
Age Differences in Health Care Spending, 
Fiscal Year 1976 

by ROBERT M GIBSON, MARJORIE SMITH MUELLER, and CHARLES R. FISHER* 

A PERSON’S AGE has a sqmficant mfluence 
on the need for health care and the level of 
spendmg necessary to obtam It MedIcal expendI- 
tures are analyzed m this study therefore by type 
of health care and sources of payment for persons 
under age 19, aged 19-64, and aged 65 and over 

Differences m spendmg levels for these age 
groups under pubhc programs and from prwate 
sources are presented for fiscal years 1974, 1975, 
and 19’76 Trends are exammed from the begm- 
rung of the Medlcare program m fiscal year 1967 
to the present St,atlstlcs for 1974 and 1975 have 
been rewed to reflect the more r&able data now 
ax&able 

CONCEPTS AND DEFINITIONS 

All estunates m thw report relate to personal 
health care expenditures-that portion of the total 
nat,lonal health care expense representmg health 
services and supphes recewed dxectly by mdwld- 
uals Together with spendmg for research and 
medxal faclhtles construction, ldentlfiable sdmm- 
1strat1ve costs of government progmms, govern- 
ment pubhc health actlvltles, expenses mcurred by 
phdanthroplc organlzatlons m rusmg funds for 

‘Health Care Financing Administration The authors 
were assisted in preparing this report by Brian D 
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health care, and the net cost of private health 
msurance (the difference between ~remmms and 
benefit payments), they make up the total na- 
tional expenditures for health 

All expenditures for health ca,re that we chan- 
neled through any program estabhshed by pubhc 
law are treated as a public expenditure m these 
estnnates Expenditures under workels’ compen- 
satlon programs, for example, we included mlth 
government expenditures although they mvolve 
benefits pad by prwate msurers from premnmz 
collected from private sources 

Funds disbursed by pubhc programs are re- 
ported as program expenditures even, for ex- 
ample, when they m&de sqnlficant prwate con- 
trlbutlons made by enrollees, m the supplemental 
medlcal msurance (SMI) program under Medl- 
care The benefit expenditures reported m thw 
series are not adjusted to ehmmate the duphcatlon 
that exwts because payments are made by State 
governments into the Meduxre trust fund m the 
form of SMI premuns for pubhc awstance and 
supplemental security meome (SSI) recipients 
and reported as a Medmald expenditure The 
amount pnld as premnnns m 1976 was $246 milhon 
for all enrollees, that portion not retuned m the 
trust fund 1s duphcated as a Medicare expense 
The amount does not notlceably affect the rela- 
tlonshlps that are reported 

Health expenditures made by State and local 
governments that mvolve funds recewed from the 
Federal Government under revenue sharmg are 
reported as a State and local expenditure, notw 
a Federal expenditure These funds amounted to 
$191 mdhon m fiscal year 1975, the latest year for 
nhlch data we svallable’ No mformntlon 1s 
available on the use of such funds by specific pro- 
gl%IlX 

Defmlt,lons of the various types of health care 
and descrlptlons of the pubhc programs are con- 
tamed m the Socal Security Admmistratlon 

‘See Sophie R Dales. “Federal Grants to State and 
Local Governments, Fiscal Year 1975, A Quarter-Century 
Review.” Eonal &xurrty Bulletin, Seatember 1976, table 
3 pge 28 



T.,BLE 1 -Est,mated personal health care expenditures, by type of expendAre and source of funds, for three age groups, tical 
years 1974-76 
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series on national health expendltures * It should 
be noted that hodpltal care mcludes all expendl- 
tures for care m hospitals-mcludmg both m- 
patient and outpatient-and covers all SBI‘YKBS 
and suppbes (such as medmatlons) provided 

Population estnnates used here are selected to 
correspond to the population covered by expendl- 
ture estnnates Smce natlonal health expenditures 
cover all spendmg for or by Umted States clhzens 
and resldent,s, population estimates m&de the 
Armed Forces, both m the Umted States and 
overseas, Federal cwlhan employees overseas, and 
the clvlhan population of outlymg areas Care 
must be exercised when compnrmg these estnnates 

‘See Robert M Gibson and Merjorie Smith Mueller, 
“Nat,onal Health Expenditures, Fmcal Year 1076,” Social 
Seowtty Dull&n, April 1977 For a descriptmn of ~“bllc 
program8 see Barbara S Cooper and h’ancy L Worth- 
In&x,, Pwaonal Health Care .9zpendh‘res by State. 
Volume I, Publzo RU~~II 1966 and 196% Ofece of Research 
and Statistics, 1973 
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with other sources of mformatlon on health care 
utduntlon and expenditures 

Many mtervmw surveys (such as the Health 
Interview Survey conducted by the Natlonal Cen- 
ter for Health Statlstlcs) are confined to the non- 
mstltutlonahzed portion of the population This 
difference m scope 1s especially unportant m a 
compnrlson of data for persons aged 65 and over 

The group under age 19 presents some problems 
In connection with the avadable demographlc m- 
formation on utlluatlon and expenditures Exten- 
swe mterpolatlon IS often required to estimate 
c&am types of expendltures for this group Be- 
cause of the nature of some data sources, expenses 
for cert,am persons under age 19 who are part of 
the labor force are excluded and expenses of 
dependent children over age 18 are mcluded 

Expendltnres of State and local governments 
for school health programs, mcluded as part of 
this series for a number of years, are omitted 
begmnmg with data for 1975 Fiscal year 1974 



TABLE 2 -Estmated per eap,ta personal health care eqend,tures, by type of eqxmhture and 8ouroe of funds, for three age 
groups, fiscal yems 1974-76 
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IS the last year for which data on these programs 
were avadable as a separate Item 1x1 the overall 
educational expenditures hstmg 

EXPENDITURES IN FISCAL YEAR 1976 

From July 1, 1975, through June 30, 1976, a 
total of $34 9 bdllon was spent to meet the health 
cm-e needs of the 220 mll~on persons III the 
population who were aged 65 years or older 
(table 1) Spendmg for the younger members of 
the population-those under age 19-accounted 
for $17 9 bdhon of total spendmg The remammg 
$677 b&on went for personal health care for 
persons III the group aged 19-64 

The age differences m health care spending 
me reflected m per capita personal health C&R 
expenditures For persons under age 19, $249 per 
person was spent, more than tmce that amount 
($547) \VCLS spent for each person aged 19-64 
(tablo 2) Expenditures for each aged person were 

$1,521~nearly three tunes the amount for those 
m the mtermedmte age group 

The varmtlons m per capita expenditures for 
the three age groups provide a very different 
pattern of total expenditures from the dlstnbu- 
tlon of the population, as the followmg figures 

- 

__ 

- 

The group under &ge N-one-thmd of the total 
population-accounted for only 15 percent of all 
personnl health expenditures, but persons aged 
65 and older, who compnse shghtly more than ri 
tenth of the population, spent twice that share 



TABLE 3 -Eatunated pemona.l IwIth care expend&m under pubhc programs, by program and source of funds, fm three age 
groups, fiscal years 197446 

The remannng 56 percent of the outlays was mente-contmued to be the mqor sourc.e of fund- 
spent on care for those aged 19-64. mg for health sernces recewed by the younger 

age groups For the aged, pubhc funds met more 

Sources of Funds than two-thuds of then total expenses but more 
than II fourth of their expenses were met by out- 

Prwate spendmg eourcesprm~ar,ly health of-pocket payments 
msurmce payments and direct consumer pay- Spendmg for personal health care that was 

6 SoCIAl rrculun 



financed m some v,ay by government programs 
amounted to $484 bdhon m fiscal year 1976, or 
40 percent of all personal health spendmg m that 
year The two most sxgmficant pubhc programs, 
Me&care and Medwd, together paid out $315 
b&on m benefits m 1976 (table 3)) accountmg for 
65 percent of all pubhc spendmg and for 26 per- 
cent of all spendmg for personal health care 

Me&care benefits are prnnarlly for the aged, 
and 38 percent of Medma~d payments are for that 
group As a result, 68 percent or $23 6 t&on 
of the personal health care expenses of persons 
aged 65 and older was financed by pubhc pro- 
grams (chart 1) Pubhc expenchtures were only 
30 percent of total spendmg for the group aged 
19-64 and 26 percent of expenses for those under 
age 19 

Federal spendmg for the three age groups was 
greatest for persons aged 65 and over ($19 0 bll- 
bon)-55 percent of all spendmg for the elderly 
(table 4) State and local expenchtures for this 
group were 13 percent of the total The largest 
amount of State and local expenchtures, $83 

$67 7 bilhon 

$34 9 bMion 

bllhon out of a total of $147 bdhon, went for 
those aged 19-64 and constkuted 12 percent of 
their health care expenses 

Private health msurance has a piomment role 
m the financmg of health care for those under 
age 65 In 1976, prwate health msurance benefits 
amounted to $29 5 b&on or 35 percent of total 
personal health care expenchtures of persons un- 
der age 65 (table 5) Government payments for 
this group nere only 29 percent of the total Smce 
most of the msurance for the aged 1s lumted to 
supplements to Me&care, prwate msurance paid 
for only 5 percent of their expenditures 

Total spenclmg for personal health care m- 
creased at an annual rate of 12 7 percent from 
1966 to 1976 Durmg this period, government 
spendmg rose on au average annual basis by an 
average of 199 percent per year For persons 
aged 65 and over, spendmg went up at an annual 
rate of 15 5 percent m the 11-year period, mkh 
government spendmg mcreaslng approxunately 
25 3 percent per year 

ExperwLtures for those under age 19-Ex- 
pendltures for persons under age 19 were $179 
b&on m fiscal year 1976, or 15 percent of all 
personal health care expendkures For this group, 
spendmg per cap&i was substantially less than 
half the rate for all persons-$249, compared with 
$552 

Prwate spendmg accounted for 74 percent of 
exnenchtures for this group m 1976 Sufficwt 
mformatlon 1s not avaIlable to estunate the por- 
tlon of prwate spendmg for those under age 19 
that IS financed by pnvate health msuranee 
(Some mferences may be drawn from a later 
dlscusslon of spendmg for all persons under aqe 
65 m which the proup under age 19 1s Included 
with those aged 19-64 ) 

Over half (53 9 percent) of all pubhc spend- 
mq for this ETXI~ was through Medxald, wvlth 
payments of $2 5 bdhon The program for mater- 
nal and &Id health serv~es under title V of the 
Social Secwty Act spent approxnnately $500 
mdhon, substantudly less than the $800 nnlhon 
spent by the Department of Defense for mmor 
dependents of actwe and retnxd m&ary per- 
sonnel Expendkures of other programs Included 
under “general hospital and medxal care” pro- 
wded another $795 mdhon 

Data have become avadable for estunatmg the 
effect of the of Me&care to disabled 



T,,B,,E 4 -Est,mated personal health care rxpendxtures under pubbc program, by type of expendkure and murce of funds, 
for three age groups, fiscal years 1974-70 

-_ 

. . 

. . 

beneficmrles and to persons with end-stage renitl 
dwease In 1976, the Medxare program pnld 
approxnnately $35 mllhon m benefits for persons 
under age 19 These benefits were paid on behalf 
of about 1,900 enrollees, almost all of whom had 
end-stage renal disease Medicare coverage was 
extended to this group because of the catastroph- 
xally high medlcal expenses assocmted with their 
condition 

Expendhwes for pw~ons aged 1944 -A httle 
more than half the population (57 percent) 1s 
aged 19-64 In fiscal year 1976, the health expend- 
ltures of this group were almost exactly the same 
proportion of total personal health care expendi- 
tures (56 percent), totalmg $677 bdllon This 
amount averaged $547 per person, $4 below the 
per cnplta expenditure for the population us u 
whole 

Prwate health msurance IS the most sqnificant 
factor m the fmancmg of health cure for the 

8 

employed population Most msurance plans for 
workers also cover thew dependents, but the data 
are msuffiwent to make separate estnnates for the 
tuo younger age groups For all persons under 
age 65, private msurance financed nearly 35 per- 
cent of tot,*1 personal health expenditures In 1976 
Direct or ‘Lout-of-pocket”expendltures constituted 
another 35 percent of the total, and government 
spending comprised 29 percent for this combmed 
age group It should be pointed out that the data 
for direct payments do not Include premnnns for 
mdwdual pohcles or the employee share of pre- 
mnxns m employment-related group pohcms 

Pubhc funds paid some 30 percent of the medl- 
cal expenses of the mtermedmte age group m 
fiscal year 1976 Medlcald provided the largest 
share-accounting for $6 5 b&on or 32 percent 
of the pubhc money spent for this group Expend- 
ltures under “general hospital and medical care” 
accounted for an addltlonal 20 percent, including 



TABLE 5 -Amount, per capIt amount, and peroentage &stnbutlOn of personal health care expendAm, met by thnd ~&ES, 
for two age groups, selected fiscal yam, 196676 

substantml spendmg by the Alcoholm, Drug 
Abuse and Mental Health Admmlstratnm Spend- 
mg m State and local mental hospitals represent~ed 
the largest proportion of these expenditures The 
Veterans Admmstratlon, m Its various programs, 
prowded 14 percent, the Department of Defense 
12 percent, and uorkers’ compensstlon, 10 per- 
cent Medmre benefits for the dmbled m this 
age group amounted to almost $2 b&on, nearly 
10 percent of all pubhc expenditures for them 

The most nnportsnt developments m pubhc 
spendmg for the mtermedmte age group revolve 
around those persons who we permanently and 
totally dmbled Two events figure prommently 
here In July 1973, dmbled workers and certnm 
other dmbled persons ehglble for OASDHI bene- 
fits and persons suffermg from end-stage renal 
dmuse, became ehglble for Medmre benefits In 
January 1974, the pubhc ass&mce progmm for 
the permanently and totally dmbled was abol- 
whed and the new Federal supplemental secunty 
nmxne (SSI) program for the aged, blmd, and 
disabled began operat,lons In 35 States, these 
persons me also ehglble for Medmud, the re- 
mmnmg States make separate determmat~ons for 
Medlcald 

The populntlon affected by these programs has 
been growng drnmatmdly m recent years The 
number of dmbled-xoorker benefmmes mcreased 
51 percent from December 1971 to December 1975, 
the number of dmxbled persons recemng SSI 
payments rose 51 percent from January 1974 to 
December 1975 Consequently, the number of 
OASDHI dmbled beneficmnes under Medlcsre 
mcrensed 25 percent from July 1973 to July 1975, 
renchmg 2 2 mlhon persons The average monthly 
SSI caseload of dmbled persons recemng Mledl- 
cad benefits mcreased from 096,000 m fiscnl year 
1974 to 1,296,OOO m fiscal year 1976, & 30.percent 
gronth The combmed expenditures of the Medl- 
care and Bledmld programs rose m 2 years, from 
$5 3 bllhon m fmal year 1974 to $8 5 bllhon m 
fiscnl yam 1976 

The mteractlon of the growth m the dmbled 
beneticmy population, the SSI program, and the 
Medmm and MadmaId programs 1s dlffieult to 
BSSBSS, but It does provlde an area for future 
study 

Expemiztures for the aged-In fiscal year 1976, 
spendmg for the health care of the elderly w&s 
17 percent higher than It nas m the prewous 



year, reachmg $348 bxlllon The per capita ex- 
pendlture-$1,521~mcreased only 14 percent 
from 1975 The current figures represent rt mod- 
eratlon of the rate of growth-from 23 percent 
for total expenditures and 20 percent of outlays 
per capita m the precedmg year A reduction m 
the rnpld pme mflnt~on that followed the hfhng 
of price controls appears to be t-most slgmficant 
factor here 

The Medmme program, deslgned to assure that 
the elderly would have access to basic medxal 
care, finnnced only $15 0 bllhon of then. medlcal 
care bill m 1976 The program does not attempt 
to provide total coverage for the cost of medxsl 
care for the aged It 1s patterned after prwate 
health insurance coverage, with emphasis on cov- 
erage of haspIta care and physlcmns’ servxes 
Benefit coverage m other are&s 1s severely lumted 
Nursmg-home care 1s covered only If It 1s re- 

qmred as an extension of rt hospltal stay and 11 
skdled-nursmg care 1s provided Coverage fol 
routme physical exammntlon, dental care, and 
vmon care 1s excluded 

Enrollees are reqmred to pay a portlon of the 
cost of supplementary medud msurance (S&II) 
m the form of premmms All servxes covered 
by SMI are sub]& to a deductible and to com- 
surance pnyment,s To recewe hospltal msurance 
benefits, the elderly must first pay a deductible 
and may also have to pay a comsurance amount 
after bang hospltalwed for a gwen number of 
days Thus, m 1976, Medxare benefits pad only 
43 percent of all the health expenses of the aged 
(table 6) If the premmm payments are deducted, 
the Medicare benefit share drops to 38 percent 

Health care expenditures of the aged that were 
not covered by Medicare benefits were paid from 
a number of other sources For a small number 

TABLE 6 -Estimated amount and percentage &stnbutvan of personal health care expendlturea for the aged, by type of ex- 
pendAre and 8ouxe of funds, fiscal yam 1974-76 



of the aged-those ehglble for care prowded to 
veterans and them dependents by the Veterans 
Admnustratlon or to r&red nnhtary persons and 
dependents-$1 bllhon was spent by these Federal 
sources Others recewed care m mental hospitals 
financed by State funds Together, these sources 
accounted for nearly 9 percent of expendkures 
for the aged 

A large number of the aged have meome low 
enough to quahfy them for SSI payments Others 
have medlcal bills so large m relation to thew 
mcome that they are consldered “medically mdl- 
gent ” An estunated 39 nulhon aged persons 
recewed $5 6 bllhon m Medlcald benefits m 1976 
or 16 percent of all health care expenditures for 
the aged The States pald the S&II premmms un- 
der Medicare for about 2 3 m1111on persons under 
the “buy-m” prowslow of that program It 1s 
estunated that approxnnately $2 1 b&on m Medl- 
care benefits nere recewed by this group 

Prwate health msurance covered some portlon 
of the Medicare deductible and comsurnnce 
amounts and patd at least part of the costs of 
some servms not covered by the Medicare pro- 
gram These benefits paid for only a httle more 
than 5 percent of the health’bdl for the aged, 
however 

The aged themselves or thex fan&es pald the 
remammg 27 percent of thew medlcal expenses 
This expense was $404 per person m 1976, not 
including private health msurance premmms or 
Medxare premmms 

TYPE OF CARE 

The he&h needs of mdwldunls-reflected m 
the level of spendmg for different types of health 
services--change with advancing age, as the fol- 
lonmg tnbulatlon shows 

Persons under age 19 have nearly as much spent 
m their behalf for physxlans’ servwes (31 per- 
cent) as for hospital care (36 percent) Spendmg 
for drugs and drug sundrles represented 12 per- 
cent of total expenses for this age group; dental 
spendmg, 11 percent. 

I&d& condltlohs requlrmg m-hospital care 
rather than ambulatory care become more slgmfi- 
cant for the mtermedlate age group The result 
1s a notlceable shift m the pattern of spendmg 
for serwces Half the personal medlcnl care ex- 
penses for this group was for hospital care The 
share for physmmns’ servxes was a httle more 
than a fifth Spendmg for medlcatlons and drug 
sundrles and for dentists’ SWYKRS each accounted 
for nearly a tenth of their health care expendl- 
tures 

For those aged 65 and older the shift towards 
mstltutlonal care m 1976 1s even more pronounced 
Hospital expenditures equaled 45 percent of thex 
total bill, wth an addItIona 25 percent dwected 
to nursmg-home care Physmlans’ services dropped 
to 17 percent of the total, the share for drugs 
was 8 percent, and spendmg for dental serv~es 
amounted to only 2 percent This dlstrlbutlon 
emphasizes the fact that the aged requxe sub- 
stantlally greater amounts of care not obtamable 
on an ambulatory basis than do younger age 
groups 

PUBLIC EXPENDITURES FOR AGED 

The public contrlbutlon to the aged’s health 
bill 1s substantial MedIcare, Medlcald, and other 
pubhc programs combmed provide 91 percent of 
the lkmcmg of hospltnl expenditures for the 
aged, and hospital care represents 45 percent of 
all personal health care expenditures for the aged 
Medmare covered only 55 percent of total expenses 
for physicians servxes, and all other pubhc pro- 
grams accounted for only 4 percent The remam- 
mg 41 percent was pald directly or through prl- 
vnte health msurance A substantial amount (48 
percent) of nursmg-home care was financed by 
Medlcmd, but 46 percent of thxs expense had to 
be met from prwnte sources 

Of the $1,521 health care bdl for each aged 
person, the Medicare and Medlcald programs fi- 



nanced $653 and $244, respectively (chart 2) cald payments were nearly all for other health 
The Medmare payment Included $488 for hospital services, prmclpally for nursmg-home care 
care and $140 for physlclans’ services The Medl- Changes m Medicare and Medxald payment 

CIIART Z-Per capita personal health care expend,tures for the aged, by source of funda and type of care, dscal 
year 1970 
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levels necessanly affect overall spendmg levels for 
the aged Total spendmg for both programs m- 
creased 29 percent m fiscal year 1975, followmg 
the April 1974 elmnnatlon of price controls 
Spendmg for the aged mcreased 23 percent m 
the same perlod In fiscal year 1976, when each 
of the programs mcreased about 1’7 percent, t,otal 
expenditures also rose 17 percent 

Revlslons m the data series on expenditures 
have been made necessary because of changes in 
the method of estunahng the expenditures for 
each age group, as nell as the ava~lab~hty of new 
and more current mformatlon-such as unpub- 
hshed data from the Current Medicare Survey 
Revlsed hlstorlcal estnnates for expenditures for 
hospital care and physxlnns’ ser~uxs for the aged 
have been essentially completed and are mcluded 
wrath this report Complete revwons to the hw 
t,orlcal data sorles on expenditures will be pub- 
lished m a forthcommg research report 

The proportion of hospital expenditures for 
the aged that was paid T%lth MedIcare funds 
deweased during the perlod 1971-74 from 72 per- 
cent to 69 percent and mcreased from 69 percent 
to 71 percent ,n the perlod 197676 (table 7) 
Three factors contributed to these trends 

First, a long-term decrease has occurred in the 
proportion of total hospital expenditures attnb- 
uted to psychmtrlc hospitals, reflectmg a declmmg 
overall Inpatient psychlatrlc population The pro- 
portion of aged persons m this population has 
been declmmg at the same time Smce most in- 
pdt,lent psychmtrm care costs are not covered by 
Medicare, thm portlon of noncovered costs IS being 
reduced and Medlcnre’s share of total expenses 1s 
grovmg A snnllar decline in the overall share 
of hospital expenditures for long-term care, much 
of It not catered by Medicare, has the same type 
of effect 

Second, the relative amount of noncovered 
short-stay care Increased from 2 percent In 1971 
to 6 percent m fiscal year 1976 More vigorous 
utdlzatlon review activity m recent years no doubt 
has had an effect The amount of boneficlary ha- 
blhty due to deductible and comsurance amounts 
for short-stay hospital care covered by Medmare 
has hovered around 8 percent smce 1971 

The third factor IS the share of expenditures 
for physlclans servlces paid by the Medlcare 
program, which declmed from 58 percent m 1970 
to 55 percent m 1976 (table 8) One notable reason 
for thm dechne nas the greater beneficmry ha- 

TABLE 8 -Phymnans’ expend,tores for the aged Amounta covered and not covered by Medmre, fiscal years 1967-76 ’ 



blllty resultmg from the reductmn of the bdled 
charges for covered services to “ressonnblo 
charges” on clams for ahlch the physmm did 
not accept assqmnent This share of the benefi- 
cmnes lmblhty for services mcreased from about 
4 5 percent of total expenditures m 1970 to 9 6 
percent m fiscal year 1976 

THE CHANGING POPULATION 

The age composltmn of the population has 
shlfted substantmlly durmg the last 10 years As 
the figures below show, the declmmg postanr 

bmtb rate resulted m ZI drop III the proportmn 
of those under age 19 from 38 percent of the 
population m 1967 to 33 percent m 1976 

At the same tune, the proportion of persons 
aged 65 and over has mcreased from 9 percent to 
\lell above 10 percent Even m the absence of 
changes m the health care system, these. popula- 
tlon changes would have a notmable unpnct on 
the dlstnbutlon of expenditures accordmg to age 


