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tures m recent qears The tnbulatlon belon shons 
that medml cnre prices, as reflected by the Con- 

THE NATION SPEXT a total of $139 3 bllhon 
for health care durmg fiscal year 1976-from 
July 1, 1975, through June 30, 1976 This figure 
represented an average espendlture of $638 per 
person, an mcresse of 14 percent over the e&l- 
rated $122 2 bllhon’ spent m 1975 (table 1) 

For the second consecutwe year, health ex- 
pendltures rose at a sqlficantly greater rate than 
the gross natlonnl product (GKP) Whole the 
GKP mcreased 18 percent from 1974 to 1976, 
health spendmg nent up 31 percent In 1976, 
health care outlays rewhed a level of 8 6 percent 
of the G2r’P (chart l), up from 8 4 percent m 
1975 Durmg the prevmw 3 years, nhen medlcal 
care prxes were controlled under the econonnc 
stablhzatlon program (ESP) from August 1971 
through Aprd 1974, the proportIon of the GNP 
had remamed 7 8 percent 

EXPENDITURES IN FISCAL YEAR 1976 

Price mxeases have been the most rnportant 
contributor to the rise m medlcal care expendl- 

sumer I’rlce Index (WI), of the Buresu of Labor 
Stat&a mcreased at an exceptionally high rat,e 
m fiscal year 1976 

Although these mcreases reflect a moderation 
of the rapld acceleration m costs that occurred 
after ESP controls wre removed m Aprd 1974, 
the rates of mcrease for nll medlcsl care Items 
(except dentlsts’ fees m 1975) wre above those 
for general price levels as mwsured by the CI’I 
for all Items In the past 2 years These price 
mcrenses, m coqunctlon with population growth 
and changes In the mm of health cnre serv~es 
and supphes provided, generated the $139 3 bdhon 
m health expenditures The mteractlon IS dw 
cussed later m more d&d under health expondl- 
ture trends 

Uses of the Health Care Dollar 

Smce much of the health care provided m the 
Umted States 1s obtamed m hospitals and hospltal 
care tends to be the most expenswe kmd of health 
care, the largest category of spendmg ($55 4 
bllllon or 40 percent of the total) was for hospltol 
ewe (table 2) This figure mcludes all spendmg 
for mpatlent and outpatmnt cnre, as well as all 
serv~es and supphes m the hospltal settmg 



TABLE 1 -Aggregate and per cap,ta nat,anal health expend,bures, by murce of funde, and percent of gross natmnal product, 
selected fiscal years 1929-76 
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except those promded by physmans who are not percent above the 1975 levels, whmh had been 
part of the hospital staff 18 percent above those for 1974 The 15.percent 

These expend,tures for hospital C&R \\ere 15 mcrease IS substantmlly b&m the 19.percent nse 

T,,BLE 2 -Nat,onal health expend,ture, by type of expenditure and murce of funds, fiscal years 1974-76 
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m commun,ty hospital expenses reported by the 
Amermn Hospital Assomt,on for fiscal year 
1976 z Several fsct,ors account for the difference 
The gronth m total hospital spendmg represents 
--m addltmn to mcreases m expenditures for 
commumty hosp,tals-&hose for Federal hospltnls 
and State and local noncommun,ty hospltnls 
Expenditures fo, these hospitals d,d not go up 
at as fast a rate as those for commumty hospitals 
For commun,ty hospitals themselves, changes m 
the sample used by the Assocmtmn may hn\e 
sommhat olerstated the expense uvxeases re- 
ported for 1976 

Tins declme m the rate of mcrense m hospital 
expenditures has a multitude of causes By 1975 
the restrnmt on cost mcrenses unposed durmg 
ESl’ had been removed, and the cost mcrez~ses 
expermced durmg that fiscal year reflwt n 
“catchup” after the removal of pnce controls 

The physman community probably has the 
most mfluence on expenditures wthm the Amm- 
can health care system Physmns are the most 
mportant determmant of who ~11 receme hos- 
pltal cue, nhnt care ~11 be provided, and nhat 
the duration of care ~111 be They thus exert z 
mayor mfluence on hospltal expenditure levels 

Spendmg for the serv,ces of pbys~ms ac- 
counts for the second largest category of hmlth 
expenditures, mth nearly 19 percent of total ex- 
penses ($26 4 m~lhon) These expenditures vent 
up 15 percent m 1976 and 16 percent m 1975, for 
n total n~~ertse of 34 percent smce the end of 
\~rage and pnce controls 

Expenditures for drugs and drug sundrm 
nccounted for 8 percent of health spendmg ($112 
blllmn) m 1976 and an mcrease of 19 percent m 
the 2-year permd smce 1974 It should be pomted 
out that th,s expenditure figure represents only 
prescnptmn drugs, over-the-count,er drugs, and 
medml sundms dqxnsed through retall cbnn- 
nels Expenditures for drugs dispensed ,n m- 
patlent settmgs, through outpatmt clmcs, nnd 
by physmms are reported wlthm those cost 
cate~gorles 

Research and the constructmn of medml fmh- 
ties amounted to $8 3 b&on m 1976-m mcrease 
of 9 percent from 1975 Ident,fied expenditures 
for medml research mclude only government 
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funds for research and expenditures by research 
and development orgnnmtmns Research and de- 
velopment expenditures by drug compames (e&l- 
mated at $1 1 bdhon m 1976) and by other manu- 
fncturers and pmwders of medical qupment and 
suppbes (estmnted BS at least $267 nullmn) are 
not mcluded nltb resenrch expondltures but are 
mcluded ,n the expenditure class ,n wh,ch the 
product or serwce falls 

Expenditures for medml fml,t,es, (prmxmly 
for the constructmn of hospital fsc,l,t,es) nere 
$5 0 bllhon m 1976 The cost of provldmg office 
and laboratory fac,ht,es for prwate prlrct,t,oners 
1s not mcluded alth th,s figure In addltlon, some 
portm of the constructmn dollars reported m a 
gwen jear IS reported agam m subsequent years 
ns deprecmtlon It IS &mated that the maJor,ty 
of medical fmhty constructmn 1s bang financed 
through long-term losns from the prmte capltnl 
markets Deprmatm costs nre treated ns leg,t,- 
mate expenses to be covered by re,mbursements 
from both prwnte and pubbc msurance Some 
dupbcntm exists m the reportmg of deprecmtm 
SUICB n portm of the constructmn outlays III 
earher yenrs IS subsequently reported as depre- 
cmtlon expenses This duphcnt,on 1s estmnted to 
be smnll, not s~gmficantly affectmg total health 
expend,tures 

Medwal Education 

The category “medml trammg and educntmn” 
1s not mcluded m the estmmtes of t&al health 
expenditures presente,d here Some of the com- 
ponents of th,s category, lmae\w, are mcluded- 
momly trsmmg outlays that cannot be separated 
from hospital expenses and medml research Most 
of these expenditures nre made by the Depnrtment 
of Defense and the Veternns Admumtratmn 
Shown b&m are data on Federal spendmg for 
medlcnl educntmn and tranung complled by the 
Office of Management and Budget These Federal 
expenditures Include, prmclpslly, dmct support 
for health professmnnl scl~ools and for student 
assxtance through lonns and scholnrslups Trsln- 
mg 1s funded for a wide vanoty of health pro- 
fessmnals-mcludmg physmans, dent&, nurses, 
mental health and other health professmnals, 
research personnel, and paramedml personnel 



A study by the Institute of Medmne of the 
National Academy of Sciences presents estm,ates 
of the total cost of educatmn for eight health 
professlonsS The study reports that $3 1 bllhon 
was spent for the educatmn of more than 300,000 
st,udents ,n 1972 About $765 mdhon or one-fourth 
of tlus expenditure nas financed by unrestrvzted 
Federal and State Government funds, the re- 
mamder through prwate sources or other types 
of Federal and State support 

Personal Health Care Expenditures 

For purposes of th,q art&+, the portmn of the 
total natmnal health care expense that represents 
he&h services and supplw rewved dmxtly by 
mdw~dunls ,s ,dent&d as “personal health care 
expenditures ” In fiscal year 1976, personal health 
care spendmg amounted to $1204 Mhon or 37 
percent of the $139 3 Mhon natmnnl figure Ex- 
penses for prepayment and adnmnstrat~on and’ 
government pubhc health actlvkles are excluded 
from the category 

CHANNELS OF FINANCING 

Prwilte spendmg ,n 1976 reached a level of 
$80 5 Mhon, 58 percent of total health spendmg 
This share, \\hxh amounted to $369 per person, 
aas at the lonest level recorded ,n any year for 
nh~h nat,onal health expendkure data have been 
c~ompded 

A very small portmn of pwate expenchtures- 

$4 9 b&on-represents funds provided through 
chnrltnble and phdanthropx orgamzat~ons, as 
aell as those provided by prwate mdustry for 
In-plant health care serapes The $75 6 bllhon 
,n consumer expenditures ,ncludes all dmect pny- 
mats for health ser~~ces and supphes by ,ndr 
wdusls plus the total amount of premmms for 
prwate health ,nsurance paId by ,ndwlduals and/ 
or employers ,n their behalf The benefits pad 
by prwate health msurnnce are ,ncluded ,n the 
va~‘~ous categories of health care expenditures; 
the net difference between these benefits and the 
premmms pad ,s the $5 2 b&on prepayment 
expense shown under “expenses for prepayment 
nnd adnumst,ratmn ” 

The pnvnte share of nntw,al health expench- 
tures dechned from 584 percent m 1975 to 578 
percent ,n 1976 because of the faster gronth m 
pubbc expenditures durmg 1976 Nevertheless, 
p”v”te outlays grew at a faster rate m 1976 than 
III 1975, reflectmg the pnrt,cularly large mcreases 
,n certam ,mportant expendkure categor,es Prv 
vate expe~nd~tures for hospital care ,ncreased 15 
percent ,n 1976, compared wth 11 percent ,n 1975 
The net cost of pnvate health ,nsurnnce ,-ose 25 
percent ,n 1976 but only 9 percent ,n 1975, as 
premmm levels caught up 1~1th the very high 
expendkure ‘ncrenses expewmced dur,ng 1975 
Research and construction declmed less ,n 1975 
than m 1976, and nursmg-home expenditures grew 
a,t n greater rate 

Approanntely $58 8 bllhon, or 42 percent of 
the total spent for health care ,I, 1976, uas 
financed by Federal, State, and local governments 
through the mechanisms of the YBI‘I~US pubbc 
programs Tlus share has been mcreasmg steachly 
~mce the government first became substnnt~ally 
,nvolved ,n the finsncmg of medxal care wth 
the begmnmg of Me&care and Medxs~d ,n fiscal 
year 1967 In 1966 the government share was 
shghtly less than 26 percent 

Pubhc spendmg mcludes the cost of the dmect 
prov~~n of ser‘y,ces by government qenc~es- 
the Pubhc Health Servxe a,nd the Veterans Ad- 
nmustmtxn,, for example-and the expenditure 
of government funds to finance health serapes 
for certam benelknr~es such ns those ehglble for 
&&xud and Me&care Premmms for the sup- 
plementnry med,cal ,nsurnnce portmn of i%d~- 
care RPB financed by the enrollees and through 
general revenues 

7 



In 1976, pubhc program outlays mcreased at 
a rate three-fourths as large as that of 1975, nlule 
prwat,e expenditures nent up at ri shghtly greater 
rate than they had m 1975 Consequently, al- 
though pubhc expend&es contmued thew trend 
of faster growth, the difference m gronth rates 
betneen the two financmg sources dnnm&ed, as 
the percentages that follow show 

RZBCCZZ 
year P?WKW PUDllC 

1975 ___-______________________ 101 225 
1976 ---__.____________________ 128 150 

Third-Party Fmancing of Health Care 

One of the most slgruficant aspects of the 
finsnang of health care m the N&on IS the 
proportion of personal health care ser~uxs pad 
by thxd part,le+prwite health msurnnce orga- 
mzstlons and pubhc agenaes actmg as nwurers 
or providers of ser~xe 

Table 3 shous that m 1976, shghtly above tmo- 
tlurds (68 percent) of personal health care ex- 
pend~tures were paid through tlnrd-party payers 
-26 percent by prwate health msnrance, 40 per- 
cent by Government programs, and a httle over 
1 percent by plulsnthropx orgrrmzatlons and 
prwtte Industry The consumers of health SBI‘Y- 
ices were left wth chrect payments of 32 percent 
of total expenditures These “out-of-pocket” p&y- 
mats represent Illness-related costs, such as de- 
ductlble and comsurance amounts, and the costs 
of care not covered by msurance They are the 
costs mcurred by nxlw~duals m adchtlon to health 
msursnce premnnns and the portIon of the mdl- 
vldual’s socml security tax tha,t goes Into Me&- 
care’s hospital msurance trust fund On & per 
capita basis, personal health care expencbtures 
m 1976 mere $562-m drect payments, $179 
Nearly $47 of the cbrect payments went for phyw 
cnuw serums, $13 for drugs and drug sundnes 

The unequal coverage of cl&rent types of serv- 
xes by prwate msurnnce and pubhc programs 
IS seen clearly in the chstrlbutlon of these thrd- 
party payments by type of care (chart 2) About 
91 percent of hospital care was pad by thn-d- 
partms, v&h 55 percent of this amount financed 
through pubhc programs and 35 percent through 
prwtte health msurance Thrd-party payments 
covered only 61 percent of expenchtures for phy- 

(1 

SLCEUIS’ servmes, honever, wth 39 percent of thw 
amount pad chrectly by consumers of health 
SWYIC~S For dental care and drug and drug sun- 
dries expencbtures, a chfferent pattern 1s seen, 
nlth direct payments amountmg to 81 percent 
and 82 percent, respectwely, of the total amounts 
spent for these Items 

All expenditures for health care that are chan- 
neled through any program estsbhshed by pubhc 
lam are treated as a pubhc expenditure m these 
estunates Expenditures under workers’ compen- 
satIon programs may, for example, mvolve bene- 
fib pad by private msurers from prenuums 
collected from prwate sources Table 4 contams 
estmxxtes of outlays of the pubhc programs for 
health services rind supphes by major progrun 
areas and types of care In 1976, pubhc program 
expenditures amounted to $53 3 Mhon-$36 2 
bdhon from Federal funds or programs and $17 1 
bllhon from funds or programs of State and 
local governments ’ Total outlays mcreased by 15 
percent m 1976, down appreaably from the 22- 
percent we m 1975 In both years, Federal out- 
lays went up at a greater rate than State and 
locnl outlays, as the followng tnbulatlon shous 

I _- - 
The tx3o malor government programs for 

health cnre, Me&care and Medwd, began opera- 
tlons m fiscal year 1967 In thex tenth year of 
operntlon, fiscal year 1976, the tno programs 
accounted for 62 percent of pubhc expenchtures, 
renchmg $17 8 bdhon through Me&care and $15 3 
bdhon through Mledma~d In 1976, general hos- 
pltel and medxal care programs supphed an 



ad&lam1 13 percent of pubhc expenchtures and tratlon-another 13 percent Of every dollar 
the nnhtary-related programs-those of the De- finnnced by pubhc programs m 1976, 57 cents 
partment of Defense and the Veterans Adrmms- went toward hasp&4 care, 12 cents for physl- 

TABLE 3 -Amount and per capita smount of personal health oare expenditures met by third par&s, by type of expendaxe, 
fieeal years 1974-76 
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THIRD- 
PARTY 
PAYMENTS 

^“A .“A.,e**,. 

DIRECT PAYMENTS 

emu servms, 11 cents for nursmg-home care, 
and lust less than 20 cents for all other health 
sew1ces and supphes 

Accordmg to the tabulation that follows, for 
pubhc payments for hospital care, the Medicare 

program financed 42 percent, Miedlcad 16 percent, 
and funds for general hospltal and medlcal care 
nearly 13 percent Medicare and Medmald had 
even more of an impact on public spending for 
physlclans’ servxes, covenng 54 and 27 percent, 
respectwely Medlcald paid nearly all (almost 92 
percent) of the pubhc expenditures for nursmg 
homes 

The growth m hospital care expenditures dur- 
mg 1976 was only three-fifths as great as It 13~s 
ln 1975 The rate of mcrease shown below for 

Medicare expenditures declmed by one-third and 
that for Medlcald expenditures by one-fourth 

Account,mg changes m the Medare program, 
m addltlon to the reductions m mflatlonnry pres- 
sures that occurred m medical prices followmg 
the ESP were unportant factors here Certam 
admmlstratlve actions were taken m fiscal year 
1974 that recovered some $300 m,lhon m current 
financmg payments that had been advanced (or, 
m effect, loaned) to providers of hospital and 
nursmg-home care durmg the previous years of 
the program’s operation These funds xere m- 
tended to supply the providers with operatmg 



TABLE 4 -Expend,tures for health ~emces and suppbes under pubhc programs, by program, type of expendrture, and mwee 
of funds, fiscal years 1974-76 

- 

funds nhde they nalt,ed for payment through 
the Meddle reunbursement process In 1974, 
program outlnjs from the hospital msurance trust 
fund understated the level of reunbursement, as 
the money that had been advanced m earher years 
nas deducted from the progrnm payments 

Durmg 1975, adnmnstratwe changes \\ere made 
that, m &ct, shortened by several \\eeks the 
average length of tune bet\?een subnusslon of n 
Ml by a provider and the recapt of ramburse- 
ment This change added the equwalent of severnl 
necks of program rennbursements to program out- 
lqs for 1975 J The understatement of rennburse- 

‘For add,tmnnl lnformntmn on tlus subject, 888 the 
I’)76 Annual Reports to the Congress of the Boards of 
Trustees Of me tno JIedlcare trust funds 

ment levels m 197fScoupled \~lth the overstate- 
ment of the 1975 le>els and the full utlhzntlon 
of the Medave progrnm by chssbdlty benefi- 
c1a.p~~ \\ho became entltled m 1974-further m- 
flated the Medlcsre expencl~tures occurrmg after 
the ESP ended As a result, Meclxnro program 
outlays shoned n 30.percent mcrez~se m 1975 and 
a 20-percent mcrense m 1976 

Has@1 expenditures for general hoqntnl nnd 
mechcnl care rose by only 8 percent m 1976, 
follonmg an estnnnted 21.percent rxe m 1975 
A su@%mt part of tlus c,hange resulted from 
the large mcrease m outlays of the Alcohol, Drug 
Abuse nnd Mental IIealth hdmmlstratlon m 1975 
that was not repeated m 1976 

Pubhc spendmg for physmmns’ servzes also 



TABLE 4 -Expend,tures for health ~ermce~ and eupplm under pubhe programs, by program, type of expend,ture, and source 
of funds, fiscal years 1974-76Conlznued 

increased slgnlficantly less m 1976 than in 1975, 
also largely as a result of the changes In Rkdxare 
and Medmald patterns for levels of outlays for 
these servxes Nursing-home expenditures fol- 
loned almost exactly the changes m Medlcsld 
levels of spending 

All outlnys of the Dfedlcare program trust 
funds, Including funds derived from voluntary 
prenuum payments by or on behalf of enrollees 
are treated as publw expenditures, as m the 
Socml Security Admuustmt,on’s socml aelfare 
expenditure serrasB The prwate share of over= 
all expenditures 1s thus shghtly understated 
Amounts psld Into the Medicare trust funds for 
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both hospital nxarnnce and medical lnsurnnce 
In fiscal years lQ74-76, by source of funds, are 
sholrn 111 the tabuletlon nt the top of page 14 

TRENDS IN HEALTH EXPENDITURES 

Health expenditures for Americans have m- 
creased by nn average of 12 percent a year snxe 
1965 (table 5) The 1976 expenditure of $139 3 
bllhon 1s over three and one-half tunes the $38 9 
bllhon spent 11 years earlw In this period, hos- 
petal care expenditures have quadrupled and ex- 
pendltures for physmmns’ services have trlpled 
On a per ctlplts baas, $254 was spent for hospital 



TABLE 4 -ExpendAwes for health 8ervxe8 and supphes under pubbc programs, by program, type of expend,ture, and mwce 
of funds, fiscal years 1974-76Conbnued 

care m 1976, 10 times the amount spent m 1950 
Expenditures per person for physlclans services 
rose sevenfold v.hlle dental expenditures rose 
more than 600 percent 

A smular trend aas experwnced m nursmg- 
home care expenditures The 1976 figure of $10 6 
b&on was more than eight tunes the level of 
spending m 1965 Two factors m nddltlon to 
price mcreases have had some Impact on this 
category of expenditures (1) An emphasis on 
the substltutlon of nursmg-home care for the 
more expens~e hospital care and (2) the exten- 

slon in 1972 of Medlcald rennbursement to care 
m mtermedlate-care facllltles 

A multitude of factors have contributed to 
these mcreases m health care spendmg These 
include c,hanges m the prices of medxal servlce~ 
and goods, m the size and age dlstrlbutlon of the 
population, and m the composltlon of the SBI‘YICBS 
and goods provided (as sell as the rate at which 
they are utlhzed) 

Population changes are normally easy to meas- 
ure and can be documented through data provided 
by the Bureau of the Census, and the CPI pro- 
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vldes a convement, If mperfect, measure of prm 
changes Changes m the other factors responsible 
for mfl&on in health care expenditures are, 
honever, difficult both to conceptualwe and to 
measure 

Changes m medml technology and treatment 
mod&m alter the mm and frequency of serv~es 
utdmd Changes 1x1 access to mednxxl care, ather 
by removmg finmc~sl barriers or by mcreasmg 
the supply of sermces, affect ut&atmn rates 
Increases m the number and settlement smounts 
of malpractm suits may engender greater utlh- 
zatmn of sem~es such as laboratory tests and 
X-rays That, m turn, may lead to further pnce 
mcrenses Smce the effect of all of these factors 
1s dalicult to ldentlfy separately, they can only 
be grouped together and labeled as “changes m 
the health care system ” 

As chart 3 and the tabulatmn b&n mdmte 
the mfluence of these factors on mcreases m 

personal health care expenditures has vamd 
substantially durmg different permds m the last 
quarter-century 

Durmg the permd from 1950 to 1965, popula- 
tion mcrenses accounted for an estmsted 21 per- 
cent of the $23 1 bdlmn mcrease m personal 
health care expenditures Prm changes accounted 
for 44 percent 

From 1965 through 1071-a permd that saw 
the mtroductmn of Medmare and Medxald near 
the begmung and substantml mflatmn near the 
end-prme mcresses nere responsible for an es- 
tmated 50 percmt of the $33 7 blllmn me~ease as 
the populatmn effect dropped to 9 percent 
Clmges m the system accounted for the remam- 
1ng 41 percent 

The permd from fiscal year 1971 through fiscal 
year 1074 closely corresponds to the tune nhen 
econmmc controls nere m effect for the health 
mdrlstry The &mated 43 percent of the mcrense 
that 1s attnbuted to prxe mflatwn w&s held to 
nearly the same level as dung 1950-65, while 
changes m the health care system accounted for 
almost 50 percent The share of populatmn grouth 
declmed to 8 percent 

In the permd 1974-76, smce the removnl of 
econmmc controls, health care expendlt,ures m- 
creased by $29 1 blllmn Substnntlnl pnce mfln- 
tmn ncconnted for nn estmnted 78 percent of the 
mcrense The svgn~ficnnce of populatmn cbnnges 
hns contmued to de&m, reachmg 6 percent 
Chnnges m the system provided only 16 percent 
of the mcrense 

TRENDS IN THIRD-PARTY PAYMENTS 

The upnard trend III thn-d-party payments 
that begm mth the advent of Medmme and 
Medmxl m fiscal year 1967 has mntmued stenddy 
wltb the rnpld expnnsmn of those programs nnd 
t,he slow but steady gronth of pnvnte msumnce 
benefits (table 6) In 1967, third-party payments 
represented more than half of all personnl health 
care expenditures for the first tme By 1970, 
government md prmte health msumnce, alth n 
smnll contnbntmn from phdanthropy nnd prmte 
mdustry, pad three-fifths of these outlays, nnd 
by 1976 they pnld tmo-thwds As n mult, the 
dmect share of expenditures has mcbed dmn- 
aard from 45 percent m 1367 to 32 percent m 
lQ76 The absolute level of dmct expenditures 



TABLE 5 -Aggregate and per cqxta natn,al health expenditures, by type of expenditure, selected fiscal yenra 1929-76 

has more than tnpled smce 1950, however, due to 
mflnhonary pressures, changes m technology, 
and other factors, and they were more than 50 
percent greater m 1976 than m 1970 

The relntlve shares paid by the venous third 
par&s have been fnlrly stable smce the early 
years of Medmare and Medxald In 1950, before 
private health msuranee had seen any real groath, 
consumers were paymg almost 70 percent of then- 
health bills directly, nlth third parties plckmg 
up less than a third of the costs Insursnce met. 
only 8 percent of costs, philanthropy and Industry 
covered only 3 percent, and government funds 
met the remammg 20 percent 

The health msurance mdustry grew rapldly be- 
tneen 1950 and 1965, and by the latter year 
msurance payments were meetmg 25 percent of 
health care costs, public spendmg 21 percent, 
and direct payments by consumers only 52 per- 
cent After Medicare and Medlcald began opera- 

tions, public spending surged upward, reducmg 
out-of-pocket expenditures, the share pmd by 
prwnte msurnnce dropped only shghtly By 1976 
the government expenditures comprised almost 40 
percent of all personal health care expendawes 
and prwate msurance had leveled off at 26 per- 
cent, leavmg consumer dwect payments at only a 
a third of total outlays 

Thrd-party payments have them greatest nn- 
pact on hospital care expenditures (table 7) In 
1950, consumers drect payments accounted for 
shghtly more than a third of all hospltnl expendl- 
tures With the growth of the pnvste health 
msurance Industry, dnect payments represented 
only 18 percent of hospital expenditures by 1965 
nnd prwate msurnnce pald 42 percent of these 
costs After Medicare and Aledmald were m full 
operation, the pnvate msurnnce share dropped 
to about 35 percent, government spendmg for 
hospltol care rose to more than 50 percent, and 



CHAET 3--Baetors aEeet,ng increases in personal health care expenditures, selected fiscal years 1950-70 

Population growth 

Changes in the 
health care system 

1950 1965 1971 

consumer payments fell to 10 percent In 1976, 
public funds accounted for 55 percent of hosplt,nl 
ewe expenditures and msurance benefits psld for 
35 percent, leavmg the consumer to finance dl- 
rectly only 9 percent of hospital care outlays 

The impact of third parties on expenditures 
for physlclans’ serv,ces has been less dmmstlc, 
though substnntu.1 Before Its svllft growth, prl- 
vste msurance psld only about 10 percent of 
doctor bdls The consumer pwd directly 85 per- 
cent of all expenditures for physlclans’ SWVPXS, 
and government plcked up the remsmmng 5 per- 
cent By lQG5, msurance pad 30 percent of phy- 
s,c,ans’ bills and the consumer direct payments 
were reduced to 63 percent When Medicare and 
Meduzud became firmly estnbllshed m 1968, how- 
ever, the government share had risen to about 
22 percent, wltb consumer direct payments down 
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1974 1976 

to less than 50 percent In 1976, direct payments 
met nearly two-fifths of expenditures for phy- 
siadns services, msurance met 36 percent, and 
government 25 percent 

Despite these mcrenses m thwd-party fmancmg 
of hospital and physw~ns sew~cos, the con- 
sumer stdl pays directly a large share of the 
outlays for all other health services, mcludmg 
dent&s’ and other professmnal serwces, drugs 
and drug sundrles, eyeglasses and nppl~~nces, and 
nursmg-home care As of 1976, relatwely httle 
private msurance had been wrltten to cover such 
serv,ces and consequently prwate msurance pmd 
only 6 percent of these costs Government spend- 
mg (mostly through I&dlcmd) accounted for 
29 percent, leavmg the consumer to make direct 
payments for shghtly more than three-fifths of 
these bills 



DEFINITIONS, METHODOLOGY, AND 
SOURCES OF DATA 

Estnnates of natmnal health expond~tures are 
conqnled by type of expenchture and channel of 
finnncmg For 1975 and 1976, the data for the 
pubhc sector represent the outlays of 10 cate- 
genes of government health programs’ In pre- 
vmus years, 12 such cntegorles were shown, but 
for tlxo of these categorr+-school health pro- 
grams and the programs started under the Office 
of Economy Opportumty-data are no longer 
shonn separately For several Federnl health 
programs, the data itre taken from the ONice of 
Manngement and Budget specml analysts of 
henlth progrnms * For the remamder, the data are 
supphed by the v~rxms agenaes 

In the prwte sector, the data are estnnnted 
first on a calendar-year basis by type of expendl- 
ture and are thon converted to fiscal-year figures 
on the bnsls of pixe and utdlzatmn change durmg 
B-month permds The general method 1s to estl- 
mate the total outlays for each type of me&ad 
serwce or expenditure and then to deduct the 
amounts pad to pubhc and prwate hospltnls, 
phyw~nns m prlva,te prnctq etc, under the 
pubhc programs reported m the soanl xelfare 
expenchture series The fiscal-year figures for each 
pubhc program are allocnted by type of expen&- 
ture on the baa of pubhshed and unpubhshed 
reports for each program In general, the con- 
sumer expcndlturw are resldunl amounts, derwed 
by deductmg phllanthropx and government ex- 
pendltures from the total spent for each type of 
serwce 

opwted hospltnls are nmde from the data used 
to estunate pubhc program expenditures Ex- 
pendltures for the educatmn and trammg of 
physuu~ and other health personnel are m- 
cludod only nhere they are not separable from 
the co&s of hospltnl operatmns 

Expencl~tures by the Veterans Admmlstratmn 
a,nd the Department of Defense for physwns’ 
serv~es (except under contract medlcnl care pro- 
grams) are mcluded as part of hospital care 
expenditures Servxes of salaried physwns m 
psych&x, tuberculow, and general hoqntals- 
xhether pubhc or pnvate--are part of hoqxtal 
care, but self-employed physuns servxes m 
hospitals are not counted as hospltnl expenditures 
The costs of drugs used m hospitals we also 
Included 1~1th hospltnl care Anesthesm and X-ray 
~ervvxs are sometnnes classified as hoqxtal care 
expenditures and sometunes as expenditures for 
physxmns’ servxes, dependmg on bdhng prac- 
t1ces 

Federal exponchtures for hoqxtal care repre- 
sent total expenses for care m Federal hoqxtals 
(less any patient payments) plus vendor pay- 
ments under government programs to non-Federal 
hospltnls Smularly, State and local expenchtures 
m&de net expenses for care m State and locally 
onned hospitals as well as vendor pnyments to 
nongovernment hospitals Consumer payments for 
hosp1tnl care represent total hospital revenues 

less 011 government payments and estmmted re- 
celpts from philanthropy 

Services of Physmans, Dentmts and Other 
Health Professmnals 

Estunated expenditures for the servvzes of phy- 
slcmns and dent,lsts m prwate practvze are based 
on the gross mcome from self-employment prac- 
tlce reported by physuns and dentlsts to the 
Internal Revenue Service (and shwn m Its re- 
port, Statisttca of zncome--Busmess Zncome Tax 
&turria) Gross receipts are totaled for prxtl- 
tmners m solr proprletorshlps and pnrtnorshlps 
The total nlso Includes the estunnted gross mcome 
of corporate o&es, that portmn of gross recapts 

of medlcal laboratorvzs estxnsted to represent 
patlent payments, and the estunnted expenses of 
group-pmctlce prepayment plans m provldmg 
physxmns SBI‘YICBS (to the extent that these are 



not included m physlclans’ mcome from self- represent total expenditures for these ser~,ces 
employment), as nell ns those of group-pmctlce Consumer payments are estnnnted by deductq 
dental clmlcs Estunated receipts of phys~cu~ns vendor payments under government progmms 
for life msurance exsmmatmns are deducted and estnnnted payments to phys~c~nns and dentists 

The gross recapts of physlcmns and dent&s from philanthropic ngenc~es 

;g*,“g”-“,,” -Amount and percentage lstnbutm, of personal health care expenditures,’ by source of funds, selected fiscal years 

Fiscal year 



The snlar~s of physuxnns and dentists on the 
staffs of hospitals and hospital outpatxnt fack- 
ties are consldered a component of hospltnl care 
The snlar~s of physuns and dontlsts serwng in 
field serv~es of the Armed Forces are included 
m “other health serwces” Where they can be 
separated, expenditures for the education and 
tramng of medlcal personnel we considered a,s 

TABLE 7 -Amount and percentago dmbnbutmn of persona, 
health care expenditures, by tvpe of expend,ture and source 
of funds. selected fiscal years 1950-76 

TABLE 7 -Amaunt and percentage dmtnbutmn of personal 
health care expend,tures, by tvpe of expenditure and murce 
of funds, selcct,ed fmal yeam 1950-76Contznued 

- 

‘1 

.- 

- 

evpendltures for education and are excluded froln 
he.rlth expadltures 

The Intemnl Rewnue Service also prowdes 
data on the nxome of other hexlth professlonnls 
in pri,nte prnctwe These uwlude prwnte-duty 
nurses, chlropmctors, and optometrsts, as xell 



&s other health professlonals Estnnated salarms 
of vlsltmg nurses are added to the prwste mcome 
of other health professlonals Deductlow and ex- 
cluslons we made m the same manner as for 
expenditures for physlcmns’ and dentists’ servxes 

TABLE 7 -Amount and percentage dstnbutmn of personal 
health care expend,tures, by tvpe of expenditure and 8o”rce 
of funds, seleoted fiscal years 195(t7&-Conlznued 

I 

Drugs, Drug Sundries, Eyeglasses, and 
Orthopedic Applmnces 

Expenditures m these categories m&de only 
the spending for outpatient drugs and apphances 
and exclude those provided to hospltal InpatIents, 
nursmg-home patvats, and through physlcmns’ 
offices The bnw source of the estmmtes for drugs 
and drug sundrw and for eyeglnsses and apph- 
awes 1s the report of personal consumption expen- 
dltures m the Department of Commerce nntlonnl 
mcome and product accounts m the Swvey of 
Current Ru.ww~s To &mate the consumer por- 
tion, norkers’ compensstlon payments are sub- 
tracted The Department of Commerce counts 
this expendltnre as a consumer expenditure, but 
the Office of Researc,h and Stntistlcs considers it 
an expenditure of government Total expend]- 
t,ures for drugs and for applmnces represent the 
sum of these consumer expenditure estrnates and 
the expendlt,uros by all public programs for these 
products 

Nursmg-Home Care 

Expenditures for nursmg-home care encom- 
pass spending by both private and public sources 
m all famhtles provldmg some level of nursmg 
care Included are all nursmg homes c&&d by 
Medicare and/or Mleduxud as skdled-nursmg 
faclhtms, those certified by Medxald as mterme- 
dmt,e-care faalltles, and all other homes provldmg 
some level of nursmg care even though they are 
not certified under either program 

Expenditure estmmtes utlhze dat,a collected m 
pez~odx surveys of nursmg homes conducted by 
the P;ntlonal Center for Health Stntlstlcs of the 
Department of Henlth, Educstlon, and Welfare 
The estxoates for total expenditures are denred 
from sur,ey data on utihzatlon and charges for 
a total umverse of nursmg-care homes and per 
son&care homes xlth nursmg, as defined by the 
Centers Estxnxtes for mtervemng years (for 
which no data are avadable) are based on avad- 
able econormc and other mdlcntors 

Consumer expenditures m nursmg homes repre- 
sent the difference betneen total nursmg-home 



espendltures and expenditures from phdnnthroplc 
and gowrnment sources for servers m slalled- 
nursmg faclhtx+s and mtermedate-care faclkes 

Expenses for Prepoyriknt and Admmirtrotmn 

Prepayment expenses represent the difference 
betneen the rnrned premmms or subscqtlon m- 
come of health msurance orga,nlzntlons and their 
chums or benefit expenditures (or expenditures 
for provldmg such services m the case of “rgam- 
zntlons thnt dn-ectly provide servmes) In o&r 
\\ords, It 1s the amount retuned bq health msur- 
nnce “rgnmzatlons for operatmg expenses, nddl- 
tlons to reserves, and profits It 1s considered a 
consumer expenditure 

Data on the finnncud exper~~e of health u- 
surance “rgnmzntlons are reported nnnunlly by 
the Office of Research and Stntlstw in an art& 
on pIYvnt,e health msurnnce nnta for 1975 1,111 
appear m the June 1077 B~~LLETIX 

The ndmmlstrntlon component Includes expeod- 
1tures fol pr1vnte voluntary health agencies ant 
remnm after amounts for hoqntal exe, physl- 
clans’ sernces, etc ) have been d&rlbuted 
(amounts spent for health educstlon, lobbymg, 
fund-mmqmg, etc) In addltlon, It uxludes nd- 
mmlstratlve expenses (nhere they are reported) 
of federally finnnced health progrnms Such data 
awe avndsble for Mledlctlre and Mechcald and 
for the Veketerans Adnnmstratlon and Department 
of Defense contract medical care prograns 

Government Public Health Activltles 

The category “government pubhc health nctlvl- 
ties” 1s the sane as the “other pubhc health 
actwtms” category m the socxd \\elfnre expendl- 
tore series The Federal portlon consAs of out- 
lays for the orgamzst~on and dehvery of health 
ser~xes, the prevention and control of health 
problems, and smnlar health actlvltles admmx+ 
tered by wr1”us Federal agencms, chmfly the 
Department of Health, Educntlon, nnd Welfnre 
The data for these programs are taken from the 
Spew1 Analyses of the Budget 

The State nnd local portlon represents expen- 
chtures of all State and local health departments 

and mtergo\ernment payments to the States and 
locidltles for public henlth nctlvltles It excludes 
expenditures of other State and local government 
departments for nu-pollution and \\ntel-pollution 
control, sxmtstlon, \>ater supphes, and wrnge 
trextment The source of these datr 1s Gorerr- 
went Fuznnces (nnnuill pubhcntlon of the Bureau 
of the Census) 

Other Health Serwces 

Items of expenditure that could not be claw- 
fied elrenhere are brought together m the cnte- 
gory “other health serv~es ” It mcludes, for encb 
pubhc program, the resxzlual amount of espendl- 
tures not elnssdkd as a specific, type of medical 
~a-1 ,ce In nddltlon, It mcludes the follon mg (1) 
Indnstrx,l m-plant ser,wes, (2) for years bzfore 
1075, school henlth servwes and (3) medwnl 
xctlvltles m Federal nmts other than hoqntals 

Industllal m-plant serv~es conat of nmounts 
spent for nxuntum1ng In-p1nnt health SePVlces 
nnd nre based on estmmtes made by the Natlonnl 
Instltnte for Occupatlonnl Safety nnd Hulth of 
the Publrc Health Serwce 

Untd 1075, expenditures for school health nere 
estnnnted by the Office of Educntlon nod reported 
as n separate Item m the socud nelfare expends- 
ture SWXS Sepwnte estmlntes for t111s Itern nre 

no longer available and, nlthough expenditures 
for this purpose contmue to be mchtded m the 
socud xelfare expendwe SWWA ns part of total 
expenditures for educntlon, school he&h 1s no 
longer mcluded as a health expenditure 

AIedxal actlrltles m Federal units other than 
hospltnls are reszdual amounts that represent pr,- 
mnr~ly the cost of mnmtanung outpntwnt facdl- 
txs (sopnrately from hospitals) and field nnd 
shIpboard medical statlons 

MedIcal Research 

Expenditures for mod4 resenrch m&de all 
such spendmg by pwate orgxmzatlons nnd pubhc 
xgenms nhose pr,mnry object 1s the advancement 
of humnn health Also mclnded we those research 
evpendltures drxtly related to health that are 
made by other agenaes, such as those of the De- 

*, 



partment of Defense or the Natlonal Aeronautics 
and Space Admmlstrntlon Research expenditures 
of drug and medical supply companw are ex- 
cluded, smce they are mcluded m the cost of the 
product The Federal amounts represent those 
reported as medxal research m the Special 
Analyses of the Budget The amounts shonn for 
State and local governments and prwate expendl- 
tures are based on pubhshed &m&es that have 
been prepared by the n’at,onsl Institutes of 
Health-prnnanly m the annual publlcatlon, 
Ram Data Relatmg to the Natwml In&&&s of 
Health 

Constructnon of Medical Facditaes 

Expenditures for construction represent “value 
put m pliw3” for the hospit,als, nursing homes, 
medical clmq and medlcal research facllltles 
but not fol private ofice bulldmgs provldmg c&e 
space for prlrate prnctltloners Excluded are 
amounts spent for construction of water-treatment 
“P sewage-treatment plnnt~s and Federal grants 
for these purposes 

The data for “value put m plxe” for construc- 
tlon of pubhcly and pnvntely on wed medlcnl 
faclhtles m ench year are taken from the Depart- 
ment of C0mmer02 report, Coneuctmn IZevrero 
Amounts spent by Federal and State and local 
governments for construction are subtracted from 

the total The residual represents the amount 
commg from prwate funds 

Populatmn Estimates 

The &m&es of population used as the basis 
for calculatmg per capita expenditures for health 
care, based on data from the Bureau of the Cen- 
sus, are as follows 

12'),118 
134,012 
153,513 
107.022 
182,557 
l')F,fm 
lW,O38 
201,234 
203.3ao 
2oi,345 
207,437 
2oi),53D 
*11.58.3 
213,238 
214,733 
216,587 
213,368 

These figures represent the entre population, 
mclndmg the Armed Forces wnd Federal cwlhan 
employees olersens and the cw~hun populntlon of 
outlymg areas 


