $10 $20 $5 00

January

1987 . 40 10 20 5 00
1968 .. 40 10 20 500
1969 __ - 44 11 22 5 50
1970... - b2 13 26 6 50
1971 . . 80 15 30 7 80
1972 . 68 17 3 8 50
1973 72 18 36 900
1074 81 21 42 10 50
1975 92 - 23 46 11 50
1976 .. - - 104 26 52 13 00

1 OneHfourth of the deduetible
1 One half of the deductible
# One-eighth of the deductible

the charges for which the patients were liable—
about 4 percent of the hospital charges These
figures reflect the fact that every hospitalized
beneficiary 1s responsible for the deductible once
m a benefit period Commsurance payments ac-
counted for a smaller fraction of the charges for
which beneficiaries were liable {(only about 1
percent of total hospital charges)—an mndication
that only a small proportion need to pay the co-
msurance amount Short-stay hospital data tabu-
lated for 1971 show that, of the 42 million aged
persons with hospital stays that year, only 6
percent used one or more coinsurance days

The probability that the aged will exhaust
benefits 1n a benefit pertod (that 1s, require more
than 90 days in a benefit pertod) has been ana-

Iyzed 1n a study made by the General Accounting
Office Their prehiminary report (from a sample
of Medicare records for more than 20,000 en-
rollees) indicates that about 10 percent of the
aged who were hospitalized 1 1971 exhausted
their HI benefits

Cost-sharmg under SMI —In contrast to the
HI program, financing under SMI 1s through
premmums paid by those enrolled and by contri-
butions paid from Federal general revenues

When Medicare began, the monthly SMT pre-
mmm was set at $3 00 During Medicare’s first
decade the premium mcreased steadily, reflecting
the rise 1n medical care prices By July 1976 it
reached $720 per month—140 percent higher
than the 1966 premium The tabulation below
indicates the amounts paid as premiums and
the effective dates

Effectwe
date Premium
July 1966 ... _— . 300
April 1968 _____ -— 400
July 1970 _____ - 530
July 1971 .- ——— - - DBGO
July 1972 - — 580
August 1973 ___ - - 610
September 1973 . e ———— e ——— 630
July 1974 - — - 670
July 1975 . - - 670
July 1876 __ _— e 720

The annual deductible was $50 each year for

the pertod 1967-T2 Begmning m 1973 to the

TaBLE 13 —Total hospital charges, Medicare reimbursements, and patient Liability for short-stay hospital inpatient care for
persons aged 65 and over, calendar years 1967-71

[Amounts in thousands]

Total Medicare Patient lability

Year! hospital rei;?g{se- G Rlood N 4

charges Inpatient oinsurance loo aNCo Vore:

(Interim)* Totsl deductible | amount? | deductible | chargesd
1967 - $3 411 891 $2 a71 183 $332 638 $163 B1s $21,708 $0 01 $137,408
1968 - . 4 288 §18 3 493 341 360 902 180,415 46 879 12 153 121,455
1969 - 5 268 627 4,123, 600 415 760 206,200 54 563 13,468 141 429
1970 .. 5 006 584 4,496 (80 470 459 245,976 49 111 14 018 161 326
1971... . - 6,518 824 4 950 353 481,631 283 651 46, 692 14 008 137,280

Percentage distribution ¥

1967 __ - - 100 0 83 87 48 08 03 40
1868 100 0 796 B2 41 11 3 28
1969 ._ - - 100 0 783 7o 39 10 3 27
1970. .. - . . . . 100 0 76 1 80 42 8 2 27
1971 . . . 100 0 50 74 44 T 2 21

1 Year of discharge

* Represents payments for covered services (based on an interim rate} that
are adjusted at theend of each provider’'s operating year on the basisof audited
cost reports Excludes deductibles, coinsurance amounts, and charges for
noeneovered services
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3 For 81st to %0th day in a benefit period and ' lifetime’’ reserve days
days private-room accommodations,
private-duty nursing convenience items ete
5 Excludes additional payments made under Medicare on the basis of
audited cost reports and charges not reimbursed that are above costs

{Includes charges for noncovere



present the deductible was set at $60 As noted
earlier 1 the report, CMS data show that each
year approximately twice as many enrollees re-
ported using covered SMI service as the number
who received SMI reimbursements

With a few minor exceptions, after the de-
ductible the beneficiary 1s responsible for part of
every allowed charge—that 1s, Medicare reim-
burses 80 percent and the beneficiary pays 20
percent In actuality, the beneficiary 1s often re-
sponsible for more than 20 percent of physicians’
charges because of the “reasonable charge” de-
termination The law requires that physicians’
and related service charges be subjected to a “rea-
sonable or allowed charge” determination by the
carriers In deterrmnmg the allowed charge, ear-
riers take into account the customary charge of
the physician for the speeific service provided and
the prevailing charge in the locality for similar
services provided by physicians with the same
specialty status®

Payment under SMT may be made directly to
a physician (or supplier} or to the beneficiary
Under the first method, payments are “assigned”
to the physicran 1f he and the beneficiary accept
this arrangement When a physician accepts as-
signment he agrees that his total charges will
not be more than the allowed charges determined
by the carrier In such cases, the patient 1s lable
only for the 20-percent coinsurance portion of
allowed charges In unasstigned claims, the patient
15 liable for a comsurance payment plus the dif-
ference between the physicians’ charges and the
allowed charges It 1s apparent that assignment 1s
advantageous to the beneficary His hability 1s
limited to 20 percent of allowed charges after
the deductible 1s met and he 18 spared the admm-
1strative requirement of submitting claims, which
to some beneficiaries may be a difficult task

The proportion of claims® for which the phy-
sician (or supplier) accepts assignment has been

® Payments under SMI were subject to the President’s
economic stabilization program from Augnst 1971 to April
1974 More recently, the 1972 amendments provide for
the application of an economie index to Medicare reim-
bursement For fiscal years beginning July 1, 1073, and
thereafter, the prevailing charge levels recognized may
not be increased in the aggregate over the preiious fiscal
year's prevailing charge levels, except as Justified by
economic indexes reflecting changes in the costs of the
practice of physicians and in their earnings levels

“The elaim is a request for payment that may cover
several services

14

falling steadily since 1970 The net assignment
rate’* was 615 percent 1n 1969 and fell to 518
percent by 1975 Net assignment rates for all
enrollees (aged and dwabled) for 1968-75 are
shown below

Total ¢lalma Net
Yoar recelved # asgignment
(in millions} rate
1968 - . 321 50 0
1969 . 376 8l 5
1870 . - . 421 608
1971 . 46 8 88 5
1072 - 510 54 9
1973 - 57T @ 527
1974 . . - 68 3 510
1975 . - . - . 50 0 51 8

1 Received on form SSA-1480

Tt has been speculated that increases over the
years 1 the percentage of claims reduced and
the percentage of charges reduced are significant
factors m explaining the decrease 1 the assign-
ment rate Data from carrier reports on the
amount of reduction on assigned and unassigned
claims are available beginnming with 1971 and
are presented 1n table 14

TaBLE 14 —Reasonable charge determination for SM1I claims
assigned and unassigned for aged and disabled persons,
calendar years 1971-75

Number Percent redused Average
o Coverad amoeunt
Year claims charges reduced
approved gin per
n millions) Claims Charges | spproved
thousands) claim
Assigned claims?
1071 . 25 919 $1,570 9 45 11 $6 71
1972 26,768 1,620 7 47 5 109 8 68
1073 28 378 1751 4 55 6 118 733
197¢ . _ 33,205 2194 1 64 5 143 9 42
1975 . 39,218 2,718 0 70 8 17 8 12 85
Unassigned elaims !
971 . 17 955 513450 57 8 125 $9 37
1972 21,288 1,607 8 50 & 120 907
1973 24 691 18860 66 4 128 g 66
1974 - 30 462 2 400 5 727 14 7 11 55
1075 . 38,182 2,973 2 74 17 14 51

1 Received on form S5A-1490

The percentage of claims and the percentage
of charges reduced have been increasing for both
assigned and unassigned elaims A higher per-

*The net assignment rate 1s the number of assigned
claims expressed as a percentage of clalms recelved,
omitting elaims from hespital based physicians and group-
practice prepayment plans, which are considered assigned
by definition
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centage of unassigned claims were reduced each
year than of assigned claims The percentage of
charges that were reduced each year 1s, however,
similar for both types of claims

The amount reduced per approved claim, also
shown m table 14, 15 related to the size of
the claxm The average unassigned claim in 1975
had $82 in covered charges, the corresponding
figure was $69 for assigned claims Consequently,
although the percentage of the charges reduced
for assigned and unassigned claims was virtually
equal that year (178 percent and 177 percent,
respectively), the actual dollar amounts reduced
per clamm were $12 35 and $14 51, respectively

Tt 1s 1nteresting to gauge the mpact of Med-
care SMI payments by comparing them with
average enrollee outlays for covered SMI services
(table 153) The figures shown are only rough
estimates for the purposes of this comparison
since Medicare reimbursements shown in table
15 are based on the year in which the claim was
approved rather than the year m which the
charges were mcurred (Data on reimbursements
for the year in which the charges were mcurred
are not sufficiently complete for analytic pur-
poses until 24 months after the close of the year)
Nonetheless, enrollee outlays m premiums, de-
ductibles, comnsurance amounts, and the amounts
for which enrollees are potentially liable because
of reductions m charges are considerable 1n com-
parison with reimbursements The data show
that total enrollee outlay 18 approxumately 130
percent of SMI reimbursements

MEDICARE'S ROLE IN PERSONAL HEALTH CARE
SPENDING FOR THE AGED

Total Per Caprta Expenditures

The decade 1965-75 was a period marked by
high inflation, with medical care prices rising
faster than the average for all goods and services
The Social Security Administration’s series of
reports on national health expenditures show that
personal health care spending per capita after
Medicare and Medicaid went into effect increased
at a rate considerably greater than in the years
before During the period 1960~65 the per capita
personal health care hll mereased about 7 per-
cent annually Increases in the decade after Med-
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Tasre 15 —Medicare rermbursement ! for SMI services for
aged and disabled persons, and estimated payments by
enrollees, calendar years 1971-74

Medicare SMT Estimated average payments by
reimbursement enrolieas for SMI covered services
Year? An Coln- |Amount
Total (In (Peren | moia nual |Deduet-| sur above
thousands) | rollee pra ible* | ance | charge
mium amount screens!
1971 $1,905 127 $100 $136 | $65 40 | $37 50 $25 $8 44
1972 2 182 299 107 142 | €8 40 37 50 27 4 88
1973 . 2 391 177 106 154 7L 00| 4500 27 10 57
1974 __ 3,137 743 135 172 78 00¢ 4500 34 15 20

generally 8C percent

1 Represents payments to or on hehalfof baneﬁcia?—
tLe deductible in the

of allowed charges, once the beneficiary has satisfie
current year

1 Year carrler approved bill for payment

* Based on Current Medicare Survey data showing that about 50 percent
of enrollées met the deductible and, for the other 50 percent, the amount
spent was about one half of the deductible

4 Unassigned claims only

care and Medicaid began were appreciably hugher
than 7 percent and were dramatically high for
the aged—=20 2 percent 1n fiscal year 1967 and 20 9
percent 1n fiscal year 1968 (table 16) Annual
rates of mcrease for the aged leveled off after
the first 2 years of Medicare, and, as the figures
for later years indicate, mcreases for the aged
were more 1n lme with those for the population
under age 65 For the aged, personal health ~u1e
spending 1n fiscal year 1975 was estimated at
$1,360 per person—about three times the figure
of $445 for fiscal year 1966, the year just pre-
ceding Medicare’s beginnings

Expenditures by Type of Service

Much of the rise in the personal health care
bill in the past decade can be attributed to the
costs of 1nstitutional services, which consume the

TaprLe 16 —Estimated per capita personal health care ex-
penditures for persons under age 65 and aged 65 and over,
fiscal years 1966-75

Per caplta expenditure Annual percentage increase
Year Under | Aged 65 Under | Aged 85
Al ages age and All ages age and
85 over 85 over
1966 $182 $155 $445 - -
1967 205 172 535 12 8 110 202
1968 229 185 847 117 76 20 9
1969 257 206 715 12 2 11 4 13 8
1970 290 233 828 128 131 127
1971 - 321 235 g28 107 94 117
1972 353 278 1 034 100 90 118
19731 387 309 1081 96 112 45
19741 420 333 1181 85 78 93
197614 _ 476 375 1 360 133 12 8 15 2

1 Data estimated by a different procedure from that of earlier years (Data
for 1967-72 will be revised by the new method )
1 Preliminary estimates
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TaBLE 17 —Estimated per capita personal health care ex-
penditures for persons aged 65 and over, by type of expendi-
ture, fiseal years 1966, 1967, and 1975

1066 1967 16751

Type of expenditure P » R
81- L3 BT~
Amonnt cent Amount, cant [Amount| o oy
Tatal., - - $445 |100 0 §535 (100 O/ $1 380 | 10090
Hospital ecare. 178 |39 @ 24420 603 | 443
Physiclans' services - |21 Wwe | 204 218 160
Dientists services . 13 2P i1} 28 24 18
Other professional services. .. 2] 28 13| 24 20 16
Drugd and drig sumdijes B2 M0 {1248 13 87
Ewyeglasses and appliances 15| 35 7] 83 23 17
Nurslng homs care - 681154 R5 1159 342 252
Otber health services | 71 14 61 11 13 '}

1 Prellminary estimates

major share of health care spending for the aged
In fiseal year 1966, hospital services made up 3% 9
percent of the total health care bill and nursing-
home care represented 154 percent of the total
(table 17)

In the period after Medicare and Medicaid
began, hospital and nursing-home care consumed
an mereasing proportion of health care expendi-
tures, reaching an estimated 44 3 percent and 25 2
percent, respectively, in fiseal year 1975 For hos-
prtal care 1n 1975, expenditures were nearly three
and a half times the amount spent m 1966, for
nursing-home care they were five times higher
Expenditures for no other type of service for the
aged rose at such high rates, as mdicated by the
figures that follow for the ratio of the amount
spent 1n fiscal year 1975 to the figure for fiscal
year 1966

Type of Ratio of
expenditure 1975 1o 1966
Total __._ O 31

Hospital eare oo B4
Ihysiclans’ Serv1ees ouee oo oo 24
Dentists” services o e 1R
Other professional services __ . ___.. 17
Drugs and drug sundries . oo oo 19
Freglasses a&nd ApplSIIces ooomoe e 15
Nursimmg-home €are . oo Jo
Other health services oo oo ______ 19

Saurces of Funds—Public and Private

As mtended, the 1965 Federal health legsla-
tion had the effect of shifting a large portion
of the aged’s health care il from the private
to the public sector Table 18 shows the division
between private and public funds, by type of
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service, for fiscal years 1968, 1967, and 1675 In
the 12-month period just preceding the start of
Medicare and Medicaid, 70 percent of personal
health care spending for the aged came from
private sources and,30 percent came from the
public sector In the followmg 12 months, private
spending for the aged declined to 436 percent
and publie spending rose to 56 4 percent In 1975,
public spending for the aged was estimated at
65 6 percent of the total The figures n table 18
mdicate that increased public spending between
1967 and 1975 was greatest for physicians’ and
other professional services

Public Soutces of Financing for the Aged

Medreare —(Q1 the total public spending for
the aged for personal health care m 1987-T3,
Medicare accounted for approximately 2 out of
3 dollars In the first year of the program, Med:-
care funded an estimated 31 6 percent of the total
expenditure After the first year the estimated
share was higher, ranging from 384 percent to
439 percent Table 19 gives the estimated per-
centage of the total bill that came from Medicare,
by type of service, 1967-75

As expected, the proportions funded by Medi-
care were highest for hospital and physicians’
services The figures also show that Medicare's
impact on total SNF expenditure for the aged
decreased sharply after 1968, reaching a low of
30 percent 1n 1974 Since the figures m table 19
represent outlays from Medicare trust funds, it
should be recalled that the SMT trust fund 1s
financed partly by enrollee premiums

Medward and other public programs—Medr-
ca1d and other public programs—primarily, State
and local hospital programs and those of the
Veterans Admmistration—account for 1 out of
3 public dollars expended for the aged Chart 1
Ulustrates the relative mmportance m 1973 of
Medicare 1n comparison with Medicaund and other
public programs for hospitals, physicians, and
SNF services

For hospital services 1n 1975, Medicare funded
72 percent of the bill and Medicaid and other
public programs were responsible for 18 percent
For physicians’ services, Medicare’s share was
54 percent and the share for Medicaid and other
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Tasre 18 —Percentage distribution of estimated personal health care expenditures for persons aged 65 and over, by source of
funds and type of expenditure, fiscal years 1966, 1967, and 1975

Source of funds
, Type of expenditure , w6 1967 19751 !
Total | Private |, Public Total Private | Publie Total | Private | Public
Total._.. - e e e e ke e . 100 0 2 208 100 0 4348 56 4 100 ¢ 344 656
Hospitaleare... . ... . _ - e - - 100 0 513 87 100 Q 87 913 100 0 10 2 808
Physicians' services R, - . 100 0 PN &0 w00 0 83 2 363 100 0 09 691
Dentists’ services___.  _ .. .. e e e ee . 100 0 85 0 50 100 0 95 0 50 100 0 820 71
Other professicnal services _ - - 100 O 88 7 33 100 0 8L 9 181 100 0 408 50 2
Drugs and drug sundriea - . - - 106 0 92 3 77 100 0 10 g0 100 0 86 9 131
Fyeglasses and appllances .. . . - - 100 0 386 14 100 0 09 4 ;] 1000 . 186
Nursing homeeare _. .. . . . . . . 100 0 58 8 41 7 100 0 49 2 50 8 100 0 16 7 563 8
Other health services . _ . _ - e - - 100 0 19 881 100 0 150 850 100 0 a1 019

1 Praliminary estimates

public programs was § percent For SNF services, 1increase 1n total health care spending between
however, the share from Medicaid and other pub- 1966 and 1975 has resulted m greater expenditure
he programs was far greater than that from by the private sector in terms of dollars, despite
Medicare (50 percent and 3 percent, respectively) its declming share of total expenditures The

Chart 1 also suggests the reason for the often  chart makes 1t clear, for example, that the 41
observed paradox that the aged pay more now  percent paid privately for physicians’ services
for their health care than they did before Medi-  in 1975 amounted to & higher hill than the 94
care and Medicaid went mto effect The dramatie  percent paid privately m 1966

i

CHART 1—Per capita personal health care expenditures for the aged, by type of expenditure and source of funds,
fiscal years 1966 and 1975

Hospitals
1966 F—51%—||||||4 $178 .

1975 E=10%= 1 | $603

Physiclans %
1966 E—94%—|$90

ors e

Skilled
nursing
facilities
1966 [58%] < |$68
JL§AJ S
1975 || B0% g 8342
All other "%
1966 F=89%=—||s108
1875 80% 16905197
Private Other “Medicare
public
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TasLe 19 —Estimated percentage of personal health care
expenditures funded by Medicare ! for persons aged 65 and
over, by type of expenditure, fiscal years 1967-75

Other
Year All Hospital |Physicians’| profes Nursing

services care services sional home care

- services
187 38 57 & 314 LR 81
es . . 415 629 58 4 218 158
lg6g _ _ 43 0 66 5 60 0 30 2 141
1970 - 411 63 9 57 2 309 92
1071 39 3 63 4 5¢ 6 24 0 50
1972 38 6 63 3 52 7 21 4 34
19735 g1 67 8 50 9 21 2 31
19743 | a8 4 66 9 48 1 24 2 30
197513 42 0 722 541 , 380 31

1+ Paid from trust funds that include premium payments for SMT
3 See table 16, footnote 1
§ Prellminary estimates

Private Health Insurance

Private health msurance fills m some of the
gaps 1n health care protection for the aged The
Social Security Administration studies of private
health msurance expenditures show that private
msurance coverage for the aged m the first full
fiscal year of Medicare dropped sharply, but the
number and percentage buying health msurance
has risen steadily since that period The data are
also significant 1n that a relatively small pro-
portion of the aged have private health msurance
for services not covered by Medicare such as
prescribed drugs More than half, however, have
private coverage for hospital care and for phy-
siclans’ services—that 1s, for the types of services
covered by Medicare These private policies act
primarily as supplements to Medicare and gen-
erally cover some portion of the deductibles and
comgurance tequired under Medicare Not unex-
pectedly, data from the Current Medicare Sucvey
show that the mcidence of private insurance to
pick up the cost-sharing expense rises with in-
come The following tabulation gives the per-
centage of the aged population with private
health msurance, as of December 31, 1974

Percent of
Type of coverage aged population

Hospital care oo a7 9
Physicians’ services

Surgical services . . 540

Inhospital visits . __________ 403

X-ray and laboratory evaminations 37

Office and home visit8 .o 3535
Dental care _. - - 19
Prescription drugs o 169
Private-duty nursing ... 168
Visiting nursing services . oooo 210
Nursing home care oo . 168

Under Medicare, cost-sharing provisions were
meluded to lmit the program’s liability and
make consumers cost-conscious—that 1s, to act
as a restraint to unnecessary utilization Yet
Medicard pays the deductible and comsurance
payments for 13 percent of the aged—those in
the lowest mcome group—and private health
msurance, which rises with income, pays them
(or some portion of them) for another 50 percent
Thus, the data mdicate that, at most, about
30 percent of the aged pay the full cost-sharing
amounts out of pocket And those in between
the poorest and the best-off are most hkely to
have to,meet the full cost-sharing burden out
of pocket

In spite of the relatively high percentage of
the elderly with private health insurance, pay-
ments made by these insurers during this decade
met only a small portion of the total expenditure
for the aged Table 20 shows the portions paid

TapLe 20 -—Estimated per capita personal health care ex-
enditures met by direct payments and third-party payments
or persons aged 65 and over, fiscal years 1966-75

Third party payments
Direct
Year Total pay- Private Philan
ments Total health | Govern | thropy
insur ment and
ance Industry
Per capita amount
|
1066 $445 25 $236 T2 $208 82 $70 71 $132 89 $4 92
1967 535 03 168 01 337 03 31 38 301 59 4 05
1968 646 65 177 90 468 75 34 42 430 45 3 87
1969 735 19 206 02 529 17 39 42 485 75 400
1870 828 31 270 20 558 11 45 54 508 50 406
1671 325 98 316 18 608 20 4% 87 555 15 4 38
1972 1033 51 3687 40 665 11 53 33 608 30 449
19731 1 081 35 357 16 724 19 58 81 660 69 470
1974 1 1 181 48 391 90 789 56 66 35 718 21 501
igr5Ls [ 1,360 16 339 88 970 28 734 BO1 63 522
Percentage distribution

19686 100 0 53 2 46 8 159 20 8 I1
1967 1C0 0 e a3 0 50 &6 4 8
1968 100 0 27 & 728 53 66 6 L]
1969 100 0 280 7z0 54 66 1 5
1970 100 0 32 8 67 4 56 61 4 5
1971 - 100 0 34 2 65 8 54 80 0 5
1972 100 O 35 8 84 5 52 58 9 4
19731 100 0 =0 870 54 611 4
1974 1 100 0 33 2 60 B 56 60 8 4
197513 __ 100 0 28 7 n3 54 65 6 4

¥ See table 16, footnote 1
1 Preliminary estimates

by third-party payors mncluding government and
private nsurers and the portions paid directly
Private insurance payments were in the range
of 5-6 percent of the total bill in the period from
1967 to 1975
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CHART 2 —Per capita personal health

care expenditures for the aged, by source of funds, fiscal years 1966-75
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Direct Payments

Payments for services that came directly out
of the aged person’s pocket (such as drugs,
routme dental and eye care, other preventive
services, nursing-home care, and comsurance pay-
ments, deductibles, and unassigned physicians’
charges 1n excess of the carriers’ “reasonable
charge” determmations) came to 29 percent of
the total bill or $390 per person m fiscal year
1975, 1 contrast to 53 percent or $237 per person
m fiscal year 1966 (see chart 2)

In mflationary times one gauge of the effect
on the aged of such 1ncreases 1n direct payments
for health care 15 the comparison with the retired-
worker cash benefit 1n the social secunity program
The average monthly benefit check for retired
workers was $83 92 1n December 1965 and $188 20
i December 1974 Direct payments for health
care 1n fiscal year 1966 averaged 24 percent of

BULLETIN, JULY 1976
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the average retired worker’s social security check,
direct payments 1n fiscal year 1975 averaged 17
percent of that benefit .
The beneficiaries pay premiums for health
msurance, 1n addition to direct payments Pre-
miums for private health msurance—an esti-
mated 6-8 percent of the average social securily
benefit 1n fiseal year 1966—together with diiect
payments would have come to an estunated 30-
32 percent of the average social security cash
benefit Premimums for SMI and private health
msurance, estimated to have been 5-7 percent of
the average soctal security benefit in 1975, nould,
if added to direct payments, come to an esti-
mated 22-24 percent of the average social security
benefit—a smaller percentage than that estimated
for 1966 but stll a not inconsiderable portion
The social security program was intended, how-
ever, to replace only a portion of preretirement
earmings Beneficiartes generally derive additional

19



mcome from savings and other assets, earnings,
and other retirement plans Yet, according to the
1968 Social Security Survey of the Aged,?? for
51 percent of beneficiary couples and 65 percent
of single beneficiaries, social security benefits con-
stituted more than half of themr total income For
these persons in particular, the coverage by Meds-
care of the major portion of large medical care
bills allows them to conserve their limited assets,
which they would otherwise be forced to expend
for essential health care Nevertheless, direct pay-
ments and premiums for SMI and perhaps private
health msurance very likely place a considerable
stramn on their mcome

Technwal Note :

With the implementation of Medicare, a sta-
tistical system was designed to obtam systematic
and continuous information about the enrolled
population, the providers of services, the use of
health care services, and the cost incurred The
primary objective 1n the design of the statistical
system was to provide data to measure and evalu-
ate the program Additionally, 1t was perceived
that Medicare would create an opportunity for
obtaining national statistics of an unprecedented
breadth and scope relating to the health care of
mdividuals Consequently, the design of the sta-
tistical system 1included further objectives of
generating data for research i the field of health
care services, for 1dentifying unmet needs and
program gaps, and for measuring the impact of
a large-scale health insurance program :

The benefit payment system 1s the basms for
obtaining mformation for the statistical system
The enrollment process provides Information
about the characteristics of the Medicare popula-
tion The applications by which hospitals, skilled-
nursing facilities, home health agencies, and m-
dependent laboratories indicate their desire to
partrcipate in Medicare are the basis for data on
tl.e characteristics of the providers Claims pro-
vide user data, including the patient’s condivion,

Y dee Lenore B Bixby et al, Demograephic and Eco-
nomic Characterwdtics of the Aged 1968 Social Seourity
Surtvey (ORS Research Report No 43}, Office of Research
and Statistics, Soclal Security Administration, 1975
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the kinds of services used, and amounts of charges
and remmbursements To expand the scope of n-
formation and to determine utilization trends, a
monthly interview survey of beneficiaries, the
Current Medicare Survey (CMS) provides cur-
rent estimates of covered and noncovered health
carTe services

The statistical system provides data for pub-
lished reports on a continuming basis, mmcluding
annual series of tabulations and specral analytic
reports The Division of Health Insurance Studies
of the Office of Research and Statistics also con-
ducts research related to the total health care
system Among the continuing studies are those
on national health expenditures and private
health msurance coverage

Information n this review 1s drawn primarily
from Office of Research and Statistics publica-
tions as well as from several as yet unpublished
tabulations generated from the Medicare statis-
tical system In addition, reports from the Bureau
of Health Insurance, summarizing SMI carrier
“rensonable charge” determinations, were used
m the discussion on assignment and reduction
rates

The followmng reports and articles from the
Division of Health Insurance Studies are erted
as references and provide a more detailed and
complete account of certain areas covered 1n this
review If the article 15 part of a contmumg
sertes on the subject, the latest one 1s cited here

ENRQLLMENT AND ELIGIBILITY

Helen C Chase, Use of Medrical Bervices by Disability
Beneficiaries, July-December 197 (Current Medicare
Survey Report—CM3-29), Office of Research and Statis-
tics, December 30, 1974

Office of Research and Stahstics, Medware Health In-
surance for the Aped, 1566, Section 2 FEnrollment, 1969
and annual updates for 1967-73

Martin Ruther, “Medicare, Number of Persons Insured, ’
July 1, 1973, Social Becurity Bulletin, June 1975

USE OF SERVICES

George 8 Chulls, Utrhzation of Short Stay Hospitals
wunder Medweare, 1968-71 (Health Insurance Statistics—
HI-70}, Office of Research and Statisties, June 24, 1975

Charles R Fisher, Health Insurance for the Aged Hos-
pital and Shiled Nursing Faocity Admissions, Fiscal
Year 1973 (Health Insurance Statistics—HI-64), Office
of Research and Statistics, December 23, 1974
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Robert M Gibson and Mildred Corbin, Inpatient Hosmial
Utthzaltion, 1969 {(Current Medlcare Survey Report—
CMS-25), April 2, 1973

Marian Gornick, “Medicare DPatients Regional Differ-
ences In Length of Iospital Stays, 1069-71,"Social Secu-
rity Bulletwn, July 1975

Msarian Gornick, Persons Meelwng the BMI Deductible,
1966-71 (Health Insurance Statistice—II-57), Office of
Research and Statistics, April 15, 1974

Lillian Guralnick, Short-Stay Hospital Diuscharge Diag-
noses for Mediecare Palwents, 1967 (Health Insurance Sta-
tistics—HI-66), Office of Research and Statistics, March
14, 1975

Office of Research and Statistics, Medwcare Health In-
surance for the Aged, 196%, Sechion ! Summary, 1971,
annual updates for 1968 and 1969, and the preliminary
updates for 1970 and 1971

Office of Research and Statistics, Medicare Health In-
surance for the Aged, 1867, Section }1 Short stay
Hospital Utwzation, 1975 and preliminary updates for
1968-71

Office of Research and Statistics, Mediwcare Health In-
surance for the Aged, 1871 Length of Stay by Dwgnosis
end Rurgical Procedures, 1972

Julian Pettengill, “Trends in Hospital Use by the Aged,”
Social Security Bulletin, July 1972

Paula A Piro and Theodore Lutins, Ufilization and Reim-
bursement under Medicare for Persons Who Died in 1967
and 1968 (Health Insurance Statistics—HI-51), Office
of Research and Statistics, October 17, 1973
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Evelyn I'eel and Jack Scharff, Impact of Cost-Sharing
wn Use of Ambulatory Services under AMedicare (Current
Medicare Survey Report—CMS-27), Office of Research
and Statistics, October 10, 1973

Penelope 1. Pine, Supplementary Medical nsurance
1967-71 Trends (Current Medicare Survey Report—
CMS-26), Office of Research and Statistics, August 15,
1973

Charles B Waldhauser, Assignment Raics for SMI
Clawms, Calendar Year 1973 (Health Insurance Statis
ties—H1-63), Office of Research and Statistlics, December
5, 1974
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Barbara 8 Cooper, Nancy I, Worthington, and Mary F
McGee, Compendium of National Health Exzpenditures
Data, Office of Research and Statistles, January 1976

Marjorie Smith Mueller and Robert M Gibson, “Age
Infferences in Health Care Spending, Fiscal Year 1975,”
Soeral Security Bulletin, June 1976

Marjorie Smith Mueller and Robert M Gibson, “National
Health Expenditures, Fiscal Year 1975, Social Security
Builetin, February 1976

Marjorle Smith Mueller and Paula A DIiro, “Private
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