National Health Expenditures, Fiscal Year 1977

by Robert M Gibson and Charles R Fisher*

The Nation spent $163 billion for health care in fiscal year 1977
or $737 per person, according to prelimmary figures compiled by
the Health Care Financing Admmmstration This figure was 12
percent higher than spending for such purposes tn the previous 12
months and represented an 8 8-percent share of the GNP Public
spending, which financed 42 percent of all health care m 1977,
mcreased 11 percent while private spending rose 13 percent
Spending for hospital care went up 14 percent to $68 4 billion,
and the total spent for physicians’ services ($§32 2 bhitlion) re-
flected a 13-percent rise Third-party payments financed 70 per-
cent of all personal health care 1n the country

The Nation spent an estimated $163 billion for health
care i fiscal year 1977 (October 1976 through Sep-
tember 1977}, or $737 for each person in the United
States Highlights of the figures behind this estimate re-
veal that—

® Health care expenditures continue to increase at a
greater rate than the gross national product (GNP)
Fiscal year 1977 spending levels for health care were
12 percent higher than those for the previous 12
months while the GNP 1ncreased by 10 2 percent 1n
the same period Thus, the health care share of the
GNP has grown from 8 7 percent for the year ending
Scptember 1976 to 8 8 percent 1n fiscal year 1977

® Spending by all government programs for health
care increased 11 percent in fiscal year 1977, private
spending ine¢reased 13 percent Public spending
(568 4 billion} represented 42 percent of all 1977
money spent for health care

® Expenditures for hospital care, including both 1npa-
tient and outpatient care n public and private hospi-
tals, represented 40 percent of total spending and
reached $65 6 billion 1n fiscal year 1977, 14 percent
more than the total 1n the previous year

® All third parties combined—private health insurers,
philanthropy, and industry, as well as governments—
financed 94 percent of hospital care 1n fiscal 1977

® Spending for physicians’ services increased 13 per-
cent 1n 1977, amounting to $32 2 billion or 20 percent

* Office of Policy, Planning and Research, Financial and Actuanial
Analyses, Health Care Financing Admimistration

of total health spending In the year ending September
1976 such spending had increased 16 percent

# Qutlays for health care benefits by the Medicare
and Medicaid programs amounted to $37 billion
fiscal year 1977—26 percent of the $142 6 billion
spent for personal health care (excluding spending for
research, construction, public health, and admimstra-
tive costs)

Expenditures in Fiscal Year 1977

The $162 6 billion figure represents estimated outlays
for health care over the 12-month pertod from October
1, 1976 to September 30, 1977—the accounting year
adopted by the Federal Government for fiscal year 1977
(table 1) Fiscal year 1976 had spanned the 12 months
ending on June 30, 1976 The intervening 3 months—
July through September 1976, were separately 1dentified
in the Federal Government budget as the ‘‘transition
guarter’’ with outlays and obligations reported sepa-
rately for that period The levels of spending for this
transition quarter, as well as for fiscal years 1976 and
1977, are presented 1n the tabulation at the top of the
next column

Analysis of recent spending trends 1s complicated by
this convention, however The statement that health
spending rose 15 percent from fiscal year 1976 to fiscal
year 1977 1s technically correct but misleading since 1t
15 not a true annual tncrease For this report therefore, 1n
addition to presenting revised estimates for fiscal years
1975 and 1976 and preliminary estimates for fiscal year
1977, figures were denved for health spending for the
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Fiscal | Tran- | Fiscal
Type of

year smen year

expenditure 1976 | quarter | 1977
Total $1410 $375 | 51626
Personal health care 122 5 32s 1426
Hospital care 556 149 656
Physicians’ services 2758 74 322
Drugs and drug sundrnes 13 29 125
Other personal® 281 13 323
Other heatth spending? 18 6 50 200

'Inctudes spending for denusts services, other professional service, eyeglasses
and orthopedic appliances, nursing home care, and other health services

YIncludes spending for prepayment and admimstration, public health, research,
and construction

12-month periods ending with September 1975 and Sep-
tember 1976 In most of the tables, these year-ending-
September estimates are presented along with the fiscal
year 1977 figures to allow true annual comparisons to be
made

As usual 1in compiling the Nation’s health expendi-
tures, data presented for the past two years have been
revised Estimates for the most recent years require pro-
Jections based on the latest figures available from many
of the basic data sources and, 1n many cases, 1t 15 not
possible to get recent and accurate data Thus, the esti-
mate for health spending 1n fiscal year 1976 may now be
grven more precisely as $141 0 billion—slightly higher
than the $139 3 billion estumated last year

Uses of the Health Care Dollar

As the percentages given below illustrate, two-fifths
of the health spending 1n 1977 was for health care serv-
1ces provided by hospitals

Total

Hosputal care

Physicians’ services
Dentists’ services .
Drugs and drug sundries
Nursing-home care

Other personal health care

—
=&l
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SR RO

Other health spending 123

Hospital care tends to be the most expensive type of
care, and much of the health care in the United States 1s
obtained tn hospitals (table 2) The total spent for this
purpose (365 6 billion) includes all inpatient and outpa-
tient care 1n public and private hospitals and all services
and supplies provided by hospitals Expenditures for
physictans’ services rendered 1n hospitals are excluded
except for the services of those who are part of the hospital
staff

Eighty-two percent of expenditures for hospital care
went for services 1n commumty hospitals (non-Federal
short-term general and other special hospitals) A sigmif-
1cant portion of this spending was for ambulatory care

Qutpatient revenues (in community hospitals) repre-
sented nearly 10 percent of all money spent for commu-
nity hospitals

Spending for physicians’ services accounted for 20
percent of all health care spending 1n 1977, or $32 2
billion This amount included the cost of all services
and supplies provided in physicians’ offices, expendi-
tures for services by private practitioners in hospitals
and other mstitutions, and diagnostic laboratory work 1n
independent clinical laboratories ordered by physicians
The laboratory work 1n both physicians’ offices and n-
dependent laboratories amounted to nearly $4 billion n
fiscal year 1977

Physicians influence health spending levels to a much
greater extent than indicated by the 20-percent share of
spending devoted toward theiwr services Physicians are
the most important determmant i the process of decid-
ing who will receive hospital care, what care shall be
provided, and what the duration of care will be Pre-
scription drug expenditures also are influgnced signifi-
cantly by physicians

Expenditures for drugs and drug sundries accounted
for nearly 8 percent of health spending ($12 5 billion) 1n
1977 It should be ponted out that this figure represents
only prescription drugs, over-the-counter drugs, and
medical sundries dispensed through retail channels Ex-
penditures for drugs dispensed 1n inpatient settings,
through outpatient clinics, and by physicians are re-
ported within those cost categories It has been esti-
mated that 56 percent of all dollars for drugs and drug
sundries are spent for prescription drugs

An additional $12 6 billion (8 percent of the total)
went for nursing-home care This care was provided 1n
skilled-nursing facilities, intermediate-care facilities,
and personal-care homes with provision for nursing care
and 1n special units of other institutions that supply this
type of care

Dental services consumed another 6 percent of total
spending The dollar amount of expenditures for these
services exceeded $10 billion

Research and the construction of medical facilities re-
quired $8 7 billion 1n 1977 Expenditures for research
(both biomedical research and research in the delivery
of health care) include only government funds for re-
search and expenditures by research and development
orgamzations Research and development expenditures
by drug companies (estimated at $1 3 billion 1n calendar
year 1976) and by other manufacturers and providers of
medical equipment and supplies (estimated at $328 ml-
lion} are not included with research expenditures but are
included 1n the expenditure class in which the product or
service falls

Expenditures for medica! facilities (primanly for the
construction of hospital facilities) were $5 1 billion 1n
1977 Excluded from this figure 1s the cost of providing
office and laboratory facilities for private practitioners
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Table 1 —Aggregate and per capita national health expenditures, by source of funds and percent of gross national

product, selected years, 1929-77

Health expenditures
Gross national Frivate Public
Year product in
billzons) Amount (in Per Percent | Amount (1n Per Per::nl Amount (in Per Pﬂ:fcm
milhons) capita | of GNP ] mullions) capita total mullons) capita total
Ending June—
1929 $101 3 $3,589 | $29 16 35 $3,112 | $2528 867 $477 $3 88 133
1935 689 2,846 | 2204 41 2,303 17 84 809 543 421 191
1940 954 3 883 28 98 41 3,101 2314 799 182 584 201
1950 264 & 12,027 78 35 45 8,962 58 38 145 3 065 1997 255
1955 3810 17,330 | 103 76 45 12,909 | 7729 745 4421 2647 255
1960 498 3 25856 | 14163 52 19 461 | 106 60 7513 6,395 3503 247
1963 658 0 3889211 19775 59 29,357 | 14927 755 9 535 48 48 245
1966 722 4 42,109 | 211 56 58 31,279 | 157 15 743 10 830 54 41 257
1967 7735 47897 | 23793 62 32026 | 15915 66 9 15 853 78 78 331
1968 8302 531765 | 264 37 65 33725 | 16583 6217 20040 98 54 373
1969 904 2 60,617 { 295 20 67 37 680 | 183 50 622 22,937 [ 1170 378
1970 960 2 69201 | 33357 72 43,810 | 211 18 633 25,391 | 12239 367
1971 1,019 8 77,162 | 368 25 T6 48 387 | 23092 627 28,775 | 13732 373
1972 11118 86,687 | 409 71 78 53,214 | 231 50 614 33,473 | 158 20 386
1973 1,238 6 95,383 | 44731 77 58,715 | 27535 616 36,668 | 171 96 384
1974 13612 106,321 | 49501 78 64 809 | 301 74 610 41,512 | 193 27 390
19751 1454 5 123,716 { 571 21 83 71,348 | 329 42 517 52,368 | 24179 4213
19761 1,625 4 141,013 | 64576 87 BOB31 | 371016 573 60,182 | 275 60 427
Ending September—

1975 14871 127 719 | %588 48 86 73,238 | 33745 573 54481 | 25103 427
1976 1 667 4 145 102 | 663 06 87 83,560 | 381 84 576 61 542 | 281 22 424
197722 1,8380 162 627 | 736 92 88 94,185 | 426 718 579 68,442 [ 31013 421

'Revised esumates
?New Federal fiscal year

Per Capita Spending

The total health spending figure of $162 6 billion
translates 1nto $737 for each person in the country The
average person spent $297 for hospital care, $146 for
physicians’ services 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
construction, public health, and the prepayment cost of
pnivate health msurance

Financing of Health Care

One aspect of the health care system m the United
States that receives considerable attention 1s the manner
in which health services are paid for Instead of a simple
transaction 1n which the consumer of the health service
pays the provider of the service, payments are fre-
quently handled by a financial agent—a *‘third party "
In fiscal year 1977, 70 percent of the funds spent for
personal health care involved third parties of vanous
kinds, principally private health insurers or public agen-
cles acting as 1nsurers or 1n some cases as providers of
health services

The details of the transactions vary—the private
health insurance organmization may reimburse the pro-
vider in whole or 1n part for the cost of service, or the
consumer 1s reimbursed for money he has paid out for

I Preliminary estimates

insured services Public agencies may use the private
msurance 1ndustry to disburse provider payments on
behalf of entitled beneficiaries, although the agency
retains financial responsibility For selected groups,
government agencites may provide health care services
directly

Thus the consumer 15 relieved of most of the im-
mediate cost of health care when a third party 15 1n-
volved His private insurance premiums may increase in
the future but not 1n direct proportion to the care he has
used

The consumers of health services were left with the
responsibility for 30 percent of personal health care n
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 1llness-related costs such as deductible and coinsur-
ance amounts and costs of care not covered by private
insurance or public programs Direct payments fall short
of “*out of pocket’” costs by the amount of money that
mdividuals pay for private health insurance (and Med:-
care) premuums The share of insurance premiums paid
by employers (estimated at 75 percent of total pre-
miums) 1s not normally considered to be ‘‘out-of-
pocket’’ expenses If an adjustment 1s made to direct
payments to reflect these premium payments, out-of-
pocket spending becomes 39 percent of personal health
care expenses
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Table 2.—National health expenditures, by type of expenditure and source of funds, years ending September 1975-77
Source of funds
Pavate Public
Type of expenditure Total

Con: State

Totat . | Other! | Total Federal and

Sumers local

1977 2
Total $162 627 | $94 185 | $87,807 | $6,378 | $68,442 | 546,563 |$21,879
Health services and supplies 153,887 91294 87 807 3,487 62,594 42,542 | 20,051
Personal health care 142 586 BS 465 82,574 2,891 7.1 39823 | 17299
Hospitat care 65 627 29 427 27,887 1,540 36199 25715 | 10,484
Physicians services 32,184 24,360 24 318 42 7.824 5808 2016
Dentists services 10 020 9 520 9,520 0 500 310 190
Other professional services 3,212 2,288 2,175 113 924 683 241
Drugs and drug sundres 12,516 11,373 11,373 [H 1,143 614 529
Eyeglasses and appliances 2 086 1,956 1,956 0 130 66 64
Nursing home care 12,618 5,434 5,343 93 7.184 4,204 2,980
Other health services 4,322 1,105 a| 1105 3,217 2,424 793
Expenses for prepayment and adnunustration 7572 5,829 5,233 596 1743 1,430 i
Government public health activities 3,729 3,729 1,289 2,440
Research and medical-facilibes construction 8,739 2,891 2891 5 848 4,020 1,828
Research * 3,684 284 284 3,400 3,139 261
Construction 5,055 2,607 2,607 2,448 881 1,567
1976
Total $145,102 | $83 560 | $77470 ) $6090( $61,542 | $41,648 | §19,8%4
Health services and supplies 136,368 80 726 771 470 3,25 55,642 37,669 | 17,973
Personal health care 126,217 75,740 73,043 | 2698 50477 34,90 | 15,488
Hospital care

Physiclans’ services

Dentists services

Other professional services

Drugs and drug sundnes

Evyeglasses and appliances

Nursing home care

Other health services
Expenses for prepayment and admurustration
Government public health activities

Research and medical-faciliies construction
Research 3
Construction

Totat

Health services and supplies

Personal health care
Hosputal care
Physicians services
Denhists services
Other professional services
Drugs and drug sundnies
Eyeglasses and apphances
Nurstng home care
Other health services

Expenses for prepayment and adrumstration

Government public health acuvities

Research and medical-facilites construction
Rescarch ?
Construction

57,497 25,470 24013 1,457 32,028 22,538 9,490
23 504 21 628 2] 588 40 6,876 5,059 1,817
8 987 8 519 3,519 0 468 290 17
2849 2,136 2,029 107 713 508 204
11472 10,396 10,396 1,076 585 491

0
1,986 1,864 1864 0 121 65 56
10,834 4,718 4,633 86 6115 3,615 2,500
4088 1007 4] 1,007 3081 2329 752
6,628 4,986 4,427 558 1,643 1378 265
3,522 3,522 1,301 2,221
874 284 2,834 5,900 3,979 1,921
3,623 274 274 3,348 3,096 252
5,111 2,559 2,559 2,551 883 1,669
1975
$127,719 | $73,238 | $67,375 | $5,862 | 854481 | $35,809 (518,583

119 771 70 300 67,375 | 2,94 49 472 32589 | 161883
110 665 65,630 63,211 2,419 45035 30,290 | 14,745
49 973 21,348 20,035 1,313 28,626 19534 9092

24,553 | 18,382 18,346 36 6171 4427 | 1,745
8,034 7.587 7,587 0 447 270 177
2 463 1913 1817 % 550 a7 %73

10,582 9,609 9 609 0 973 s10 463
1,822 1,710 1,710 0 12 63 49
9,620 4,185 4107 ” 5 436 3,100 | 2,336
3,616 896 0 89 2,720 2,009 71
6,016 4,670 4,164 506 1 346 1,108 238
3091 3,091 1191 | 1,500
7,947 2,938 2,938 5 009 3,310 1700
3132 278 278 2,854 2,612 242
4,813 2 660 2,660 2,155 697 1,458

! Includes spending by philanthropic orgamzations and for industnal in-plant
health services
3 Prelminary estimates

Third-Party Financing

In fiscal year 1977, third parties financed $99 3 bil-
lion or 70 percent of the outlays for personal health care
1n the Nation Benefits paid by private health isurance
financed 28 percent of total spending, and the Federal

¥ Research and development expenditures of drug companies and other man
ufacturers and providers of medical equipment and supplies excluded from *‘re-
search expenditures * but included in the expenditure class in which the product
falls

Government accounted for 28 percent State and local
government funds supplicd an additional 12 percent
Contributions from private charity and services provided
by private industry to their employees accounted for an
additional 2 percent

Private health insurance benefits amounted to $39 3
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bilhion 1n fiscal year 1977, covering 28 percent of per-
sonal health care spending (table 3) Private insurance
coverage vanes by type of service, with about 37 per-
cent of both hospital care and physicians’ service ex-
penses paid For dental services the share drops to 16
percent, drugs to 8 percent There are no significant
payments for nursing-home care About 2 percent of
personal health care spending 1s financed by private
charitable organizations or provided in industrial 1n-

plant climes and other health services (chart 1)

Public Spending

Government-sponsored programs provided 40 percent
of personal health care spending 1n 1977, counting ex-

penditures under all programs established by public law
Amounts spent under workers’ compensation programs
are mncluded with government expenditures, for exam-
ple, although they involve benefits paid by pnivate 1n-
surers from premmums collected from private sources

Federal programs financed $40 billion of the personal
health care bill of $142 billion 1n fiscal year 1977 State
government spending, combined with that of local gov-
ernment units, financed an additional $17 billion

The two largest government programs involved in the
financing of health care are Medicare and Medicaid,
which together paid $37 billion 1n benefits 1n fiscal year
1977 This amount financed 26 percent of the $142 6
billien spent for personal health care The State share of
Medicaid benefits came to 5 percent of total health

Table 3 —Aggregate and per capita amount and percentage distribution of personal health care expendlturcs by type
of expenditure, years ending September 1975-77

N , pro-} Drugs and | Eyeglasses | Nursing- [ Other
Source of payment Total | Hospal | Physicians® | Dennsts’ | fecqanal drug and home | health
care services BETVICES | services | sundnes | apphances | care | services
Aggregate amount (ln milkions) 1977 1
Total $142,586 | $65 627 $32,184 | $10,020 $3,212 | $12,516 £2,086 $12,618 | $4,322
Direct payments 43,274 3,866 12,502 7 965 1,398 10,401 1,918 5,226
Third party payments 99,312 61 761 19 682 2,055 1814 2,115 169 7,393 4322
Pnvate health insurance 39 299 24,021 11,817 1554 77 973 39 118
Philanthropy and industnal inplant 2891 1,540 42 113 91 1,105
Government 57,121 36199 7823 s 924 1,142 130 7,184 3,217
Federal 39 823 25715 5,807 imn 683 613 66 4,204 2,424
Medicare 20,770 15 520 4,431 457 kl.74
Medicad 9,181 3368 1,032 225 184 373 3,603 195
Other 9872 6,827 344 85 42 40 66 238 2,229
State and local 17299 10,484 1,016 190 241 529 64 2,980 793
Medicaid 7076 2,596 795 m 142 442 2m 150
Other 10 223 7,888 1,220 17 @« 87 64 203 642
Per capita amount
Total $646 11 ¢ $29738 $145 84 $45 41 $14 56 $56 72 $9 451 $5718 | 51959
Direct payments 196 09 1752 56 64 36 10 634 4713 869 | 2368
Third party payments as002 | 27986 89 19 93] 822 9 59 77] 3349) 19%
Private health insurance 178 08 108 83 53 55 704 35 441 18 53
Phlanthropy and industriat inplant 1310 6 98 19 51 41 s0
Government 258 84 164 03 3545 2n 419 5138 59 a2 ss 14 58
Federal 180 45 116 52 26 32 140 Joe 278 30 19 05 10 99
Medicare 94 12 70133 20 08 207 164
Medicaid 41 60 15 26 463 1 83 260 16 33 B8
Other 473 309 1 56 38 19 18 30 108 10 10
State and local 7839 47 51 213 86 109 240 29 13 50 35
Medicamd 32 06 1176 360 78 64 201 12 58 68
Other 46 33 3575 55 08 45 k2 29 9 291
Percentage distribution
Total 1000 1000 100.0 1000 100 0 1000 1000 1000 100 0
Dnrect payments 303 59 388 795 435 831 919 41 4
Thurd- party payments 697 %1 612 205 565 169 81| 86| 1000
Private health 1nsurance 276 36.6 367 155 22 78 19 9
Phulanthropy and mdustnal inplant 20 23 1 35 7| 256
Govemment 40 1 52 243 50 288 91 62 569 744
Federal 279 92 180 31 213 49 32 333 56 1
Medicare 146 236 138 142 29
Medicad 6.4 51 32 12 57 46 286 45
Other 69 104 11 8 13 3 32 19 516
State and local 121 160 63 19 75 42 3] 236 183
Medicaid 50 40 25 17 44 35 20 35
Other 72 120 38 2 31 7 31 16 149
¥ Prelimunary estimates
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Table 3.—Aggregate and per capita amount and percentage distribution of personal health care expenditures met by
third parties, by type of expenditure, years ending September 1975-77—Continued

s Other pro | Drugs and | Eyeglasses | Nursing | Other
Source of payment Total Hospital | Physicians’ | Dentists fessional drug and home health
care services services services sundnes | appliances | care | services
Aggregate amount (In millions) 1976
Total $126 2171 357,497 £28,504 $8,987 $2,849 | $11472 $1,986 | $10,834 | $4,088
Direct payments 39 425 3423 11 394 7250 1,398 9,597 I 831 4 532
Third party payments 86792 | 54074 17,110 1,737 1,451 1,875 155 6302 4088
Private health insurance 33,618 20,589 10,194 1,270 631 799 34 101
Phulanthropy and industrial mplant 2 698 1,457 40 107 86| 1,007
Government 50 477 32028 6,876 468 713 1076 121 6115 3,081
Federal 34 990 22,538 5,059 29 308 585 65 36151 2,329
Medicare 17 643 13,274 3,734 309 326
Medicad 8142 2,926 1011 213 159 549 3,095 189
Other 9,206 6,338 34 T 40 36 65 194 2140
State and local 15,488 9,490 1817 177 204 491 56 2,500 752
Medicaid 5859 2100 732 154 114 395 2228 136
Other 9 628 7,390 1,085 3 90 96 56 273 616
Per capita amount
Total 5576 17 $262 74 $130 25 541 07 130 5242 5907 $4051 | $18 68
Direct payments 180 16 15 64 5207 3313 639 43 85 837 2071
Third party payments 396 61 247 10 7819 794 6 63 857 71 28 80 18 68
Private health insurance 153 62 94 09 46 58 5 80 288 365 15 46
Phulanthropy and industnal inplant 1233 6 66 18 49 39 4 60
Government 230 66 146 35 3142 214 32% 492 56 2794 14 08
Federal 159 89 102 99 2312 133 2132 268 30 16 52 10 64
Medicare B0 62 60 66 17 06 141 149
Medicard 3721 1337 462 97 7 251 14 14 86
Other 42 07 28 96 144 35 18 17 30 89 978
State and local 7077 4337 831 81 93 224 26 11 43 343
Medicand 2677 9 60 33s 70 52 181 10 18 62
Other 44 00 3377 4 96 11 41 43 26 125 281
Percentage distribulion
Total 1000 1000 100 0 100 0 1000 100 0 100 ¢ 1000 1000
Direct payments nz 60 400 807 491 837 922 41 8
Tiurd panty payments 68 8 940 60 ¢ 193 509 163 78 582 100 0
Private health insurance 66 358 358 141 222 70 17 9
Phulanthropy and industnal inpiant 21 25 1 38 8 246
Government 400 557 241 5 250 94 61 56 4 754
Federal 277 392 177 32 178 51 33 334 570
Medicare 140 231 131 108 30
Medicard 65 51 3s 24 56 48 286 46
Other 73 110 11 9 14 3 33 18 5213
State and local 123 165 64 20 T2 43 28 231 184
Medicard 46 37 26 17 40 34 206 33
Other 76 129 38 3 32 8 28 25 151

spending, with Federal funds financing the remaining 21
percent—135 percent under Medicare alone More than
26 mullion persons are enrolled under the Medicare
program, 90 percent of whom are aged 65 or older
Benefits averaging about $1,442 per person receiving
benefits were paid in fiscal year for approximately 14 4
million persons Medicaid benefits ($753 per recipient)
were paid to about 22 million recipients

In 1977, the admimistration of these two programs
was consolidated under a new agency—the Health Care
Financing Administration—in the Department of Health,
Education, and Welfare

Medicare paid 24 percent of the money for hospital
care 1 1977, and Medicaid paid 9 percent For physi-
cians’ services the Medicare share was 14 percent and
that for Medicaid 6 percent One-half of the nursing-
home care 1n the Nation in fiscal year 1977 was paid for

by Medicaid Although the amount of money involved 15
relatrvely small, Medicare and Medicaid paid a signifi-
cant portion of the expense for other professional serv-
ices—14 percent and 10 percent, respectively These
amounts were primarily for home health services The 5
percent of the expendrtures for drug and drug sundries
that was paid by Medicaid represents the only signifi-
cant public expenditure 1n this area—31 billion

The other health services category represents primar-
ily spending by public programs that cannot be clas-
sified under the other types of service, including such
services as the field and shipboard facilities of the De-
fense Department and health services providers in public
schools The services provided in industrial plants for
employees are also included mn this category

In addition to amounts spent for Medicare and Medicaid,
other expenditures by Federal, State, and local govern-
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Table 3.—Aggregate and per capita amount and percentage distribution of personal health care expenditures, years

ending September 1975-77—Continued

, Other pro- | Drugs and | Eyeglasses | Nursing | Other
Source of payment Total | Hospital | Phymcians' | Dentists fessional drug and home | health
care Bervices services services sundnes | appliances | care | services
Aggregate amount (in millions) 1975
Total $110 665 $49,973 $24,553 58 034 $2 463 $10 582 $1,822] %9620 | %3616
Dhrect payments 34 697 2,589 9622 6573 1,248 8,953 1 682 4029
Thurd-party payments 75968 | 47,385 14,931 1461 1,215 1,628 40| ss92| 3616
Private health insurance 28,514 17,446 8723 1014 568 656 29 79
Phalanthropy and imdustnial inplant 2 419 1313 36 97 77 £56
Government 45,035 28,626 6171 447 550 973 112F 5436 | 2720
Federal 30,290 19,534 4 427 210 ki 510 63 3100 2 009
Medicare 14 880 11 233 3,140 222 285
Medicaid 7,084 2 461 998 197 119 478 2 647 184
Other 8,326 5 841 289 73 36 2 63 168 | 1825
State and local 14 745 9092 1,745 m 172 463 49 2,336 m
Medicaid 5579 1938 786 155 94 kyy) 2 085 145
Orther 9,166 7,154 959 22 78 B6 49 251 566
Per capita amount
Total $50990 | $23025 $1313 $3702 $1135 $48 76 $340 { %4433 | $16 66
Dnrect payments 159 87 1193 4434 3029 575 41128 T75) 1857
Third-party payments 35003 218 33 68 79 673 5 60 750 65) 25761 1666
Private health insurance 131 38 8039 40 19 467 262 jo 13 36
Philanthropy and industrial inplant 1114 605 17 4“4 36 413
Government 207 50 131 90 2843 206 254 4 48 52 2505 12%3
Federal 139 57 90 01 20 40 124 174 235 29 1428 9 26
Medicare 68 56 5176 14 47 102 131
Medicand 3264 11,34 4 6} N 35 22 1220 85
Other 38 36 2691 133 34 17 15 29 kr 841
State and local 67 94 41 89 B804 82 79 213 23 1076 3128
Medicad pAR | 893 362 71 43 174 961 67
Other 42 23 3296 4 42 10 36 40 23 116 261
Percentage distribution
Total 1000 1000 100 0 100 0 100 O 100 0 1000 100 0 100 O
Direct payments 314 52 392 818 507 845 9213 419
Third-party payments 68 6 948 608 182 493 154 77 581 1000
Private health insurance 258 349 355 126 231 52 16 8
Phlanthropy and industrial inplant 22 26 1 39 ] 248
Government 407 573 251 56 223 912 61 565 752
Federal 274 391 180 34 154 48 34 322 556
Medicare 134 225 128 90 30
Medicard 64 49 41 25 48 45 275 51
Other 75 117 12 9 15 3 34 17 505
State and local 1313 182 71 22 70 44 27 243 197
Medicad 50 3% 32 L9 38 36 n7 40
Other 83 143 39 3 iz |4 27 26 157

ments (totaling $23 9 billion n fiscal year 1977) repre-
sented a sigmficant involvement 1n the provision and
financing of personal health care (table 4) As the fol-
lowing table shows, more than 14 percent of public spend-
ing for health was under programs grouped tn the cate-
gory of general hospital and medical care

Nursing
All | Hospital | Physicians
Public program care | services | services h:ar:;e

All programs 1000 1000 1000 1000
Medicare 364 429 566 50
Medicad 285 16.5 34 88 8
General hospital and medical care 145 190 3 0
Veterans Admuimstration 75 29 7 33
Department of Defense 59 68 12 0
Workers® cornpensation 46 36 142 0
All other 27 13 36 29

This proportion includes spending by the Department of
Health, Education, and Welfare for direct care and
grants-in-aid not wdentified separately, including the In-
dian Health Service, Public Health Service hospitals,
programs of the Alcohol, Drug Abuse, and Mental
Health Administration, State and local spending for
hospital care not funded or reimbursed from other pro-
gram sources, and State and local spending for health
services 1n public schools Seven percent of total public
expenditures was spent by the Veterans Admimstration
for health care for veterans and 6 percent by the Defense
Department for military personnel and dependents

Government payments for hospital services included a
19-percent share for general hospital and medical care
programs and the 10 percent expended for programs for
veterang
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Chart 1.—Percentage distribution of per capita personal health care expenditures, by type of expenditure and source

of funds, fiscal year 1977
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Trends in Health Care Spending

Health expenditures continue to increase at a faster
rate than the economy as a whole In the fiscal year
1977, for example, health spending rose 12 percent
while the GNP increased by 10 percent Health as a
proportion of the GNP has grown from 7 2 percent n
1970 to 8 8 percent 1n 1977, as chart 2 shows The ex-
ceptionally rapid rate of increase 1n heatth care prices 1s
the major cause of the faster growth in outlays for
health Price mcreases for medical care services have
been outpacing the other major necessities of Life (ex-
cept for fuel 1 1977) as the following figures from the
consumer price index show

Percentage 1ncrease
Item

1975 {1976 [ 1977
CPI &l items 91 57 65
Medical care services 126 { 100 99
Housing 108 62 70
Fuel o1l and coal 96 66| 130
Transportation 94 99 71
Apparel and upkeep 45 37 45

Source Bureau of Labor Statistics, Consemer Price Index

Partly as a result of these raptd price increases, health
spending for each person has nearly doubled just since
1970, growing from $334 to $737 (table 5) Other fac-
tors, such as increased per capita use of goods and serv-
ices and changes 1n the kinds of goods and services pro-
vided, have also contributed to the nising level of out-
lays for health purposes

Onc of the fastest-growing expenditure categorics—
and the one receitving the most public attention 1n recent
years—1s hospital care In 1965, hospttal care expendi-
tures represented 34 percent of all national health spend-
ing, by 1977, this proportion had rcached 40 percent
During those same years, such expenditures went from
$13 1 billion to $65 6 billion—five times the level of
spending at the beginning of the period The average
annual increase has been 14 percent a year The amount
spent per capita has grown $172 smee 1970

Commumnity hospitals, pnmanly non-Federal short-term
general hospitals, account for 82 percent of the dollars
spent for hospital care in the Nation and are the focal
point of public attention The number of mpatient days
provided 1 community hospitals has increased 22 per-
cent from 1966 to 1977 (table 6) Because the average
number of days per stay has declined since 1968, 1t ap-
pears that more resources per day are being utilized
Average occupancy rates have been declimng, dropping
from 79 percent in 1969 to 74 percent in 1977—an 1nd-
cation that more unused beds are being maintained, with
the attendant overhead costs The increase 1n the number
of outpatient visits has been dramatic 1n this period—
200 percent To the extent that these visits provide serv-
ices that would otherwise be provided on an inpatient
basis they could have a moderating effect on overall
costs, but they frequently are providing services that
substitute for services in a physician’s office

The rate of mcrease in hospital care spending can be
examined 1n terms of mput factors Since 1970, the ex-
pense of providing an impatient day has increased 13
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Table 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and

source of funds, years ending September 1975-77

[In rmallions]
Other Drugs Government
Physi- , Eyeglasses | Nursing Other
Program and source of funds Total Hospual cm,l'ls' Denusts profes- and Y End hnmeg puble Admin health
care Services SEIVICEs stonal drug appliances care health 1BUEUON | garvicac
services | sundries activities
1977
Total $62,594 | $36199 $7 824 $500 5924 $1,143 $130 $7,184 33,729 $1,743 | §3,217
Medicare (health insurance for
the aged and disabled) 21,591 15,520 4,431 457 362 821
Temporary disability insurance
(medical benefits) ? 103 14 25 2 1 1
Workers compensation {medical
benefits) 2 609 1315 1109 80 52 52
Medicad * 17 103 5 964 1827 398 325 1,016 6 380 846 346
Other public assistance medical
vendor payments 517 190 58 13 10 2 203 11
General hospital and medical
care 8 296 6,877 21 4 3 1,391
Defense Department hospital and
medical care ¥ 3,392 2,459 91 8 12 k]| 9
Maternal and chuld health
services 637 97 60 15 49 14 19 5 378
Government public health
activities ¢ 3720 3729
Veterans” hospital and medical
care 4,334 3,589 58 63 13 k]| 238 40 302
Medical vocational rehabilitation 283 115 142 27
Federal 42,542 25 715 5,808 310 683 614 66 4204 1,289 1430 | 2424
Medicare (health insurance for
the aged and disabled) 2 21,591 15,520 4,431 457 362 821
Workers compensation (medical
benefits) 3 69 45 17 4 1 1
Medicaid * 273 3368 1032 225 184 573 3 603 533 195
General hospital and medical
care 1,605 592 21 4 3 934
Defense Department hospital and
medical care * 3392 2 459 91 8 12 31 791
Maternal and child health
services 322 50 44 10 38 11 12 5 152
Government public health
activities ¢ 1289 1,289
Yeterans hospital and medical
care 4334 3,589 58 63 13 31 238 40 302
Medicat vocabonal rehabilitation 227 92 113 2
State and local 20,051 10 484 2016 190 241 529 64 2,980 2,440 313 793
Temporary disability insurance
(medical benefits) ? 103 74 25 2 1 1
Workers compensation (medical
benefits) * 2 540 1,270 1,092 76 51 5t
Medicaid * 7,389 2,596 795 173 142 442 2,717 313 150
Other public assistance medical-
vendor payments 517 190 58 13 10 32 203 1
General hosputal and medical
care 6 691 6284 406
Maternal and child health
Services s 47 17 4 11 3 7 225
Government public health
activibes * 2,440 2 440
Medical vocanonal rehabilitation 57 23 28 5
See footnotes at end of table

percent Approximately 34 percent of this 1970-77 1n-
crease reflected higher wages and salaries for an 1970
level of employees, and 23 percent resulted from the
price of goods and services that hospitals had to pur-
chase to maintain a 1970 level of services The remain-
ing 42 percent resulted from changes 1n the resources
applied to a day of care These resource changes, some-
times referred to as ‘‘intensity’’ changes, include the
utiization of greater numbers of employees and/or more
highly skilled employees, increased use of services

(laboratory tests, X-rays, etc ) per day of care, and the
provision of new and more expensive kinds of services
such as computerized tomographic scans or heart bypass
surgery

Expenditures for physicians’ services have also been
growing at a rapid pace In 1970 they amounted to
$13 4 billion or $65 per person, 1n 1977 they had
Jumped to $32 2 billion or $146 per person In fiscal
year 1977 and the previous year the physicians’ bill
grew 13 percent and 16 percent, respectively
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Table 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and
source of funds, years ending September 1975-77—Continued

{in mullions]
Other Drugs Government
Hospital Phym. Denusts profes and Eyeglasses | Nursing public Admin Other
Program and source of funds Total care clans SerVIces sional drug and home health \stration health
SeTvices services | sundnes | aPpliances care activines services
19767
Total 555,642 $32,028 %6 876 5468 $713 $1 076 5121 56 115 $3 522 $1,643 | $3,081
Medicare {(health insurance for
the aged and disabled) 2 18 498 13274 3,734 309 326 855
Temporary disabality insurance
{medical benefits) ? 90 65 22 2 1 1
Workets compensation (medical
benefits) 2 21253 1,127 948 69 45 45
Medicaid 4 14 720 5,026 1,743 368 272 944 5,322 720 325
Onher public asststance medical
vendor payments 7 257 89 19 14 43 273 17
General hospital and medical
care 7,845 6,486 20 4 2 1333
Defense Department hospial and
medical care * 3,203 2313 80 7 11 25 768
Maternal and chuld health
services 604 92 58 14 47 14 18 5 356
Government publx: heatth
activities % 3,522 3,522
WVeterans hospital and medical
care 3932 3,275 44 56 1 31 194 ky) 282
Medical vocational rehabilitation 278 i13 139 26
Federal 37,669 22 538 5,059 290 508 585 65 3,615 1,301 1378 2329
Medicare (health insurance for
the aged and disabled) ? 18,498 13,274 3734 309 326 855
Workers compensahon {medical
benefits) 3 68 44 17 4 1 1
Medicad * 8 597 2,926 1,011 213 159 549 3,095 45% 189
General hospital and medical
care 1,536 567 20 4 2 943
Defense Department hospital and
medical care * 3,203 2,313 80 7 11 25 T68
Maternal and child health
services 312 43 42 10 36 11 12 5 147
Government public health
activities ® 1,301 1301
Veterans® hospital and medical
care 3,932 3275 44 56 11 31 194 37 282
Medical vocational rehabilitation 22 90 11 21
State and local 17 973 9 450 1,817 177 204 491 56 2 500 2,221 265 752
Temporary disability insurance
(medical benefits) * 90 65 22 2 1 1
Workers compensation (medical
benefits) * 2165 1083 931 65 43 43
Medicaid 4 6124 2,100 732 154 114 395 2,228 265 136
Other public assistance medical
vendor payments 717 257 89 19 14 48 || 273 17
General hospital and medical
care 6,300 5,919 390
Maternal and chuld health
Services 292 “ 15 4 11 3 6 209
Government public health
activities & 2,22 2,221
Medical vocational rehabilitation 56 23 28 5

See footnotes at end of table

The increasing numbers of physicians and increasing
specialization of physicians play a part 1n this growth It
has been suggested that physicians generate their own
demand so that an increase 1n the supply of physicians
increases the demand accordingly In calendar year
1975, for example, the number of office-based physi-
clans rose 5 percent and at the same time gross revenues
of physicians rose some 20 percent According to a re-
cent study, the growing trend toward specialization 1s a

significant contributor to 1increased expenditures for
physicians’ services !

In addition, increased concern over lLability for mal-
practice has no doubt contributed to the number and
complexity of diagnostic tests performed, adding to the
cost of physicians’ services As third parties assume the

! Nancy Worthungton, “‘Expenditures for Hospital Care and
Physician Services Factors Affecting Annual Changes,” Social
Security Bulletin, November 1975
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Table 4.—Expenditures for health services and supplies under public programs, by program, type of expenditure, and
source of funds, years ending September 1975-77— Centinued

[In mellsons]
Other Drugs Government
Phys Eyeglasses | Nursin, Other
Program and source of funds Tow | Hosptal | 000 | Denusts | profes- | and Yo bome | DUbUC | Admn byl
care services sional drug health istration
SErvices services sundres | APPliances care actvities SErvVICeS
19757
Total $49 472 $28 626 $6,171 $447 $550 $973 $112 $5,436 $3,091 $1346 | 32,720
Medicare (health insurance for
the aged and disabled) 2 15 580 11,233 3,140 22 28% 700
Temporary disability insurance
(medical benefits) 3 5 54 18 1 1 1
Workers compensation (medical
benefits) * 1926 971 B18 59 39 39
Medicad * 13 245 4399 1,784 351 213 855 4,732 582 329
Other public assistance medical
vendor payments 670 233 94 19 11 45 250 17
General hospital and medical
care 7,503 6,345 16 4 2 1,137
Defense Department hospital and
medical care ¥ 3132 2348 78 8 10 22 666
Maternal and chuld health
services 558 85 53 13 43 13 17 4 330
Government public health
activities * 3,091 3091
Veterans hospital and medical
care 3,426 2,852 36 52 9 31 168 38 240
Medical vocational rehabilitahon 265 108 133 15
Federal 32,589 19 534 4427 270 378 510 63 3,100 1,191 1,108 2009
Medicare (health msurance for
the aged and disabled) 2 15,580 11,233 3,140 22 285 700
‘Workers' compensation (medical
benefits) * 54 35 14 3 1 1
Medicad 4 7,428 2,461 998 197 119 478 2 647 344 184
General hospital and medical
care 1,281 476 16 4 2 783
Defense Department hospital and
medical care 3 3132 2,348 78 8 10 22 666
Maternal and ctuld health
services 285 44 39 9 33 10 11 4 135
Government public health
activities © 1,191 1,191
Veterans' hospital and medical
care 3,426 2882 36 52 9 31 168 38 240
Medical vocational rehabiliation 212 86 106 20
State and local 16,883 9,092 1,745 177 172 463 49 2 336 1,900 238 kANl
Temporary disability insurance
(medical benefits) 75 54 18 1 1 1
Workers’ compensation {medical
benefits) * 1,872 936 805 56 37 ky)
Medicad 4 5,817 1,938 786 155 94 kyal 2 085 238 14%
Other public assistance medical-
vendor payments 670 233 94 19 11 45 250 17
General hospital and medical
care 6,222 5 869 353
Maternal and cluld health
Bervices 273 41 14 4 10 3 6 195
Government public health
activities * 1,900 1,900
Medical vocational rehabilitation 5 22 27 5

1 Prelimunary estimates
2 Represents total expendstures from trust funds for benefits and adrmmstrative
costs Trust fund income mcludes premuum payments pad by or on behalf of

']
? Includes medical benefits paid under public law by private msurance carmers
and self-insurers
4 Includes funds pmd into Medicare trust funds by States under “‘buy-n  agree-

financing of a larger share of these services, there 1s less
““‘discounting’’ of charges for persons who are less able
to pay and greater reimbursement for services 2

? Zachary Y Dyckman, A Study of Physicians’ Fees, Council
on Wage and Price Stability, March 1978

ments to cover premums for public assistance recipients and for persons who are
medscally indigent

$ Includes care for retirees and military dependents Payments for services other
than hoeputal care and other health services represent only those made under contract
medical programs

¢ Includes expenditures before 1974 reported under the Office of Economuc Op-
portunity

? Revised estimates

An underlymng factor prompting the growth in price,
use, complexity, and intensity of services 1s the growth
in third-party payments for health care, particularly for
hospital and physicians’ services Contnbuting to nsing
health expenditures are the greater health msurance en-
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Chart 2 —National health expenditures and percent of gross national preduct, selected fiscal years 1950-77

(in billions)

1950 1960 1965 1970

rollment, the implementation of Medicare and
Medicaid, and the greater reliance on retmbursement for
services, whatever the costs incurred (in hospitals) or
whatever the fees charged (by physicians)

In 1960, third parties financed 45 percent of all per-
sonal health care expenditures, 81 percent of hospital
care, and 33 percent of physicians' services By 1970,
the total third-party share had risen to 60 percent and 1n
1977 third parties paid 70 percent overall, with a 94-
percent contribution toward hospital care financing and
a 61-percent contribution for physicians’ services

Despite the increases 1n third-party financing of hos-
pital and physicians’ services, the consumer still pays
drrectly a large share of outlays for all other health serv-
ices, wncluding dentists® and other professional services,
drugs and drug sundnes, eyeglasses and appliances, and
nursing-home care As of 1977, relatively little private
insurance had been written to cover such services
(though dental care coverage 15 growing significantly)

$1626

Fiscal years 1975 1977

Consequently, private insurance paid only 6 percent of
these costs Government spending (mostly through
Medicaid) accounted for 29 percent, leaving the con-
sumer to make direct payments for slightly more than
three-fifths of these bills

Public Program Spending

Preliminary data indicate that the share of total health
expenditures paid from public funds, which had been
rising steadily since the advent of Medicare and
Medicaid 1n 1966, began to decline in 1976 The pub-
lic’s share of health spending was 25 percent throughout
the early 1960°’s Beginning 1in 1966, 1t increased stead-
ily to 43 percent 1n fiscal year 1976 but declined slightly
to 42 percent 1n the year ending September 1976

Medicare expenditures as a percentage of total health
care costs continued to nse—from 12 percent of health
expenditures 1n the year ending September 1975 to 13 per-
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Table 5.—Aggregate and per capita amount and percentage distribution of national health expenditures, selected years

1929-77
Years ending June— Year ending
Type of expenditure September
1929 | 1940 | 1950 | 1960 | 195 | 1990 | 1ovs 19772
Aggregate amount (1n millions)
Total $3 589 $3,883 [ $12,027 | $25856| $38892| $69,201 | $123,716 $162 627
Health services and supphes 3,382 3,729 11,181 24,162 35 664 64 065 116,111 153,887
Personal health care expense 3,165 3,414 10,400 22,729 33,498 60,113 107 383 142 586
Hospital care 651 969 3,698 8,499 13,152 25879 48 376 65,627
Physicians services 994 946 2,689 5,580 8,408 13 443 23 839 32,184
Dentists setvices 476 40 940 1944 2,728 4,473 7,870 10 020
Other professional services 248 173 k12 848 989 1 385 2,378 3,212
Drugs and drug sundnes 601 621 1,642 3,541 4 647 7,114 10,357 12,516
Eyeglasses and appliances 131 180 475 750 1151 1,776 1,751 2,086
Nursing home cars 28 178 480 1271 3818 9,342 12,618
Other health services 64 95 394 1037 1155 2225 3,469 4,322
Expense for prepayment and administration 128 160 430 1012 1,493 2,515 5,768 1,572
Government public health acivines 89 155 st 40t 671 1437 2 960 3,729
Research and medical facilities construction 07 134 847 1,694 3,228 5137 7 605 8,739
Research 3 110 592 1391 1 846 2,972 3,684
Construction 207 131 737 1,102 1837 3,291 4,633 3,055
Per capita amount®
Total $29 16 $28 82 78 35 $141 63 $197 75 $333 57 $571 21 $736 92
Health services and supplies 27 48 2783 7283 13235 181 34 308 8§ 536 09 697 32
Personal health care expense 2572 2547 67 75 124 50 17032 289 76 495 RO 646 11
Hospital care 529 723 2409 46.56 66 87 124 74 223 36 297 38
Physictans services 808 706 1752 30 57 4274 64 80 110 07 145 84
Dentsts services iz I 612 10 65 13 87 21 56 36.34 4511
Other professional services 201 129 250 4 65 500 668 10 98 14 56
Drugs and drug sundnes 4 88 4 66 1070 19 67 2363 3429 47 82 56 72
Eyeglasses and appliances 106 134 309 4n 585 B 56 8 08 945
Nursing howme care 21 116 263 6.46 18 40 4313 5718
Other health services 53 68 257 566 587 1073 1602 19 59
Expense for prepayment and admimstration 104 120 279 566 761 1212 26 63 34N
Government public: health activities 72 116 20 219 341 693 13 66 16 90
Research and medical facilives construction 168 100 552 928 1641 24 76 3511 3360
Research 0 72 ki 707 890 1372 1670
Construction 168 98 480 604 934 1586 2139 2291
Percentage distnbution

Total 1000 1000 1000 1000 1000 1000 1000 1000
Health services and supplies 942 9 0 930 93 4 917 926 939 946
Personal health care expense 88 2 879 863 879 k61 869 86 8 877
Hospital care 181 250 307 29 338 374 91 40 4
Physiclans services 277 244 224 216 216 194 193 198
Dentists’ services 133 104 78 75 70 65 64 62
Other professional services 69 45 32 a3 23 20 19 20
Drugs and drug sundries 167 16 0 137 139 19 103 84 17
Eyeglasses and apphances 37 46 39 29 30 26 14 13
Nursing home care 7 1% 19 33 55 76 78
Other health services 18 24 33 40 3o 3z 28 27
Expense for prepayment and admunistration 36 41 36 39 38 36 47 47
Government public health activities 25 40 29 16 17 21 24 23
Research and medical-facifities construction 58 35 70 66 83 74 61 54
Rescarch 1 9 23 36 27 24 23
Construction 58 34 61 43 47 48 37 31
1Revised estimates 1Based on January 1 data (Apni 1 for the year ending September) data from

2Preliminary estimates crvilian employers overseas and the ¢ivilian population of outlying areas

cent 1n the 12 months ending September 1977 Medicaid
expenditures remained relatively constant at 11 percent,
and State and local spending other than Medicaid de-
creased from 9 percent of total spending to 8 percent
Federal spending other than Medicare and Medicaid also
declined from 8 percent of total spending 1 1975 to 7
percent 1n 1977

The increase 1n Medicare expenditures reflects in part
the rapidly increasing hospital costs, which substantially
affect health costs for persons aged 65 and over, high

users of hospital services Also contributing to the in-
crease 1s the relatively fast growth 1n enrollment of dis-
abled persons and those with end-stage renal disease—a
group that uses high levels of medical services

On the other hand, the relative stability 1n the rate of
growth for Medicaid payments 1n recent years 1s a re-
flection, 1n part, of the stability in the number of
Medicaid recipients The distribution of payments under
Medicaid 15 also changing Since 1973, the share of
Medicaid dollars paid for physicians' services and drugs
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Table 6.—Hospital expenditures and utilization measures 1n community hospitals, 196677

Community hospitals !
| All hospital,
sY:pa‘:::;irlE expenditures Total Number of .\I::rgaug,e Occupancy Number of
(in mlhions) | expenditures | inpatient of stay rate outpaticnt
(1n millions) days (in days) vigits

1966 & $10,564 214,571 79 768 106 524
1967 Q] 12,480 223,384 83 716 109,987
1968 $20 015 14 561 230715 B4 182 114 097
1969 23,098 17,011 237,560 33 788 120,831
1970 26,576 19,930 241 459 82 780 133 545
1971 29 966 22,908 242,645 30 767 148,423
1972 34 080 25 827 242,297 79 754 162 668
1973 3759 28 592 247 821 78 757 173 068
1974 42 929 32 903 255 193 78 756 188 940
1975 49973 39 248 257,594 17 750 190 672
1976 57,497 46 180 260,742 77 746 201 247
19773 65 627 53 661 261,000 76 740 209,600

Percentage change from preceding year
1967 181 41 51 14 32
1968 167 33 12 8 37
1969 154 168 30 ~-12 L] 39
1970 151 172 16 -12 -10 105
1971 128 149 5 -24 -17 111
1972 137 127 -1 -12 -17 96
1973 103 107 23 ~13 4 64
1974 142 151 jo 0 -1 92
1975 164 193 9 -13 -8 9
1976 151 177 12 0 -5 55
1977 141 162 1 ~13 -8 42

! Based on data compiled by the Amenican Hospital Association from the
Annual Survey of Hospitals and the National Hospital Panel Survey

has declined while the share paid for hospitals and
nursing homes has gone up (table 4) Large increases
In payments to intermed:ate care facilities for the men-
tally retarded explain part of the growing share of
Medicaid payments expended for nursing-home care
Factors contributing to the decline 1n the public’s
share of health spending are decreases in Department of
Defense outlays and spending for State and local psy-
chiatric hospitals

Medicare Financing

All Medicare benefit payments are made from either
the hospital msurance (HI} trust fund or the supplemen-
tary medical msurance (SMI) trust fund Recently,
contributions to these trust funds have been drawn in-
creasingly from general tax revenves rather than pre-
mium payments and payroll taxes, as the data for
1975-77 1n the tabulation at the bottom of the next col-
vmn show
In fiscal year 1976, 19 percent of the income of the trust
fund was from general revenues, in 1977 this share was
26 percent

The rapid growth of general revenues as a percent of
all Medicare receipts comes primanly from the increase
in Federal matching funds for premuums paid into the SMI
trust fund Changes in the amount of premwums paid for
mdividuals into this fund are limited by the factor used
in raising the amount of monthly cash retirement and
survivor benefits under the social security program For
persons eligible for disability benefits or end-stage renal
disease benefits, the premuums are further limited to the

2Data not available
3Preliminary estimates

premium level paid by persons aged 65 and older Since
SMI benefit payments have grown faster than premium
payments limited by these provisions, Federal matching
funds required to maintain the trust fund have grown
proportionately faster

Income to the HI trust fund from the payroll tax has
declined slightly—from 92 percent 1n 1974 to 89 percent
in 1977 This drop 1s primanily the result of the increase
coming from general revenues

Fiscal year
Source of funds

1974 | 1975 | 1976 | 1977
Total Medicare receipts 1000 (100011000 | 1000

Percent from—
Payroll tax 6944t 676 656| 600
Premium payments by encollees 99 99 92 835
Premuum payments by Medicaid 11 13 13 1t
General revenues 164 169 | 194 264
Interest 31 43 44 40
Hospital 1nsurance receipts 1000 | 1000 | 1000 | 1000

Percent from—
Payroll tax! 922 | 909 | B38| 838
General revenues 43 42 48 61
Interest 35 49 53 51

Supplementary medical insurance

receipts 1000 | 1000 | 1000 | 1000

Percent from—
Premuum payments by enrollees 403 | 3871 342 262
Premium payments by Medicad 45 49 49 33
General revenues 533 | 539 | 588 | 684
Interest 20 24 21 19

'Includes small amounts paid 1n HI premiums by persons previously
ununsured

Source Unpublished Treasury reports keyed to Final Statement of Receipts
and Expenditures of US Government
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v

Concepts, Definitions, and Sources
of Data

Estimates of national health expenditures are com-
ptled by type of expenditure (use of funds) and channel
of financing (source of funds) In most instances, the
total level of the expenditures for each type of service 1s
developed for the Nation as a whole, estimates for gov-
ernment spending for these services are then subtracted
to denve the private contribution In all cases the intent
15 to account for each dollar spent for the provision of
health care and to count 1t only once as 1t moves through
the complex channels that are invelved 1n the American
health care system

Expenditures by Government Programs

All expenditures for health care that are channeled
through any program established by public law are
treated as a public expenditure 1n these estimates Ex-
penditures under workers’ compensation programs, for
example, are included with government expenditures al-
though they involve benefits paid by private insurers
from premiums that have been collected from private
sources

Funds dtsbursed by public programs are reported as
program expenditures, including private contributions
made by enrollees in the supplemental medical nsur-
ance (SMI) program under Medicare The benefit ex-
penditures reported m this senes are not adjusted to elrm-
nate the Medicare-Medicaid duplication that exists be-
cause payments are made by State governments into the
Medicare trust fund 1n the form of SMI premiums for
public assistance and supplemental secunity income
(SS1) recipients and reported as a Medicaid expenditure
This “*buy-1n’’ amount was $259 million 1 1977

Federal expenditures. Federal program expendi-
ture levels correspond closely with those reported 1n the
analysis of Federal health care programs prepared by the
Office of Management and Budget from data supplied
by the various Federal agencies 3

Several significant differences exist, however, be-
cause of the conceptual framework on which the na-
tional health expenditure series 1s based Expenditure
for education and traiming of health professionals are
excluded These Federal expenditures include, princi-
pally, direct support for health professional schools and
for student assistance through loans and scholarships
Training 1s funded for a wide variety of health
professionals—including physicians, dentists, nurses,
mental health and other health professionals, research
personnel, and paramedical personnel Also excluded
are payments by agencies for health insurance for em-

3 See Office of Management and Budget, “‘Special Analysis L
Federal Health Programs,’' Special Analyses, Budget of the
United States Government, Fiscal Year 1979, January 1978

ployees, which are treated along with other private
health insurance expenditures

Qutlays by Federal programs are classified by the
type of health care provided, according to the best in-
formation available from each program

**General hospital and medical care’’ 1s the term used
to describe all Federal spending that 1s not separately
reported i this series Included are expenditures of the
Indian Health Service, Public Health Service hospitals,
and the Alcohol, Drug Abuse, and Mental Health
Administration

State and local government expenditures. In gen-
eral, all spending of State and local government units
for health care that 1s not financed by Federal funds as
benefit payments or grants-in-aid or by patients or therr
agents 1s treated as State and local expenditures For
State-administered programs, such as Medicad, the fig-
ure reported 1s net of matching revenues from the Fed-
eral Government

Health expenditures made by State and local govern-
ments that involve funds received from the Federal
Government under revenue sharing are reported as a
State and local expenditure, not as a Federal expend:-
ture 4 No 1nformation 15 available on the use of such
funds by specific programs

Payments for employee health insurance by State and
local governments as employers are excluded from gov-
ernment spending and included under private health in-
surance expenditures as are Federal Government expend-
1tures for its employees

State and local spending classed as general hospital
and medical care includes spending 1n all State and local
hospatals paid for by State and local governments from
their own revenues after deducting revenues from Fed-
eral or private sources or under State programs reported
elsewhere 1n this report Spending for public school health
programs 15 also included here under “‘other health serv-
ices '

Hospital Care

The estimates of expenditures for hospital care are
comptled chiefly from data on hospital finances col-
lected by the American Hospital Association (AHA) as
part of thetr Annual Survey of Hospitals and the
monthly National Hospital Panel Survey The data
from the monthly survey 1s used to project levels of
community hospital expenditures for periods more re-
cent than the latest annual survey and to adjust the an-
nual survey data to correspond to the various periods for
which estimates are made

The composite estimate represents all spending for
hospital services in the Nation for both inpatient and

4 See Sophe R Dales, **Federal Grants to State and Local Gov-
ernments, Fiscal Year 1975 A Quarter Century Review,"' Social
Security Bulletin, September 1976, table 3, page 28
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outpatient care, including all services by hospital staff
(including physicians salaried by the hospital) and
spending for drugs and other supplies Self-employed
physicians’ services 1n hospitals (surgeons, for example)
are not counted as hospital expenditures Anesthesia and
X-ray services are sometumes classified as hospital care
expenditures and sometimes as expenditures for physi-
cians’ services, depending on billing practices

The focus 1s on outlays for hospital services rather
than the cost of providing service Total revenue data
are therefore used for community hospitals, for other
types of hospitals, where revenue data are not available,
total expenses are used Certain adjustments are made 1n
the AHA data Additions are made to allow for a small
number of hospitals not included, small amounts of Fed-
eral grants 1n aid are deducted since they are counted as
rescarch expenditures, and spending for intermediate-
level care for the mentally retarded 1s moved to the
nursing-home category For Federal hospitals, agency
rather than AHA figures are used

Nursing-Home Care

Expenditures for nursing-home care encompass
spending 1n all facilities or parts of facilities providing
some level of nursing care Included are all nursing
homes certified by Medicare and/or Medicaid as
skilled-nursing facilities, those certified by Medicaid as
mtermediate-care facilities for regular patients as well as
solely for the mentally retarded, and all other homes
providing some level of nursing care even though they
are not certified under either program

The estimates for total nursing-home expenditures
other than those intermediate-care facilities serving the
mentally retarded are derived from data on facilities,
utilization and charges, and wages 5 Estimates for
years for which no data are available are based on avail-
able economic and other indicators

Services of Physicians, Dentists, and Other
Health Professionals

Expenditures for the services of these practitioners are
primarily based on data compiled from business income
tax returns filed with the Internal Revenue Service The
Internal Revenue Service prepares summaries of the fi-
nancial information on the returns by type of busmess
Annual reports of these summaries are published 1n
Statistics of Income—Business Income Tax Returns.

5 For a defimition of faciliies data, see National Center for
Health Statistics, ‘Selected Operating and Financial Charactenstics
of Nursing Homes,"” Vital and Health Statistics (Series 13, No
22) Data on charges based on published and unpublished figures
from National Center for Health Statistics, Vital and Health
Statistics, Series 14 Information on wages from Bureau of Labor
Statistics, Industry Wage Survey Bulletin 1638, October 1967—
Apnl 1968, Bulletin 1855, May 1973, Bulletin 1964, May 1976

For physicians and dentists, total business receipts
(which excludes non-practice-derived income) are to-
taled for sole proprictorships, partnerships, and incorpo-
rated practices For physicians, that portion of spending
for outpatient independent laboratory services hilled di-
rectly to patients and not included with physicians'
business receipts 1s added, as well as estimated expenses
of group-practice prepayment plans m providing physi-
clans’ services (to the extent that they are not duplicated
in physicians’ income from self-employment) Esti-
mated receipts by physicians for life insurance exams
are deducted Physician group practices that are non-
profit corporations are included with prepayment plans
as indicated above or, in some cases, with hosprtal ex-
penditures where services are provided under contract to
hospitals

The salaries of physicians and dentists on the staffs of
hospatals and hospital outpatient facilities are considered
a component of hospital care, 1f they are serving n field
services of the Armed Forces their salanies are included
m *‘other health services > Where they are separable,
expenditures for the education and training of medical
personnel are consitdered as expenditures for education
and excluded from health expenditures

Expenditures for group-practice dental clinics are
added to dentists’ busmess receipts No separate ad-
Justment 1s made for dental laboratories, smce all bil-
lings are through dentists’ offices

The Internal Revenue Service also compiles data on
the income of other health professionals 1n private prac-
tice These include private-duty nurses, chiropractors,
and optometrists, as well as other undesignated health
professtonals Estimates for the salaries of visiting
nurses are added to the private mncome of other health
professionals The portions of optometnsts’ receipts that
are for eyeglasses are deducted since it 1s assumed that
they ar¢ included under spending for eyeglasses and
apphances

Drug and Drug Sundries, Eyeglasses and
Orthopedic Applhiances

Expenditures 1n these categories mnclude only spend-
ing for ocutpatient drugs and appliances and exclude
those provided to hospital inpatients, nursing-home pa-
tients, and through physicians’ offices The basic source
of the estimates for drugs and drug sundries and for
eyeglasses and appliances 1s the estimate of personal
consumption expenditures compiled by the Bureau of
Economic Analysis of the Department of Commerce as
part of the National Income and Product Accounts Thas
estimate 15 adjusted by deducting estimated payments by
workers’ compensation programs (a part of which 1s pri-
vate consumer payment 1n the Commerce series but
treated as a public expenditure in this National Health
Expenditure senes) The resulting private spending fig-
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ure for drugs and for apphances 1s combined with ex-
penditures for all public programs for these products arrive
at the total amount of expenditures for the Nation

Other Health Services

Items of expenditure that could not be classified
elsewhere are brought together 1n the category *‘other
health services " It includes, for each public program,
the residual amount of expenditures not classified as a
specific type of medical service In addition, it includes
(1) industrial m-plant services, (2) school health serv-
1ces, and (3) medical activities 1n Federal units other
than hospatals

Expenditures for industrial in-plant services consist of
amounts spent for maintaining health services 1n private
industry  School health spending 1s reported under the
source-of-funds category of general hospital and med:-
cal care Expenditures for medical activities i Federal
unifs other than hospitals are residual amounts that rep-
resent primarily the cost of maintaining outpatient
facilines (separately from hospitals} and field and ship-
board medical stations

Government Public Health Activities

The Federal portion of government public health ac-
tivities consists of outlays for the organization and de-
lrivery of health services, the prevention and control of
health problems, and similar health activities adminis-
tered by vanious Federal agencies, chiefly the Depart-
ment of Health, Education, and Welfare The data for
these programs are taken from the Special Analyses of
the Budget

The State and local portion represents expenditures of
all State and local health departments less intergovern-
ment payments to the States and localities for public
health activities It excludes expenditures of other State
and local government departments for air-pollution and
water-pollution control, samtation, water supplies, and
sewage treatment The source of these data 1s Govern-
ment Finances (annual publication of the Bureau of the
Census)

Expenses for Prepayment and Administration

Prepayment expense represents the difference be-
tween the earned premuums or subscription income of
private health msurance orgamizations and theiwr claims
or benefit expenditures (or expenditures for providing
such services 1 the case of orgamzations that directly
provide services) In other words, 1t 1s the amount re-
tained by health mnsurance orgamzations for operating
expenses, additions to reserves, and profits

The administration component includes nonpersonal

health expenditures of private voluntary health organiza-
uons for health education, lobbying, fund-raising, etc
In addition, 1t includes administrative expenses (where
they are separately identified) of federally financed
health programs Such data were available for Medicare,
Medicaid, and the Veterans Administration and De-
partment of Defense contract programs for med:cal care

Medical Research

Expenditures for medical research mclude all spend-
mg for biomedical research and research in the delivery
of health services by private organizations and public
agencies whose primary object 15 the advancement of
human health Also included are those research expendi-
tures directly related to health that are made by other
agencies, such as those of the Department of Defense or
the National Aeronautics and Space Administration Re-
search expenditures of drug and medical supply com-
panies are excluded, since they are included 1n the cost
of the product

The Federal amounts represent those reported as med-
1cal research 1n the Special Analyses of the Budget The
amounts shown for State and local governments and pri-
vate expenditures are based on published estimates pre-
pared by the National Institutes of Health—primanly 1n
the annual publication, Basic Data Relating to the Na-
tional Institutes of Health,

Construction of Medical Facilities

Expendrtures for construction represent **value put 1n
place’” for hospitals, nursing homes, medical clinics,
and medical research facilities but not for private office
buildings providing office and laboratory facilities for
private practitioners 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 n place™’ for construction of
publicly and privately owned med:ical facilities in each
year are taken from Department of Commerce reports
Some portion of the construction dollars reported 1n a
given year 1s reported again 1n subsequent years as de-
preciation It ts estimated that the majority of new med-
ical facility construction 1s currently being financed
through long-term loans from the private capital mar-
kets Depreciation costs are treated as legitimate ex-
penses to be covered by reimbursements from both pri-
vate and public insurance Thus, some duplication exists
m the reporting of health spending since a portion of the
construction outlays in earlier years is subsequently re-
ported as depreciation expenses This duplication 15 es-
tumated to be small, not significantly affecting total
health expenditures
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Population Estimates

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

Pericd Total U §
population
(1n thousands)
January 1
1929 123,077
1935 129,118
1940 134,012
1950 153,513
1955 167,022
1960 182,557 -
1965 196,671
1966 169,038
1967 201,234
1968 203,369
1969 205,345
1970 207,457
1971 209,539
1972 211,583
1973 213,238

Recent Publications *

Social Security Administration

Center for Policy Research, Inc  Using Blood Tests to
Establish Paternity. Washington Office of Child
Support Enforcement, Planning and Evaluation Branch,
1977 45 pp

Lerner, Philip R Social Security Beneficiaries Re-
siding Abroad, 1976. Washington Office of Research
and Statistics, 1978 32 pp

Lingg, Barbara A Social Security Beneficiaries in
Metropolitan Areas, 1976. Washington Office of
Research and Statistics, 1978 42 pp

McManus, Leo A  The Effects of Disability on Life-
time Earmings. (Office of Research and Statistics,
Staff Paper No 30) Washington US Govt Print
Off , 1978 30 pp

* Prepared 1n cooperation with the Office of Research and Staus-
tics Library, Social Secunty Administration Orders for items listed
should be directed to publishers and booksellers, Federal publications
should be ordered from the Superintendent of Documents, U S Gov-
ernment Prninting Office, Washington, D C 20402

1974 214,783

1975 216,587
1976 218,368
1977 220 245
Apnl 1 217.03
1975 ,031
1976 218,843
1977 220,685

These figures represent the entire population, including
the Armed Forces and Federal civilian employees over-
seas and the civilian population of outlying areas

Private Health Insurance

Estimates of benefits paid and the prepayment ex-
pense of private health insurance cerganizations are de-
nved from the data series on the financial expenence of
private health insurance organizations compiled by the
Health Care Financing Administration The latest annual
report 1n this serics will be carned n the September
1978 Social Security Bulletin

Office of Research and Statistics  Comparative Studies
Staff Social Security Programs Throughout the
World, 1977. (Research Report No 50 ) Washing-
ton US Govt Prnint Off , 1978 259 pp

U S Department of Commerce Office of Federal
Statistical Policy and Standards Bureau of the Cen-
sus  Social Indicators, 1976. Washington U S8
Govt Print Off , December 1977 564 pp $7 00
Contains comprehensive graphic collection of statisti-
cal data descnibing current social conditions and trends

U S Department of Labor Burean of Labor Statis-
tics  U.S. Working Women: A Databook. Wash-
mgton US Govt Print Off , 1977 67pp $250

Tables, charts, and text present changing trends 1n the
past quarter century

Retirement and Old Age

Baumhover, Lorin A and Jones, Joan DeChow (edi-
tors) Handbook of American Aging Pro-
grams. Westport, Conn Greenwood Press,
1977 188 pp 317 50

Sheppard, Harold L. and Rix, Sara E The Graying of
Working America—The Coming Crisis in Retire-
ment-Age Policy. New York The Free Press,
1977 174pp $1295

Focuses on social and economic impact of current
retirement-age policy and need for change in the near

future
{Continued on page 35)
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