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The Natton spent $163 blllton for health care tn fiscal year 1977 
or $737 per person, accordmg to prehmmary figures comptled by 
the Health Care Fmancmg Admtmstratmn This figure was 12 
percent higher than spendrng for such purposes m the prewous 12 
months and represented an 8 g-percent share of the GNP Pubhc 
spendmg, whtch financed 42 percent of all health care m 1977, 
mcreased 11 percent whtle prtvate spendtng rose 13 percent 
Spendmg for hospttal care went up 14 percent to $68 4 blllton, 
and the total spent for phystctans’ serwces ($32 2 brlhon) re- 
flected a 13-percent rise Thud-party payments financed 70 per- 
cent of all personal health care m the country 

The Natlon spent an estimated $163 bllhon for health 
care m fiscal year 1977 (October 1976 through Sep- 
tember 1977), or $737 for each person m the Umted 
States HIghlIghts of the figures behmd this estimate re- 
veal that- 

* Health care expendltures contmne to mcrease at a 
greater rate than the gross national product (GNP) 
Fiscal year 1977 spendmg levels for health care were 
12 percent higher than those for the previous 12 
months while the GNP mcreased by 10 2 percent m 
the same penod Thus, the health care share of the 
GNP has grown from 8 7 percent for the year endmg 
September 1976 to 8 8 percent m fiscal year 1977 

l Spendmg by all government programs for health 
care mcreased 11 percent m fiscal year 1977, prwate 
spendmg Increased 13 percent Pubhc spendmg 
($68 4 bllhon) represented 42 percent of all 1977 
money spent for health care 

l Expendltures for hospltal care, mcludmg both mpa- 
tlent and outpatient care m pubhc and prwate hospl- 
tals, represented 40 percent of total spendmg and 
reached $65 6 bllhon m flscal year 1977. 14 percent 
more than the total m the prevtous year 

l All third partles combmed-pnvate health msurers, 
philanthropy, and Industry, as well as governments- 
financed 94 percent of hospltal care m fiscal 1977 

l Spendmg for physlcmns’ serwces mcreased 13 per- 
cent m 1977, amountmg to $32 2 bllhon or 20 percent 

* Office of Pabcy, Plannq and Research, Fmancml and A~tumal 
Analyses, Health Care Fmancmg Admmsvatmn 

of total health spendmg In the year endmg September 
1976 such spendmg had mcreased lb percent 

l Outlays for health care benefits by the Medlcare 
and Medwud programs amounted to $37 bllhon m 
fiscal year 1977-26 percent of the $142 6 bllhon 
spent for personal health care (excludmg spendmg for 
research, construction, pubhc health, and admnustra- 
twe costs) 

Expenditures in Fiscal Year 1977 
The $162 6 bllhon figure represents estimated outlays 

for health care over the 12-month perlod from October 
1, 1976 to September 30, 1977-the accountmg year 
adopted by the Federal Government for fiscal year 1977 
(table 1) Fwal year 1976 had spanned the 12 months 
endmg on June 30, 1976 The mtervenmg 3 months- 
July through September 1976, were separately ldentlfied 
m the Federal Government budget as the “transmon 
quarter” wth outlays and oblrgatlons reported sepa- 
rately for that penod The levels of spendmg for this 
translhon quarter, as well as for fiscal years 1976 and 
1977, are presented tn the tabulation at the top of the 
next column 

Analysts of recent spendmg trends 1s comphcated by 
this convention, however The statement that health 
spendmg rose 15 percent from fiscal year 1976 to fwzal 
year 1977 1s techmcally correct but mrsleadmg smce It 
1s not a true annual mcrease For this report therefore, m 
addltlon to presentmg rewed estimates for fiscal years 
1975 and 1976 and prehmmary esttmates for ftscal year 
1977, figures were derwed for health spendmg for the 
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12-month periods endmg wth September 1975 and Sep- 
tember 1976 In most of the tables, these year-endmg- 
September estimates are presented along wth the fiscal 
year 1977 figures to allow tr”e annual comparisons to be 
made 

As usual m comp~lmg the NatIon’s health expend]- 
tures, data presented for the past two years have been 
rewed Estimates for the most recent years requre pro- 
Jectlons based on the latest figures wallable from many 
of the basic data sources and, 1” many cases, It IS not 
powble to get recent and accurate data Thus, the estl- 
mate for health spending 1” fiscal year 1976 may now be 
gwe” more preasely as $141 0 bllhon-shghtly higher 
than the $139 3 bdhon estimated last year 

Uses of the Health Care Dollar 
As the percentages gwen below Illustrate, two-fifths 

of the health spendmg L” 1977 was for health care serv- 
ices provided by hospltals 

Tatal too0 
Hospttal care 40 
Phys,c,ans’ SewICeS 19 8 
Dentists’ serv,ces . 62 
Drugs and drug sunches 77 
Nurstng-home care 78 
Other personal health care 60 

Other health spending 12 3 

Hospital care tends to be the most expenswe type of 
care, and much of the health care I” the Umted States IS 
obtamed m hospltals (table 2) The total spent for this 
purpose ($65 6 bllhon) mcludes all mpatlent and outpa- 
tlent care “I pubhc and prwate hospltals and all serwces 
and supphes prowded by hospltals Expendmues for 
physuans serwces rendered I” hospltals are excluded 
except for the serv~es of those who are part of the hospital 
staff 

Research and the construction of medal faahtles re- 
quired $8,7 bdhon m 1977 Expenditures for research 
(both biomedxal research and research m the delrvery 
of health care) mclude only government funds for re- 
search and expendawes by research and development 
orgamzatlons Research and development expenditures 
by drug compames (estimated at $1 3 bllhon I” calendar 
year 1976) and by other manufacturers and providers of 
medlcal equpment and supphes (estimated at $328 mll- 
bon) are not Included wtth research expenditures but are 
mcluded In the expenditure class I” which the product or 
SerVLCe falls 

Eighty-two percent of expenditures for hospital care Expenditures for medical faclhtles (pnmanly for the 
went for serwces m commumty hospitals (non-Federal constrwtmn of hospital facilities) were $5 1 bdhon m 
short-term general and other speaal hospltals) A slgmf- 1977 Excluded from this flgure 1s the cost of providmg 
Icant portlo” of th,s spendmg was for ambulatory care office and laboratory facllmes for prwate practmoners 

Outpatient revenues (in community hospltals) repre- 
sented nearly 10 percent of all money spent for commu- 
mty hospltals 

Spendmg for physuans’ serwces accounted for 20 
percent of all health care spendmg I” 1977, or $32 2 
bllhon Th,s amount rncluded the cost of all servtces 
and supphes provided 1” physiaans offices, expendl- 
tures for serwces by prwate pract,t,oners 1” hospitals 
and other mst,t”tlons, and dlagnostlc laboratory work m 
mdependent clm~cal laboratorles ordered by phywans 
The laboratory work m both phyuaans offas and I”- 
dependent laboratories amounted to nearly $4 bdhon m 
fiscal year 1977 

Physlaans influence health spending levels to a much 
greater extent than mdlcated by the 20.percent share of 
spendmg devoted toward their services Physlaans are 
the most important deternunant m the process of dead- 
~“g who ~111 recewe hospital care, what care shall be 
provided, and what the duration of care will be Pre- 
scrIptIon drug expenditures also are mfluenced slgnlfi- 
candy by physlcmns 

Expenditures for drugs and drug sundrves accounted 
for nearly 8 percent of health spendmg ($12 5 bllhon) m 
1977 It should be pomted out that this figure represents 
only prescrlptlon drugs, over-the-counter drugs, and 
medical sundries dispensed through retall channels Ex- 
pendltures for drugs dispensed I” mpatvent settmgs, 
through outpatIent chmcs, and by physvaans are re- 
ported wthm those cost categorxs It has been es& 
mated that 56 percent of all dollars for drugs and drug 
sundrles are spent for prescrlptlon drugs 

An addmona $12 6 b,ll,on (8 percent of the total) 
went for nursing-home care This care was provided m 
skllled-nursmg faclhtles, mtermedlate-care faaht,es, 
and personal-care homes with prowlon for nursing care 
and 1” speaal “ruts of other tnst,t”t,ons that supply thts 
type of care 

Dental services consumed another 6 percent of total 
spending The dollar amount of expendmxes for these 
services exceeded $10 bllhon 
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Table 1 -Aggregate and per capita natlonal health expenditures. by source of funds and percent of gross natlonal 
product, selected years, 1929-77 

Per Capita Spending 
The total health spending figure of $162 6 billion 

translates mto $737 for each person in the country The 
average person spent $297 for hospaal care, $146 for 
physlaans servwes and $57 for drugs and drug sun- 
dries An additional $90 was spent per person for Items 
other than personal health care-research, health-related 
constmctlon, pubhc health, and the prepayment cost of 
prwate health insurance 

Financing of Health Care 
One aspect of the health care system m the United 

States that rexewes considerable attention IS the manner 
m which health serwces are paid for Instead of a snnple 
transaction m whxh the consumer of the health serwce 
pays the provider of the scrwe, payments are fre- 
quently handled by a fmanaal agent-a “thxd party ” 
In fiscal year 1977, 70 percent of the funds spent for 
personal health care involved third parties of various 
kmds, prmapally private health msurers or pubhc agen- 
cles acting as msorers or m some cases as prowders of 
health services 

The details of the transacttons vary-the prwite 
health msurance orgamzatlon may reimburse the pro- 
vlder m whole or m part for the cost of service, or the 
consumer 1s rennbursed for money he has pad out for 

msured serwces Publrc agenaes may use the pnvate 
msurance mdustry to disburse provider payments on 
behalf of entitled beneflclaries, although the agency 
rams fmanclal responslblhty For selected groups, 
government agencxs may provide health care servxes 
directly 

Thus the consumer IS relieved of most of the em- 
medmte cost of health care when a third party IS m- 
valved His private msurance pramurns may mcrease m 
the future but not m direct proportlon to the care he has 
used 

The consumers of health servxes were left with the 
responslbihty for 30 percent of personal health care m 
1977 This share, referred to here as direct payments, 
amounted to $196 of the total per capita amount of $646 
for personal health care These direct payments repre- 
sent Illness-related costs such as deductible and comsur- 
ante amounts and costs of care not covered by pnvate 
msurance or public programs Direct payments fall short 
of “out of pocket” costs by the amount of money that 
mdwduals pay for pnvate health msorance (and Medl- 
care) premums The share of msurance premuns pad 
by employers (estimated at 75 percent of total pre- 
mlums) IS not normally consldered to be “out-of- 
pocket” expenses If an adJUStment 1s made to direct 
payments to reflect these premrum payments, out-of- 
pocket spendmg becomes 39 percent of personal health 
care expenses 
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Table 2.-Nattonal health expenditures, by type of expendkture and source of funds. years endmg September 1975-77 

173.238 167,375 
70 MO 67.375 65.630 63,211 *cd* *0.035 18.382 ,8,346 

T 

7.587 7,587 191, ,817 9,609 96m 
1.710 1,7tn 
4.w 4 to7 

4.:: 4.d 

Third-Party Financing 

In fiscal year 1977, third parties fmanced $99 3 bll- 
lion or 70 percent of the outlays for personal health care 
m the Nation Benefits pad by private health tnsurance 
fmanced 28 percent of total spending, and the Federal 

Government accounted for 28 percent State and local 
government funds supplted an addmona 12 percent 
Contrlbuttons from private charity and services provided 
by pnvate mdustry to theu employees accounted for an 
addmona 2 percent 

Private health insurance benefits amounted to $39 3 
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bllhon m fiscal year 1977, covermg 28 percent of per- 
sonal health care spending (table 3) Prwate msurance 
coverage vales by type of servlcc, wth about 37 per- 
cent of both hospital care and physlcums’ serv~e cx- 
penses pad For dental serwces the share drops to 16 
percent, drugs to 8 percent There are no sigmficant 
payments for nursmg-home care About 2 percent of 
personal health care spendmg is financed by private 
charitable orgamzations or provrded m mdustrml m- 
plant chmcs and other health serwxs (chart 1) 

Public Spending 

pendltures under all programs established by public law 
Amounts spent under workers’ compensation programs 
are mcluded wth government expenditures, for exam- 
ple, although they mvolve benefits pad by private III- 
surers from prermums collected from pnvate sources 

Federal programs fmanced $40 bdhon of the personal 
health care bill of $142 billion m fiscal year 1977 State 
government spendmg, combmed wth that of local gov- 
ernment units, financed an addltlonal $17 b&on 

The two largest government programs mvolved m the 
fmancmg of health care are Medicare and Medlcald, 
whxh together pad $37 bllhon m benefits m fiscal year 
1977 This amount fmanced 26 oercent of the $142 6 

Government-sponsored programs prowded 40 percent bdhon spent for personal health care The State share of 
of personal health care spendmg in 1977, countmg ex- Medrcald benefits came to 5 percent of total health 

Table 3 -Aggregate and per capita amount and percentage distrlbutlon of personal health care expendmues by type 
of expendwre, years endmg September 1975-77 / 
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Table 3.-Aggregate and per capita amount and percentage dlstrtbutmn of personal health care expendawes met by 
thud parttes, by type of expendtture, years endmg September 1975-77-Contmued 

spendmg, wtth Federal funds fmancmg the remammg 21 
percent-15 percent under Medtcare alone More than 
26 mlllmn persons are enrolled under the Medtcare 
program, 90 percent of whom are aged 65 or older 
Benefits averagmg about $1,442 per person recetvmg 
beneftts were pad m ftscal year for approxtmately 14 4 
mtllton persons Medlcald beneftts ($753 per rectplent) 
were pad to about 22 m~lhon rectptents 

In 1977, the admtmstratton of these two programs 
was cons&dated under a new agency-the Health Care 
Fmancmg Admtntstratton-m the Department of Health, 
Educatton, and Welfare 

Medtcare pad 24 percent of the money for hospttal 
care tn 1977, and Medtcatd patd 9 percent For physl- 
ctans’ servtces the Medicare share was 14 percent and 
that for Medtcatd 6 percent One-half of the nursmg- 
home care m the Natton m fiscal year 1977 was pad for 

by Medlcald Although the amount of money mvolved ts 
relattvely small, Medtcare and Medtcatd pad a stgntfi- 
cant portmn of the expense for other professtonal serv- 
as-14 percent and 10 percent, respecttvely These 
amounts were prlmartly for home health servtces The 5 
percent of the expenditures for drug and drug sundnes 
that was pad by Medtcatd represents the only srgntft- 
cant publtc expendtture tn thn area-$1 bllhon 

The other health serwces category represents pnmar- 
tly spendmg by publtc programs that cannot be clas- 
slfied under the other types of setwce, mcludmg such 
servtces as the field and shlpboard facthtles of the De- 
fense Department and health servtces provtders tn pubhc 
schools The servnxs provtded m tndustrtal plants for 
employees are also Included tn thts category 

In ad&km to amounts spent for M&ate and Medsad, 
other expendttures by Federal, State, and local govern- 
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Table J.-Aggregate and per caplta amount and percentage dlstrtbutlott of personal health care expendawes, years 
endmg September 1975-77-Contmued 

ments (tot&g $23 9 btllton m fiscal year 1977) repre- 
sented a stgmficant mvolvement tn the provtston and 
financtng of personal health care (table 4) As the fol- 
lowmg table shows, more than 14 percent of publtc spend- 
tng for health was under programs grouped tn the cate- 
gory of general hospital and meduxl care 

92 
48 

llus pqortton mcludes spendtng by the Department of 
Health, Educatton, and Welfare for dtrect care and 
grants-m-atd not tdenttfied separately, tncludmg the In- 
dlan Health Serwce, Pubhc Health Service hospttals, 
programs of the Alcohol, Drug Abuse, and Mental 
Health Admtntstratlon, State and local spendmg for 
hospttal care not funded or retmbursed from other pro- 
gram sources, and State and local spendmg for health 
ser”~ces I” pubhc schools Seven percent of total pubhc 
expenditures was spent by the Veterans Admtntstratton 
for health care for veterans and 6 percent by the Defense 
Department for mthtary personnel and dependents 
Government payments for hospttal servtces mcluded a 
19.percent share for general hospital and medlcal care 
programs and the 10 percent expended for programs for 
veterqs 
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Chart I.-Percentage dMrlb”tlon of per capita personal health care expemhtures, by type of expencbture and .so”rce 
of funds, fiscal year 1977 

THIRD- 
PARTY 
PAYMENTS 

$297 $146 

Private health 

Hospital Physicms’ 
care *erwces 

Trends in Health Care Spending 
Health expenditures contmue to mcrease at a faster 

rate than the economy as a whole In the fiscal year 
1977, for example, health spendmg rose 12 percent 
whde the GNP mcreased by 10 percent Health as a 
proportron of the GNP has grown from 7 2 percent m 
1970 to 8 8 percent m 1977, as chart 2 shows The ex- 
ceptlonally rapid rate of tncrease tn health care prices 1s 
the tna,or cause of the faster growth ,n outlays for 
health Prtce mcreases for medical care servxes have 
been outpacmg the other tna~or necesS~txs of hfe (ex- 
cept for fuel tn 1977) as the followmg figures from the 
consumer prtce Index show 

ScuKc BMIYOf-suuruer, -Malmh 

Partly as a result of these rapId pnce Increases, health 
spendmg for each person has nearly doubled Just stnce 

1970, growmg from $334 to $737 (table 5) Other fac- 
tors, such as tncreased per capan use of goods and serv- 
tees and changes I” the kmds of goods and serwces pro- 
vlded, have also contnbuted to the nsmg level of out- 
lays for health purposes 

,., 

$3 I.% 

One of the fastest-growmg expendmtre categones- 
and the one recewmg the most pubhc attention m recent 
years-~ hospaal care In 1965, hospaal care ape”&- 
tures represented 34 percent of all national health spend- 
tng, by 1977, thrs proportron had reached 40 percent 
Dunng those same years, such expendaura went from 
$13 1 bdhon to $65 6 Mhon--five times the level of 
spendmg at the be@nmng of the penod The average 
annual tncrease has been 14 percent a year The amount 
spent per captta has grown $172 wnce 1970 

Commumty hospIt&, prtmardy non-Federal short-tam 
general hasp&&, account for 82 percent of the dollars 
spent for haspad care tn the Natlo” and are the focal 
pornt of publrc attention The number of mpatxnt days 
provided m commumty hospltals has mcreased 22 per- 
cent from 1966 to 1977 (table 6) Because the average 
number of days per stay has dechned ~mce 1968, tt ap- 
pears that more resources per day are bang utthzed 
Average occupancy rates have been decbrung, droppmg 
from 79 percent m 1969 to 74 percent tn 1977-a” mdl- 
catlon that more unused beds are bang mantamed, wth 
the attendant overhead costs The tncrease tn the number 
of outpatxnt was has been dramatx m this penod- 
200 percent To the extent that these wslts provide serv- 
xes that would otherwrse be provided on an tnpatwnt 
basis they could have a moderatmg effect on overall 
costs, but they frequently are prowdmg serwces that 
substitute for servvxs tn a phywan’s office 

The rate of tncrease tn has&ma1 care spendmg can be 
exatmned tn terms of Input factors Smce 1970. the ex- 
pense of prowdmg an tnpatznt day has mcreased 13 
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Table 4.-Expenditures for health servtces and supphes under pubbc programs. by program, type of expendtture, and 
source of funds, years endmg September 1975-71 

I,” mllllonrl 

I 

2 

32 

3 

173 

13 

4 

2.777 

7.03 

313 

percent Approxtmately 34 percent of thts 1970-77 in- 
crease reflected higher wages and salanes for an 1970 
level of employees, and 23 percent resulted from the 
prtce of goods and serwces that hospltals had to pur- 
chase to mamtam a 1970 level of senwxs The remam- 
mg 42 percent resulted from changes m the resources 
apphed to a day of care These resouce changes, some- 
tunes referred to as “mtens~ty” changes, mclude the 
uhbzatmn of greater numbers of employees and/or more 
highly skllled employees, rncreased use of serv~es 

(laboratory tests, X-rays, etc ) per day of care, and the 
provtsmn of new and more expenwe kmds of serwces 
such as computenzed tomographtc scans or heart bypass 
surgery 

Expendawes for physuans’ servtces have also been 
growtng at a raptd pace In 1970 they amounted to 
$13 4 hllhon or $65 per person, in 1977 they had 
Jumped to $32 2 bllhon or $146 per person In fiscal 
year 1977 and the prewous year the physuans’ bill 
grew 13 percent and 16 percent, respectwely 
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Table 4.-Expenditures for health serwces and supphes under pubhc programs, by program, type of expenditure, and 
source of funds, years endmg September 197577-Contmued 

I 

I5 4 

28 

47 14 

II 
-I- 508 585 

The mcreasmg numbers of physnans and mcreasmg 
speclahzatlon of phystctans play a part m thn growth It 
has been suggested that physuans generate then own 
demand so that an tncrease m the supply of phywaans 
mcreases the demand accordmgly In calendar year 
1975, for example, the number of offtce-based physt- 
aans rose 5 percent and at the same tune gross revenues 
of physnans rose some 20 percent Accordmg to a re- 
cent study, the growmg trend toward spectaltzatton IS a 

326 

5.322 

273 

194 

3.615 

326 

3,095 

LW 

*ml 

2,228 

273 

3.522 

1,301 

I301 

2.221 

2.221 

2 329 
- 

189 

943 

768 

147 

28.2 

- 
752 

- 

136 

L7 

3w 

209 

- 

stgntftcant contnbutor to mcreased expendttures for 
phystctans’ setwces ’ 

In addttton, mcreased concern over habtltty for mal- 
practa has no doubt contributed to the number and 
complexity of dlagnostx tests performed, addmg to the 
cost of phystctans’ serwces As third parties assume the 

’ Nancy Worthmgton, “Expendmres for Haspltal Care and 
Phys,cmn Serwces Factors Affectmg Annual Changes,” Social 
Secunty Bulletm, November ,975 
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Table 4.-Expenditures for health services and supples under pubhc programs, by program, type of expenditure, and 
source of funds, years endmg September 1915-77- Continued 

An underlymg factor promptmg the growth m price, 
use, complexity, and tntenslty of serwces 1s the growth 
m tlurd-party payments for health care, partkzularly for 
hospaal and phywans’ servxes Conmbutmg to nsmg 
health expendrtures are the greater health msurance en- 

financmg of a larger share of these servxes, there IS less 
“dwzounMg” of charges for persons who are less able 
to pay and greater reunbursement for set-aces * 

2 Zachary Y Dyckman, A Study of Physicians’ Fees, Count,, 
on Wage and Pnce Stab,hty, March ,978 
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Chart 2 -NatlanaI health expenditures and percent of gross natlonal product, selected fiscal years 1950-77 

(I” bllllons) 

$120 

in- 

46% 

Percent 
of GNP 

1950 1960 1965 1970 

rollment, the lmplementatton of Medlcare and 
Medtcatd, and the greater rehance on reimbursement for 
servtces, whatever the costs mcurred (m hospttals) or 
whatever the fees charged (by phystclans) 

In 1960, thud parttes financed 45 percent of all per- 
sonal health care expenditures, 81 percent of hospttal 
care, and 33 percent of phystctans’ servvxs By 1970, 
the total thtrd-party share had risen to 60 percent and m 
1977 third p&es- pad IO percent overail, with a 94- 
percent contnbutlon toward hospttal care fmancmg and 
a 6l-percent contrtbutlon for phystctans’ servtces 

Desptte the tncreases m thxd-party fmancmg of hos- 
pltal and phystctans’ servxes, the consumer still pays 
directly a large share of outlays for all other health serv- 
ses, mcludmg dentlsts’ and other professlonal servtces, 
drugs and drug sundrtes, eyeglasses and apphances, and 
nursmg-home care As of 1977, relatively httle pnvate 
msurance had been wrttten to cover such services 
(though dental care coverage ts growmg slgmftcantly) 

Fiscal years 1975 1977 

Consequently, prtvate msurance pad only 6 percent of 
these costs Government spendtng (mostly through 
Medtcatd) accounted for 29 percent, leavmg the con- 
sumer to make dtrect payments for shghtly more than 
three-fifths of these bills 

Public Program Spending 

Prelunmary data mdxate that the share of total health 
expendttures pad from publtc funds, which had been 
rtstng steadtly stnce the advent of Medtcare and 
Medtcatd tn 1966, began to declme m 1976 The pub- 
he’s share of health spendmg was 25 percent throughout 
the early 1960’s Begmnmg tn 1966, tt mcreased stead- 
dy to 43 percent tn fiscal year 1976 but dechned shghtly 
to 42 percent m the year endmg September 1976 

Medare expenditures as a percentage of total health 
care costs contmued to rise-from 12 percent of health 
expendnures m the year endmg September 1975 to 13 per- 
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Table S.-Aggregate and per capita amount and percentage dlstrlbutlon of natlonal health expendttures, selected years 
1974-17 

cent m the 12 months endmg September 1977 MedIcaId 
expendttures remamed relatively constant at 1 I percent, 
and State and local spendmg other than MedIcad de- 
creased from 9 percent of total spendmg to 8 percent 
Federal spendmg other than Medtcare and MedIcaId also 
dechned from 8 percent of total spendmg m 1975 to 7 
percent m 1977 

The mcrease m Medicare expenditures reflects tn part 
the rapldly mcreasmg hospttal costs, whtch substantially 
affect health costs for persons aged 65 and over, high 

users of hospttal servxes Also contrtbutmg to the tn- 
crease 1s the relatively fast growth m enrollment of dls- 
abled persons and those with end-stage renal dtsease--a 
group that uses htgh levels of medal servtces 

On the other hand, the relative stablhty tn the rate of 
growth for Mednad payments m recent years 1s a re- 
flectton, tn part, of the stabtltty in the number of 
Medxald reclplents The dlstrlbutton of payments under 
Medtcatd 1s also changmg Smce 1975, the share of 
Medlcald dollars pad for physlaans servtces and drugs 
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Table 6.-Hos~ttal exDe”d,hues and utd,zatm” meawres ,” commu”,ty hosp,tals, 196611 . . 

has decl,ned whtle the share pad for hosp,tals and 
nursmg homes has gone up (table 4) Large tncreases 
,” payments to mtermedtate care facthttes for the men- 
tally retarded explam part of the growtng share of 
Med,ca,d payments expended for nurstng-home care 
Factors contr,but,ng to the decltne I” the publtc’s 
share of health spend,ng are decreases tn Department of 
Defense outlays and spend,ng for State and local psy- 
ch,atr,c hosp,tals 

Medicare Financing 

All Medtcare benef,t payments are made from etther 
the hosp,tal tnsurance (HI) ttxst fund or the supplemen- 
tary medlcal tnsurance (SMI) trust fund Recently, 
contrtbuuons to these trust funds have been drawn ,n- 
creasmgly from general tax revenues rather than pre- 
nuum payments and payroll taxes, as the data for 
1915-77 I” the tabulatmn at the bottom of the next col- 
umn show 
In f,scal year 1976, 19 percent of the ,ncome of the trust 
fund was from general revenues, I” 1977 this share was 
26 percent 

The raptd growth of general revenues as a percent of 
all MedIcare receipts comes pnmardy from the tncrease 
m Federal match”,g funds for prermums pad tnta the SMI 
trust fund Changes tn the amount of pramurns pad for 
mdtvtduals mto thts fund are lmuted by the factor used 
m rals,ng the amount of monthly cash retirement and 
s”rwv”r benefits under the soaal secunty program For 
persons ehg,ble for dlsab,l,ty benefits or end-stage renal 
dtxase benefits, the prermums are further h”mzd to the 

18 I 
16 7 

,J 4 16 8 
I5 I 17 2 
12 8 14 9 
13 7 17.7 
10 3 107 
14 2 IS I 
164 19 3 
15 I 17 7 
14 I 16 2 

premtum level pad by persons aged 65 and older S,nce 
SMI benefit payments have grow” faster than premtum 
payments hm,ted by these prowsmns, Federal matchrng 
funds requtred to mamtam the test fund have grow” 
proportionately faster 

Income to the HI trut fund from the payroll tax has 
dechned shghtly-from 92 percent I” 1914 to 89 percent 
m 1977 Th,s drop 1s prtmanly the result of the ,ncrease 
com,ng from general revenues 
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Concepts, Definitions, and Sources 
of Data 

Estimates of natmnal health expendmwes are com- 
pded by type of expenditure (use of funds) and channel 
of fmancmg (source of funds) In most mstances, the 
total level of the expendrtures for each type of serwce 1s 
developed for the Natmn as a whole. estlmates for gov- 
ernment spendmg for these serwces are then subtracted 
to derwe the prwate contrlbutmn In all cases the tntent 
1s to account for each dollar spent for the prowsmn of 
health care and to count It only once as tt moves through 
the complex channels that are mvolved m the Amencan 
health care system 

Expenditures by Government Programs 
All expendrtures for health care that are channeled 

through any program estabhshed by pubhc law are 
treated as a pubhc expemhture m these esumates Ex- 
pencbtures under workers’ compensatmn programs, for 
example, are rncluded wth government expenditures al- 
though they mvolve benefits pad by prwate msurers 
from premmms that have been collected from prwate 
sources 

Funds disbursed by pubhc programs are reported as 
program expendmwes, mcludmg prwate contrlbutmns 
made by enrollees tn the supplemental medud msur- 
ante @Ml) program under Me&care The benefit ex- 
~"dlt"ES reported 111 thlS Senes ZltV "OtadJUStdto d""I- 

“ate the M&care-Medtcald duphcatmn that ewts be- 
cause payments are made by State governments mto the 
Me&care trust fund m the form of SMI premmms for 
pubhc assistance and supplemental secwty mcome 
(SSI) reapvents and reported as a Medxmd expenditure 
Ttns “buy-m” amount was $259 mdhon m 1977 

Federal expenditures. Federal program expench- 
hue levels correspond closely wth those reported tn the 
analysis of Federal health care programs prepared by the 
Office of Management and Budget from data suppled 
by the varmus Federal agenaes ’ 

Several sqmficant differences cut, however, be- 
cause of the conceptual framework on wluch the na- 
tmnal health expenditure sales ts based Expenchture 
for educatmn and trammg of health professmnals are 
excluded These Federal expenditures m&de, pnna- 
pally, threct support for health professmnal schools and 
for student awstance through loans and scholarstups 
Trammg ts funded for a wde varwty of health 
professionals-lncludlng physuans, dentists, nurses, 
mental health and other health professmnals, research 
personnel, and paramedxal personnel Also excluded 
are payments by agenaes for health msurance for em- 

’ See Offlce of Mana&x~nt and Budget, “Spaal Analys,s L 
Federal Health Programs,” Special Analyses, Budget of the 
United States Government, Fmeal Year 1919, January 1978 

ployees, whwh are treated along wth other prwate 
health msurance expemhtures 

Outlays by Federal programs are clawfved by the 
type of health care provided, accordmg to the best m- 
formatmn avadable from each program 

“General hospital and medical care” 1s the term used 
to descnbe all Federal spendmg that ts not separately 
reported tn this series Included are expexhtures of the 
lndmn Health Serwce, Pubhc Health Setwce hospitals, 
and the Alcohol, Drug Abuse, and Mental Health 
Adnumstratmn State and local government expenditures. In gen- 
eral, all spendmg of State and local government umts 
for health care that 1s not fmanced by Federal funds as 
benefd payments or grants-m-ad or by patxnts or theu 
agents ts treated as State and local expenditures For 
State-admtmstered programs, such as Medxald, the fig- 
ure reported ts net of matchmg revenues from the Fed- 
eral S;ovemment 

Health expenchtures made by State and local govern- 
ments that mvolve funds recewed from the Federal 
Government under revenue sharmg are reported as a 
State and local expenditure, not as a Federal expends- 
htre ’ No mformatmn 1s avmlable on the use of such 
funds by specdic programs 

Payments for employee health msurance by State and 
local governments as employers are excluded from gov- 
ernment spendmg and mcluded under prwate health m- 
surance expendmtres as are Federal Government expend- 
ttmes for tts employees 

State and local spendmg classed as general hospaal 
and me&al care mcludes spendmg m all State and local 
hoqntals pad for by State and local governments from 
then own revenues after deductmg revenues from Fed- 
eral or prwate sources or under State programs reported 
elsewhere m this report Spendmg for pubhc school health 
programs ts also mcluded here under “other health serv- 
ices *’ 

Hospital Care 

The estimates of expenditures for hospital care are 
compded.cixefly from data on hospital fmances col- 
lected by the Amerwn Hosp,tal Assocratmn (AHA) as 
part of theu Annual Survey of Hospitals and the 
monthly Natmnal Hospital Panel Survey The data 
from the monthly survey ts used to project levels of 
commumty hosplta.1 expenditures for periods more re- 
cent than the latest annual survey and to adJust the an- 
nual survey data to correspond to the vamxts periods for 
which estimates are made 

The composae estimate represents all spendmg for 
hospltal serwces m the Natmn for both mpatrent and 

’ See Saphx R Dales, “Federal Orants lo Sfate and Local Gov- 
ernments. Fiscal Year 1975 A Quarter Century Rewew.” Social 
Security Bullet,“, September 1976, fable 3, page 28 
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outpatient care, mcludmg all senxes by hospaal staff 
(mcludmg phywxms salarxd by the hospital) and 
spendmg for drugs and other supples Self-employed 
phystaans servxes m hospitals (surgeons, for example) 
are not counted as hoqxtal expenditures An&hew and 
X-ray serwces are sometimes class&d as hospaal care 
expendmtres and sometimes as expenditures for physl- 
cmns’ serwces, dependmg on bdhng pracwes 

The focus 1s on outlays for hospital setwces rather 
than the cost of prowlmg servxe Total revenue data 
are therefore used for commumty hospaals, for other 
types of hospitals, where revenue data are not avadable, 
total expenses are used Certam “dJUStme”ts are made m 
the AHA data Ad&mm are made to allow for a small 
number of hqxtals not mcluded, small amounts of Fed- 
eral grants m atd are deducted stnce they are counted as 
research expenditures, and spendmg for mtermed~ate- 
level care for the mentally retarded ts moved to the 
nursmg-home category For Federal hospaals, agency 
rather than AHA figures are used 

Nursing-Home Care 

Expenditures for nursmg-home care encompass 
spendmg m all faahtw or parts of faahtxs prowdmg 
wme level of nursmg care Included are all nursmg 
homes certlfled by Mechcare and/or Me&cad as 
sktlled-nursmg faahtxs, those certdied by Me&cad as 
mtermedmte-care faahues for regular patwas as well as 
solely for the mentally retarded, and all other homes 
prowdmg some level of nursmg care even though they 
are not certd?ed under ather program 

The estimates for total nursmg-home expendaura 
other than those mtermedmte-care faahtxs serwng the 
mentally retarded are dewed from data on faahtxs, 
utlhzatmn and charges, and wages 5 Estimates for 
years for wluch no data are wadable are based on wad- 
able econmmc and other mdutors 

Services of Physicians, Dentists, and Other 
Health Professionals 

Expendmuss for the serwces of these practamners are 
prlmardy based on data comptled from busmess mcome 
tax returns fded wth the Internal Revenue Serva The 
Internal Revenue Serwe prepares summaes of the fi- 
nancml mformatmn on the returns by type of busmess 
Annual reports of these summaTLes are pubhshed m 
Statwtics of Income-Business Income Tax Returns. 

s Far a defmltmn of fac,,,t,es data, see Nat,ona, Center for 
Health Statistics, “Selected Operatmg and Fmancm, Charac,er,st,cs 
of Nursmg Homes,” Vltal and Health Statsstms (Senes 13, No 
22) Data on charges based on pubhshed and unpubhshed f,gures 
from National Center for Health Statntlcs, Vital and Health 
Statistics, Series 14 Informatmn on wages from Bureau of Labor 
Stat~stxs. Industry Wage Survey Bulletm ,638, October ,967- 
April 1968, Bulletm ,855, May ,973, Bu,,et,n ,964, May ,976 

For physwans and dentuts, total busmess receipts 
(wlxh excludes non-practa-dewed mcome) are to- 
taled for sole pmpnetonh~ps, partnerships, and mcorpe- 
rated pracuces For physuans, that portmn of spendmg 
for outpatxnt mdependent laboratory serwces bdled dl- 
rectly to patients and not mcluded wth physxmns’ 
busmess receipts 1s added, as well as estrmated expenses 
of group-practxe prepayment plans tn provrdmg phyw 
CKI~S’ serwces (to the extent that they are not duphcated 
tn physlaans’ mcome from self-employment) Estt- 
mated rewpts by physxmns for hfe msurance exams 
are deducted Phyuaan group practtces that are non- 
profit corporatmns are mcluded wth prepayment plans 
as mdxated above or, m some cases, wth hospaal ex- 
pendmues where serwces are prowded under contract to 
hqntals 

The salales of physuans and dentists on the staffs of 
hospltals and hospital outpatvznt faahtles are considered 
a component of hospIt” care, tf they are serwng tn field 
serwxs of the Armed Forces thex salaries are rncluded 
m “other health serwces ” Where they are separable, 
expenditures for the educatmn and tratmng of medxal 
personnel are constdered as expendmwes for educatmn 
and excluded from health expendmues 

Expenchtures for group-practux dental chmcs are 
added to dentuts’ busmess receipts No separate ad- 
Justment ts made for dental laboratones, unce all txl- 
hngs are through dentists’ offices 

The Internal Revenue Service also comprles data on 
the mc”me of other health professmnals m pnvate prac- 
twz These mclude pnvate-duty nurses, ctnropractors, 
and optometnsts, as well as other undesignated health 
professmnals Estimates for the salarxs of vwtmg 
nurses are added to the prwate mcome of other health 
professmnals The portmns of optometnsts’ recmpts that 
are for eyeglasses are deducted ~mce It IS assumed that 
they are tncluded under spendmg for eyeglasses and 
apphances 

Drug and Drug Sundries, Eyeglasses and 
Orthopedic Apphances 

Expendmtres m these categories m&de only spend- 
tng for outpatxnt drugs and apphances and exclude 
those prowded to hospital mpatlents, nursmg-home pa- 
txnts, and through phywtans offices The basic source 
of the estimates for drugs and drug sundrxs and for 
eyeglasses and apphances 1s the esumate of personal 
consumptmn expendmwes compded by the Bureau of 
Economx Analysis of the Department of Commerce as 
part of the Natronal Income and Product Accounts Ttus 
estimate 1s adjusted by deductmg estimated payments by 
workers’ compensatmn programs (a part of whxh 1s pn- 
vate consumer payment tn the Commerce senes hut 
treated as a pubhc expenditure tn this Natmnal Health 
Expendmue series) The resultmg prwate spendmg fig- 
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ure for drugs and for applumces ts combmed wth ex- 
pendaures for all pubhc programs for these products amve 
at the total amount of expenditures for the Nauon 

Other Health Services 

Items of expenditure that could not be clawfled 
elsewhere are brought together I” the category “other 
health servtces ” It Includes, for each publtc program, 
the residual amount of expenditures not classlfled as a 
spectftc type of medlcal serwe In addltmn, tt mcludes 
(1) mdustrlal m-plant serv~es, (2) school health serv- 
ices, and (3) medtcal actwttes m Federal untts other 
than hospitals 

Expenditures for mdustnal m-plant servtces constst of 
amounts spent for mamtatnmg health serwces m prwate 
Industry School health spendmg ts reported under the 
source-of-funds category of general hospttal and medt- 
cal care Expenditures for medtcal actlvtttes m Federal 
umts other than hospltals are restdual amounts that rep- 
resent prlmarlly the cost of mamtammg outpatxnt 
faclhttes (separately from hospltals) and field and ship- 
board medtcal statmns 

Government Public Health Activities 

The Federal portmn of government publtc health ac- 
UwUes consists of outlays for the orgamzatmn and de- 
lwery of health servtces, the preventton and control of 
health problems, and slmtlar health actwtles admmw 
tered by varfous Federal agenctes, chtefly the Depart- 
ment of Health, Educatton, and Welfare The data for 
these programs are taken from the Speaal Analyses of 
the Budget 

The State and local portton represents expenditures of 
all State and local health departments less mtergovern- 
ment payments to the States and locahtles for publtc 
health actlwtles It excludes expendttures of other State 
and local government departments for au-pollutton and 
water-pollutmn control, santtatton, water suppltes, and 
sewage treatment The source of these data 1s Govern- 
ment Fmances (annual publlcatlon of the Bureau of the 
Census) 

Expenses for Prepayment and Administration 

Prepayment expense represents the difference be- 
tween the earned premums or subscnptton mcome of 
private health msurance organtzatlons and then clams 
or benefit expenddures (or expenditures for provtdmg 
such serwces tn the case of orgamzattons that duectly 
provtde serwes) In other words, It 1s the amount re- 
tamed by health msurance organlzatlons for operatmg 
expenses, addmans to reserves, and profits 

The admmtstratlon component tncludes nonpersonal 

health expenditures of prwate voluntary health orgamza- 
tlons for health education, lobbymg, fund-ralsmg, etc 
In addmon, It mcludes admmlstratlve expenses (where 
they are separately Identtfled) of federally ftnanced 
health programs Such data were avatlable for Medicare, 
Medlcald, and the Veterans Admmtstratlon and De- 
partment of Defense contract programs for medvxl care 

Medical Research 

Expendttures for medical research Include all spend- 
mg for bmmedud research and research tn the dellvery 
of health services by prtvate organtzatmns and publtc 
agencxs whose prnnary object IS the advancement of 
human health Also Included are those research expendl- 
tures dtrectly related to health that are made by other 
agenaes, such as those of the Department of Defense or 
the Nattonal Aeronautics and Space Admtmstratlon Re- 
search expenditures of drug and medlcal supply com- 
pates are excluded, smce they are Included m the cost 
of the product 

The Federal amounts represent those reported as med- 
~cal research tn the Speaal Analyses of the Budget The 
amounts shown for State and local governments and pn- 
vate expendttures are based on publtshed esttmates pre- 
pared by the Natmnal Institutes of Health-prtmanly m 
the annual pubhcatmn, Basic Data Relatmg to the Na- 
tmnal Instttutes of Health. 

Construction of Medical Facilities 

Expenditures for construction represent “value put m 
place” for hospitals, nursmg homes, medical cltntcs, 
and medtcal research factltttes but not for prtvate office 
butldmgs provldmg office and laboratory faallttes for 
prwate practltloners Also excluded are amounts spent 
for construction of water-treatment or sewage-treatment 
plants and Federal grants for these purposes 

The data for “value put m place” for constructton of 
publicly and prtvately owned medtcal factlttres tn each 
year are taken from Department of Commerce reports 
Some portlon of the constructton dollars reported m a 
gtven year 1s reported agatn m subsequent years as de- 
prectatton It IS estimated that the malorlty of new med- 
teal factllty consttuctlon IS currently bung financed 
through long-term loans from the prtvate capttal mar- 
kets Depreaatlon costs are treated as leglttmate ex- 
penses to be covered by reunbursements from both prt- 
vate and pubhc tnsurance Thus, some dupllcatton ex,sts 
tn the reportmg of health spendmg smce a portton of the 
constructton outlays tn earlter years ts subsequently re- 
ported as deprectatton expenses Thu duphcatlon IS es- 
tlmated to be small, not stgntftcantly affectmg total 
health expenditures 
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Population Estimates 

The estimates of population used to calculate per 
caplta expenchtures for health care, based on data from 
the Bureau of the Census, follow 

Period Total ” s 
population 

(1” thousands) 
Linuary 1 

1929 
1935 
,940 
,950 
1955 
,960 
1965 
,966 
,967 
,968 
1969 
,970 
,971 
1972 
1973 

123,077 
129,118 
134.012 
153;513 
167,022 
182.557 
196,671 
199,038 
201,234 
203.369 
205,345 
207,457 
209,539 
211,583 
213,238 

Recent Publications * 

So&d Security Administration 
Center for Pohcy Research, Inc Using Blood Tests to 
Estabhsh Paternity. Washmgton Offrce of CMd 
Support Enforcement, Planntng and Evaluation Branch, 
1977 45 pp 

Lerner, PMtp R SoclaI Security Beneficiaries Re- 
sidmg Abroad, 1976. Washmgton Office of Research 
and Statlstlcs, 1978 32 PP 

Lmgg, Barbara A Social Security Beneficiaries in 
Metropolitan Areas, 1976. Washutgton Office of 
Research and Statkstlcs, 1978 42 pp 

McManus, Leo A The Effects of Disabihty on Life- 
time Earnmgs. (Office of Research and Statlsttcs, 
Staff Paper No 30 ) Washmgton U S Govt Prmt 
Off , 1978 30 pp 

l Prepared I” cooperarmn wth the Office of Research and Staus- l Prepared I” cooperarmn wth the Office of Research and Staus- 
Ues Lxbrary, Soe~al Secunty Adrmmstratmn Orders for ,fem~ Wed Ues Lxbrary, Soe~al Secunty Adrmmstratmn Orders for ,fem~ Wed 
should be drrectcd to publlshers and bwksellers, Federal pub,,ca,,ons should be drrectcd to publlshers and bwksellers, Federal pub,,ca,,ons 
should be ordered from the Supenntendent of Documents, U S Gov- should be ordered from the Supenntendent of Documents, U S Gov- 
emmenf Pnnung Office, Wasbmgton, D c 20402 emmenf Pnnung Office, Wasbmgton, D c 20402 

214,783 
216,587 
218,368 
220 245 

Aprlt t 
,975 
,976 
1977 

217,031 
218.843 
220,685 

These figures represent the enttre population, mcludmg 
the Armed Forces and Federal cwhan employees over- 
seas and the cw~han populatmn of outlytng areas 

Private Health Insurance 
Esttmates of benefits pald and the prepayment ex- 

pense of prwate health msurance orgamzatlons are de- 
wed from the data serves on the fmancml expenence of 
private health msurance orgamzattons cornplIed by the 
Health Care Fmancmg Admtmstratlon The latest annual 
report tn thts senes wll be carned tn the September 
1978 SoclaI Security Bulletrn 
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Office of Research and StatMu Comparatwe Studies 
Staff Social Security Programs Throughout the 
World, 1977. (Research Report No 50 ) Washmg- 
ton U S Govt Prmt Off, 1978 259 pp 

U S Department of Commerce Office of Federal 
Statlsucal Pohcy and Standards Bureau of the Cen- 
sus Social Indwators, 1976. WashIngton U S 
Govt Prmt Off, December 1977 564 pp $7 00 

Contatns comprehenwe graphtc collectmn of statute- 
cal data descnbmg current soctal condltmns and trends 

U S Department of Labor Bureau of Labor Statw 
txs U.S. Working Women: A Databook. Wash- 
tngton U S Govt Prmt Off, 1977 67pp $2 50 

Tables, charts, and text present changmg trends m the 
past quarter century 

Retirement and Old Age 
Baumhover, Lorm A and Jones, Joan D&how (edI- 
tors) Handbook of American Aging Pro- 
grams. Westport, Con* Greenwood Press, 
1977 188 pp $17 50 

Sheppard, Harold L and Rlx, Sara E The Graying of 
Working America-The Coming Crisw in Retire- 
ment-Age Policy. New York The Free Press, 
1977 174 pp $12 95 

Focuses on socral and econonuc tmpact of current 
retuement-age pohcy and need for change m the near 
future 

(Contmned on page 35) 


