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Prtvate health msurers collected a record $39 4 btllton m Pre- 
mmms and returned $35 btllton m benefits to thetr subscnbers in 
1976-a reflectton of the steadily rtsmg cost of health care, 
higher uttltzatton, and the demand for expanded services The 
industry expenenced a net underwntmg loss of $611 mtllton, 
mainly because claims and operatmg expenses under msurance- 
company group business ran 3 percent above premium income 
About 77 percent of the ctvtltan population had some form of 
prtvate hospital insurance, and about the same percentage had 
some form of surgtcal insurance Lesser proportions were cov- 
ered for other types of care An esttmated 12-13 percent of the 
population under age 65 had no economtc protectlon agamst the 
costs of tllness or health-related care-under either a private 
msurance plan or a public program Although virtually all of the 
aged were covered by Medicare, some 13-1.5 mtllton bought 
prtvate msurance, most of it under plans that covered some or all 
of the gaps tn the Federal program 

The net number of different persons who had private 
health msurance mcreased m 1976 Total enrollments 
dropped as duphcate coverage declined Dental cover- 
age rose sharply, and coverage for non-hospltal- 
assocmted care showed some gams Health msurance 
premmms rose to $39 4 bdlmn to meet the rumg cost of 
benefits, higher utlluatlon, and the demand for ex- 
panded serwces All but the $4 4 bllhon of these pre- 
mums retuned by prwate msurers was returned to 
consumers m benefits 

Extent of Health Insurance Coverage 

Net Number of Insured 
The net number of different persons who had prwate 

tnsurance for hospltal care and surgical servlces m- 
creased by about 2 m~llmn m 1976 This mcrease 
brought coverage of the U S c~whan population to 76 8 
percent for hospltal care and 75 8 percent for surgical 
serwes (table 1) 

Smaller proportlons of the population had economx 
protectmn agamst other health care costs through private 

‘Offlee of Pahcy, Plann,ng, and Research, OffIce of Rnanaal 
and Actuanal Analysts, Health Care Fmancmg Admmlstratmn 

msurers About three-fourths of the under-age-65 popu- 
latlon had prwate msurance that pald some of the cost of 
In-hospttal physuans wslts, X-ray and laboratory 
exammatmns, prescribed drugs, and nursing wwces 
Only three-ftfths of this age group had any coverage for 
physuans’ home and office wslts, and only one-third 
for long-term care 

Although only 24 percent of the populatxon under age 
65 had dental protectmn m 1976, the proportlon had 
risen from 18 percent in Just one year Largely as a 
result of collectwe bargaming, dental coverage IS the 
fastest-growmg area of health msurance, wth 12 nulhon 
new enrollees tn 1976 

Almost all the aged have coverage under the Federal 
program of health msurance for the aged and disabled 
(MedIcare) They contmued to buy complementary m- 
surance that pald some or all of the patlent deductibles 
and comsurance reqmred by Medtcare for hospttal care, 
physlcmns’ servtces, and nursmg-home care Some of 
these plans also made partml payments for serwces 
totally excluded by MedIcare-prescrtbed drugs and 
pnvate-duty nursmg Employer-related coverage con- 
tmued mto retuement for some workers, other retirees 
bought mdwldual coverage, stdl others had a combma- 
tlon of employer-related and mdwtdual coverage About 
14 6 nnlhon or 63 percent of the aged had supplemen- 
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Table I.-Estmtates of net number of different persons under prwate health msurance plans and percent of populatton 
covered, by age and spectfied type of care, as of December 31, 1976 

76 8 

75 8 
72 7 

70 6 
58 0 
** 8 

Table 2 -Gross enrollment under prtvate health tnsurance plans, by age, type of p]an and speclfled type of care, as 
of December 3 1, 1976 

180 381 I IF.0 35, I 

12,432 10.370 
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tary msurance for hospttal care, 12 9 mdhon or 56 
percent for surgical care, and about 5 mtlhon or 20-22 
percent for other serwcesdrugs, nursmg serwces, and 
long-term care 

Total Enrollments 
Prwate msurance orgamzatmns reported fewer per- 

sons enrolled m health care plans m 1976 than m the 
previous year (table 2) Most of the decrease occurred m 
mdwldual plans of the commerctal caners About 3 
mllhon enrollments for hospital coverage were lost, 
wth smaller losses m coverage for phystctans’ sernces 
The mcreasmg cost of msurance led many persons to 
drop mdtvtdual pohctes, espeaally when they were also 
covered by a group pohcy or another mdtvtdual pohcy 
Some msurance compames stopped wrttmg mdwdual 
medtcal-expense coverage because of dlfftculttes en- 
countered tn gettmg rate mcreases 

Another factor m the declme was newly avadable 
group coverage for groups of 10 employees or less 
Prevmusly only mdtvtdual coverage was wadable for 
small groups The new group coverage, known as 
multtple-employer trusts, was offered by brokers to 
trade assoctatlons of small employers These new 
brokerages became controversml when some trusts be- 
came unmsured or self-funded m an effort to mamtam 
lower rates Efforts were made to place them under 
State msurance department regulation and some htlga- 
tton developed m the courts The number of enrollments 
actually represented by these consohdated trusts IS not 
known because reportmg was not requtred It 1s beltwed 
that most of the self-funded plans ~11 return to the 
msurance fold 

The small drop tn reported group tnsurance 
coverage--about one-thud of a mtllton-was probably 
due to reportmg techmcalmes In 1975, when the un- 
employment rate reached 8 5 percent, It was ltkely that 
overreporttng occurred because the compames PrOJeCt 

enrollment levels from the policy anmversary dates to 
the end of the calendar year As a result, m 1976, when 
the unemployment rate went down to 7 7 percent and an 
mcrease tn the number of persons covered by health 
msurance would normally have been expected to occur, 
enrollments reported were lower They were, however, 
lower only m the sense that they ran below the over- 
reported 1975 figure 

The small declme tn enrollments reported by Blue 
Cross-Blue Shteld plans ts constdered to result from the 
declme m the number of dependents to regular con- 
tracts The number of chtldren IS fallmg, and, as Medt- 
care complementary contracts contmue to rtse, the 
number of elderly dependents per contract IS declmtng 

MaJOr-medlcal coverage mcreased only shghtly m 
1976 The gam was tn comprehenstve coverage plans 
wrttten by the compames and Blue Cross and Blue 

Shield Both types of msurers lost enrollments tn 
supplementary major-medlcal plans 

Type of Care and Insurer 
Table 2 also shows enrollments for all prtvate msurers 

by type of health care for each type of msurer and for 
each of the age groups Gross enrollment for persons of 
all ages for hospital care was 208 6 mtllmn, or 44 3 
mdhon more than the net coverage for thts type of care 
Dupltcate enrollments occur when (1) both spouses are 
employed and both have group msurance through their 
employer, (2) persons wtth group coverage purchase one 
or more tndwldual pohctes to supplement the group 
plan, and (3) persons not ehglble for group coverage 
purchase two or more mdtvtdual pohctes tn an effort to 
obtam adequate health care coverage The rate of duph- 
cafe coverage was less for surgtcal msurance Approxt- 
mately 30 6 mdhon enrollees had duphcate coverage- 
almost 16 percent of gross enrollments 

As m prevtous years, msurance compames contmued 
to dommate the market part~ularly for those tn the work 
force and thetr famtltes Employer-related group 
polnes and pohaes sold to mdiwduals under age 65 
covered almost 107 mdllon persons for hospttal care. 
well above the 77 mtllton persons of thts age group 
covered by Blue Cross-Blue Shteld plans Insurance 
company shares of the market for other health care 
servces were even greater, rtmnmg from 56 percent of 
total enrollment for surgical servtces to 71 percent of 
enrollments for physnans’ office and home wits, 
(table 3) 

Blue Cross-Blue Shteld plans had the largest share of 
the market for coverage of nursmg-home care for all age 
groups Almost all of the complementary msurance sold 
to Medtcare benefnartes was through these plans 

Independent plans contmued to hold a small portion 
of total enrollments These plans, whtch usually offer a 
comprehenstve set of health care serwces. covered 9 
mtlhon persons for hospttal care, about 11 mtllton for 
physwans servtces, about 16 mdhon for dental care, 
and about 7 mrllton for most other types of care They 
predommated among aged enrollees as a result of col- 
lecttve bargammg agreements that conttnued workers’ 
health msurance coverage mto then retlrement years 

Persons Under Age 65 Without Private Health 
Insurance 

An estimated 41 mtlhon Amencans under age 65 had 
no pnvate msurance for hospttal or surgtcal care m 
1976 In thn group were persons who chose not to buy 
health msurance, those who could not obtam prrvate 
msurance and had to pay thetr own btlls, and those who 
received asststance tn meetmg thetr medal expenses 
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Table 3.-Percentage dtstrtbutlon of total gross enrollment under prtvate health msuranw plans, by age, type of plan, 
and spectfied type of care, as of December 31, 1976 

through pubhc programs such as Medtcare, Medtcatd, 
the ctvtltan health and medtcal care program for the 
untformed servtces (CHAMPUS), Veterans Admmtstra- 
tton programs, and workers’ compensation 

Prehmmary figures mdtcate that 20 8 mlllton persons 
under age 65 recetved Medtcatd (medtcal asststance) 
payments tn ftscal year 1976 Of these, 2 7 mtllton were 
permanently and totally dtsabled, 10 6 mdhon were 
dependent chtldren under age 21, 5 3 mlllton were 
adults tn famthes wtth dependent chtldren, and the 
remammg 2 2 mtlhon were the blmd and other eltgtble 
persons under age 65 

Medicare covered 2 4 mtlhon dtsabled persons under 
age 65 for hospttal care and 2 2 mtllton for supplemen- 
tary medtcal msurance (SMI) State and Federal work- 
ers* compensatton programs covered 69 1 mtllton per- 
sons, but this coverage appltes only to work-related 
medtcal expenses 

Persons Under Age 65 Without Any Coverage 
Esttmates of the net number of persons under age 65 

wtthout coverage by a health msurance plan-pubhc or 
pnvate-range from 12 to 13 percent of the total group 
Unpubltshed preltmmary esttmates from the Bureau of 
the Census Survey of Income and Educatton mdtcate 
that m 1975 about 25 mtllton persons, or about 13 
percent of those under age 65, had no msurance The 
Robert Wood Johnson Foundation tn a. recent study of 

the leadmg mdlcators of access to medlcal care estt- 
mated that 12 percent of that age group had no msur- 
ante ’ 

Persons Aged 65 and Over 

The Natlonal Health SurveyZ prowdes esttmates of 
the msurance coverage of persons aged 65 and older m a 
far amount of detatl Some public programs are 
excluded from thetr stattstlcs, however As a result, no 
esttmate 1s gtven of the number or proportlon of the 
aged population that had no health msurance coverage 
whatsoever-etther under a pubhc program or under a 
prtvate msurance plan 

On January 1, 1977, the MedIcare program covered 
22 8 mtllton persons (98 1 percent of the aged popula- 
tton) for hospttal care and msured 22 5 mtlhon (96 8 
percent of the aged) for SMI The Current Medtcare 
Survey of the Soctal Securtty Admmtstratlon has estt- 
mated that 14 9 mtllton of the 22 5 mtlhon wth SMI 
also carrted prtvate hospttal msurance and 13 0 mtlhon 
had prtvate surgtcal msurance It IS not known how 
many of the 400,000-700,000 aged wthout Medlcare 
coverage were covered by prwate health msurance 

‘The Robert Wood Johnson Foundatmn, Special Report 
Number One A New Survey on Access to Medwal Care, 1978 

‘National Center far Health Statmc~, Natmnal Health Survey 
(Senes IO, No 117). page 3, table C 
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Medlcatd stattstlcs for fiscal year 1976 reported that 3 8 
mtllton persons aged 65 and over recaved Medtcatd 

Because the number of the aged served by some 
publtc programs ts not known, nor the extent of the 
overlap tn coverage between prtvate coverage and publtc 
programs, the number wtthout any economic protectton 
agamst the costs of health care and tllness-though 
thought to be very small--ls difficult to determme The 
Survey of Income and Educatton has made a preltmmary 
esttmate, however, that 3 3 percent of the aged are not 
covered by any health msurance plan 

The Quality of Health Insurance 
Not enough ts known about the quahty of health 

tnsurance coverage How broad and deep ts the protec- 
tton7 What are the beneftt levels~ To what degree are 
hospital and medtcal costs me0 What exactly do the 
plans provtde? What are the costs? Stattsttcal reports on 
new group coverage wrttten by msurance compames and 
those on plan prowstons by the Blue Cross-Blue Shteld 
nattonal organtzatlons provtde some mstght tn thts area 
No centrahzed data source exists, however, nor has any 
overall evaluation been made of the content and depth of 
health plans and polues sold to mdwtduals 

Those persons who have maJar-medical msurance 
(approxtmately two-thuds of the populatton) do have 
substanttal protectlon agamst hospltal costs, but few 
have ftrst-dollar coverage because of the deducttble and 
comsurance requtrements of the maJar-medical plans 
The remammg third of the populatton-those wthout 
maJar-medlcal expense protection, the maJortty of mdt- 
vtdual buyers of msurance, and those wtthout any pn- 
vate health msurance-had to pay duectly for a sub- 
stanttal part of thar hospttal care costs or rely on pubhc 
programs, such as Medlcatd, to pay or to help pay 
hospttal btlls 

Prtvate msurance plans contmue to be characterwed 
by exclusions, restrtcttons, and ltmttattons The plans 
do, however, offer health care benefits commensurate 
wtth what the market wtll bear tn cost and wtth what 
some msurance experts consider sound plan destgn 

Group Coverage 
Accordmg to a report by the Health Insurance Instt- 

tute, among 472 group health tnsurance plans wrttten for 
the fust ttme or renegottated tn the first 3 months of 
1977 for groups of 100 employees or more, 39 percent 
were financed enttrely by the employer In 6 percent of 
the plans the employee pad the enttre premmm, and the 
other 55 percent were fmanced by Jomt contrlbutlons 

Among these large groups, 192 offered baste cover- 
age, 198 provided supplementary maJO*-medICa cover- 
age, and 186 provtded comprehenstve maJar-medtcal 
coverage Where the baste plans were ltmtted they did 

not use deductibles but rehed on mternal hmtts as the 
fmanctal control tn relatton to uttltzatton Among the 
179 plans that offered baste hospttal coverage, for 
example, only 116 pad the full cost for semtpnvate 
room and board, and 53 had a maxtmum dally benefit of 
less than $80 

Only 63 plans provtded addtttonal benefits under the 
basic plan for confmement tn a hospltal mtenwe care 
untt Only 90 plans pad for preadmlsston testmg 
Moreover, the maxtmum number of covered hospital 
days was less than 80 for more than half the plans 
About half provtded full retmbursement for mlscellane- 
ous hospltal expenses 

Surgtcal benefits were pad on a reasonable and 
customary-charge basts by only 40 of the baste plans, 
m-hospttal medtcal expense by only 17, and only 2 
plans pad reasonable and customary charges for physt- 
Clans’ office Vlslts 

The overall beneftt hmtt for basrc dtagnostlc X-ray 
exammatlons was $100 or less for 80 of the 179 groups 
Only 11 plans had no benefit ltmtt for these servtces 

Basic coverage only was provtded by Just 13 plans 
Thus, maJar medlcal coverage helped to cover the addt- 
ttonal patlent costs mcurred but almost all such plans 
had comsurance rates (most frequently 20 percent) and 
tmposed a deducttble of $100 or more Only 63 of the 
186 plans wtth comprehenswe maJo*-medical coverage 
provtded full retmbursement for covered expenses tn 
one or more servtce areas Of these, only four pad full 
benefits for both nonscheduled hospttal and surgical 
care Stmtlar restruztlons and ltmttatlons were found tn 
SUpplementary maJar-medud coverage 

Employer contrtbuttons were lower and coverage was 
generally more restrtcted tn the newly wrttten group 
coverages for smaller groups of employees Of the 761 
baste plans covermg fewer than 100 employees, for 
example, only 41 percent provtded full payment for 
hospttal semlprwate room-and-board charges, compared 
wtth 65 percent of the baste plans for groups of 100 
employees or more Only 47 percent of the small plans 
retmbursed miscellaneous hospttal expenses wtthout 
ltmlt, compared wtth 54 percent of the large plans 
Reasonable and customary charges for m-hospttal 
phystctans’ vtslts were pad by only 13 percent More 
than half of the small plans had an overall hmtt of $100 
for baste dlagnosttc X-ray servtces, compared wtth 5 out 
of 10 of the large plans On the other hand, 95 percent 
of new groups wtth less than 100 employees rncluded 
baste plans plus maJar-medical and 93 percent of groups 
wtth more than 100 employees mcluded basic plus 
maJOt-medud coverage 

Individual Policies 
Indtvtduals have less access to health care msurance 

protection than groups They often face age-ltmtt re- 
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strlctlons and/or the termmanon of msurance benefits, 
once stated maxmums are reached Waltmg periods and 
exclusions from coverage because of preexlstmg condl- 
tlons are frequently encountered In addmon, benefit 
levels m mdwldnal pohaes and plans are far below 
those provided in group coverage Many persons not 
ehglble for group coverage carry multtple pohaes m 
order to obtam greater economic protectron agamst the 
cost of dlness or health-related care In large part the 
addltlonal problems fang persons who purchase msur- 
ante mdwldually arise from the Inherent difference be- 
tween those who choose thar health msurance and those 
who are offered health insurance subsldued by thar 
employer 

The Industry 
Growth in Total Enrollments 

The growth m the total number of persons covered for 
hospital care and snrglcal serwces m the period 
1950-76 IS shown tn table 4 Enrollment data for pre- 
scribed drugs and dental care date from 1966, the first 
year that such enrollment figures as reported by the 
tnsurers were awlable 

Hospital and surgical msurance grew rapldly m the 
fifties when pad health coverage was a promment Item 
m ““*on negotmtlons for frmge benefits Total enroll- 

ments for hospital msurance rose 71 percent, for surge- 
cal msurance 127 percent This trend contmued m the 
sIxtles, but at slackened rates In the period 1970-75, 
growth slowed even more, and m 1976, as noted earher, 
gross enrollments for hospital care dropped by about 3 6 
mllhon and enrollments for surgxal care about 2 8 
mllhon Insurance company group coverage for hospital 
care declmed by about 1 mllhon, however 

Once essentml coverage for hospital and surgical 
coverage was achieved, umons began pushmg for 
employer-pad benefits for prescribed drugs and dental 
care Thus, by 1966 health msurance plans had been 
extended to provide at least partml payment for drugs to 
almost 70 mdhon persons and some level of dental care 
benefits to about 4 mllhon Coverage for prescribed 
drugs rose 52 percent by 1970 and at almost the same 
rate m the next 5 years before tapermg off tn 1976 Pald 
dental care benefits experienced an even more dramatlc 
mcrease, trlplmg from 1966 to 1970 and nsmg at almost 
that rate m the followmg 5-year period Group dental 
msurance pohaes and dental serwce corporation plans 
were the ma,or source of growth m that period and were 
responsible for all but 1 mllhon of the 12 mllhon 
mcrease that occurred I” the last year alone 

The compames mcreased their health msurance bus]- 
ness faster than the Blue Cross-Blue. Shield plans up 
untd the seventIes, wth the exception of Blue Shield’s 
tremendous growth I” coverage for surgud serwces I” 

Table 4.-Gross enrollment under private health msurance plans, by type of care and type of plan, 1950-76 
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Table 5 -Estimates of net number of different persons under prwate health msurance plans and percent of population 
covered, by speafied type of care, 1974-76 

End Of year 

,974 
,975 
1976 

the decade of the flftves Smce 1970, Blue Cross hospl- 
tal coverage has risen almost 14 percent, compared with 
an 8.percent growth m group hospltal msurance 
pohc~es For surgical serwces, Blue Shield coverage 
rose 11 percent (group msurance pohaes, 8 percent) 
durmg the same perlod 

The Blue Cross and Blue Shield plans have also 
outstrlpped the compames smce 1970 m percentage 
growth m coverage for preswbed drugs In contrast, 
dental coverage has grown very slowly under the two 
orgamzatlons Despite these gams, the Blue Cross-Blue 
Shield plans, as noted earher, have a substantmlly 
smaller share of the market than the compames for 
persons m the work force and thew famdves, a group 
that represents 89 percent of the crwlmn population 

Net Coverage 
Recent growth m net coverage-the number of differ- 

ent persons covered for 10 types of health care 
serwces--ls mdlcated m table 5 The estimates for 
hospltal and surgrcal coverage are based on household 
surveys conducted by the Natlonal Center for Health 

Statlstlcs Estimates for other types of care are de- 
veloped by the Health Care Fmancmg Admmtstratlon 
(HCFA) from data reported by the mdustry Growth 
trends m net coverage were slmdar to those observed m 
the total enrollments reported by the various msurers 

Major-Medical Coverage 
The total number of persons covered by supplemen- 

tary maJOr-mCd,Cal and comprehensrve health msurance 
plans of msurance compames and Blue Cross-Blue 
Shield plans has mcreased tremendously smce 1960 
when It stood at 31 8 mdbon (table 6) In 5 years, Blue 
Cross-Blue Shield enrollments quadrupled They gamed 
an addmona 70 percent by 1970 and another 70 percent 
by 1975 

Although their major-medlcal busmess did not in- 
crease as rapldly, the campames had eight times as 
many persons covered as the Blue Cross-Blue Shield 
plans m 1960 In 1976 the compames had two-and-a- 
half times the number enrolled by the other two orgam- 
z&Ions, wth total enrollments for major-medlcal msur- 
ante reachmg 146 7 mdhon 

Table 6.-Number of persons covered under supplementary major-medlcal and comprehenwe polues of msurance 
compames and under supplementary major-medICa and comprehenswe contracts of Blue Cross-Blue Shield plans, 
1960-76 

I,” thoumdr, 
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Independent Group-Practice Prepayment 
Plans 

The figures tn table 7 show the slow but steady 
growth of group-practice prepayment plans-plans not 
underwrttten by msurance compames or Blue Cross- 
Blue Shteld plans Persons wtth prtvate health msurance 
who are represented I” prepatd group-pracbce plans 
(about 5 7 mIllton out of 208 6 mtlbon) were covered 
for a generally wtde array of servtces Growth tn these 
plans has not, however, matched the gams made by 
Independent tndlvtdual-practice plans 3 

Table ‘I.-Gross enrollment under Independent group- 
practtce prepayment plans, by spectfied type of care, 
1961-76 

Financial Experience 
Data are presented here for the three mqor types of 

msurers The commerctal carrters or the hfe and caso- 
alty compames that sell health tnsurance, the Blue 
Cross-Blue Shield plans, and the tndependent prepay- 
ment and self-Insured or self-funded plans Health 
mamtenance orgamzattons that provtde and are at rtsk 
for health care servxes to thetr members are Included tn 
the Independent-plans category 

Clams expense and operatmg expenses are measured 
agamst prenuum and subscrlptton mcome to show the 
net underwrttmg gam or loss and other operattng 
results-the proportton of premtums returned as benefits 
(the clams ratlo) and the amount retamed for operatmg 
expenses, addmons to reserves, and profits Available 
data on mvestment mcome provide some InsIght mto the 
net mcome of the msurers 

benefits (table 8) Operatmg expense totaled $5 0 btl- 
bon, or 12 8 percent of prenuum tncome Prtmardy as a 
result of the conttnumg high medtcal costs, the tnsurers 
suffered a $0 6 btlhon net underwrttmg loss (1 5 percent 
of pramurn Income) that had to be pad oat of reserves 
or mvestment tncome Among the msurers, the msur- 
ante compames marred the greatest underwrttmg loss 
both m dollars and as a percentage of prenuum mcome 
Independent plans showed a sbght underwrttmg gam 

Operating Statistics 
In 1976, prtvate health msurers recetved $39 4 bllbon 

m premtum and subscnpuon mcome and returned $35 0 
bllbon (88 7 percent of premuun mcome) tn clams or 

For the Blue Cross-Blue Shield plans, net mcome (the 
dtfference between total mcome and total expendttures) 
amounted to $140 8 mtlhon, for the Independent plans, 
It was $53 3 mtlhon Net tncome for the compames 
could not be determmed because tnvestment mcome was 
not obtamable separately for theu health and medlcal 
expense busmess In terms of volume of busmess the 
compames wrote $2 2 btlhon more than the Blue 
Cross-Blue Shield plans and more than seven times the 
busmess of the tndependent plans 

3A further d~seuss,on of rndependent group-practace and 
Indw,dual-practm plans wll be presented ,n a forthcommg HCFA 
Health Note 

Insurance company group busmess showed a clams 
ratlo of 89 I percent of prenuums For mdlvtdual 
pobctes the ratio was 52 7 percent Separate fmanctal 
data were not avatlable for the group and nongroup 
busmess of the Blue Cross-Blue Shield plans, together 

Table S.-Fmanctal experience of pr~ate health tnsurance orgamzauons, 1976 
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they showed a 94 O-percent beneftt ratto Independent 
plans pad 93 5 cents on the dollar m benefits 

Claims Ratio of Insurance Companies 
The relattvely low clams ratios of the msurance 

compames must be dlscounted to take tnto account their 
untque posttton Four major factors must be constdered 

Ftrst, the overall operatmg expense of the compames 
1s greatly affected by the Impact of tndlvtdual 
busmess-msurance pobaes sold to persons who are not 
ehgtble for group msurance or sold as supplemental 
coverage to persons who already have a group pohcy 
The compames mcor heavy acqusltton costs and selbng 
expenses on mdtvtdual pohctes Although mdtvtdual 
business accounted for less than one-fifth of all carrier 
husmess, the operattng expense of thts segment of the 
hustness-$1 5 btllton (46 8 percent of premtum 
mcometrepresented more than two-fdths of the total 
operatmg expenses for all carrxrs As a result, the 
overall operatmg-expense ratto of the compames was 
18 9 percent of premtum mcome Group busmess, 
which accounts for more than four-fifths of total com- 
pany busmess, had an operatmg-expense ratto of 13 3 
percent 

Second, msurance campantes usually sell a combmed 
package of benefits tncludmg hospttal, medical, and 
map-medICa benefits, unhke the hospltal coverage 
plans sold by some msurers or the surgul-medtcal 
coverage plans sold by others The operatmg-expense 
ratto for surgtcal-medlcal coverage IS substanttally 
htgher than that for hospltal coverage mamly because 
the former has a lower prermum, a larger number of 
claims per enrollee, a smaller amount per clam, and a 
higher degree of admmtstratlve complextty This factor 
IS also evrdent tn the difference between the operatmg- 
expense rattos of Blue Cross and Blue Shield plans-5 2 
percent and 10 9 percent, respecttvely Major-medxal 
msurance ts, of course, the most costly type of coverage 
to adnumster 

Thtrd, the msurance campames have higher mandated 
operatmg expenses They must pay Federal mcome 
taxes, State premntm taxes, ltcense charges, and fees 
not requtred of the other msurers 

Fmally, many of the tnsurance campames operate for 
stockholder profit Blue Cross and Blue Shteld plans 
and almost all the mdependent plans are nonprofit plans 

Escalating Claims and Premium Increases T 
To meet the rtsmg costs of health care servtces as 

well as the demand for a wader array of benefits, rate 
mcreases were obtamed m 1976 by all prtvate msurance 
orgamzattons, as III prevtous years Benefit expense 
rose faster dunng 1976 than pramurns, however, except 
for the Blue Cross-Blue Shteld plans They sought to 

overcome the substantial lag tn pramurn mcome tn 1975 
that had caused a net underwrttmg loss of $808 6 mtl- 
bon for that year (table 9) The subscrtptton tncome for 
these plans mcreased 19 5 percent, compared wtth a 
14 3-percent tncrease m benefits The campames, on 
the other hand, reported a substantial 25 6.percent m- 
crease tn clams but showed only a 16 6-percent rise m 
premtum mcome The result was a net underwrltmg loss 
tn 1976-a reversal of the previous year’s experxnce 
when they enjoyed a substanttal underwrttmg gam of a 
ltttle more than $622 nullton (3 7 percent of prermum 
mcome) The overall clams tncrease for all msurers was 
19 3 percent, compared wtth an overall tncrease of 17 3 
percent I* pramurn mcome 

Premium Income and Benefit Trends 
Changes m the premtum mcome and benefit expen- 

dttures of prtvate health tnsurers from 1950 to 1976 are 
shown m table 9 The accompanymg chart tllustrates the 
behavtor of premtums and benefits from 1966 to 1976 

Durmg the late slxtles and up untd mandatory price 
controls on the health tnsurance tndustry were tmposed 
tn 1971, premtum Income was respondmg m normal 
cycltcal fashion to rtstng beneftt expendttures 
Nevertheless, premnun tncome m 1970 fell behmd 
beneftt expendttores, rlsmg only 17 percent as clams 
rose 21 percent Durmg the pertod of price controls, 
premntm mcome recovered tts normal rate of mcrease tn 
r&man to prtce tncreases for health care 

Once controls were ltfted m 1974, however, both 
benefit expendxtures and premtums took a sharp upward 
swmg Beneftts Increased faster than premums, but by 
1975 the lag was overcome and premtums rose faster 
than clamps The cycle resumed m 1976 when a pre- 
mtum lag agam occurred Benefit expendmtres rose 2 
percentage pomts faster than premtums 

Benefit Expenditures by Type of Care 
and Insurer 

Benefits for hospttal care accounted for more than 60 
percent of the $35 0 bllhon tn benefits pad by private 
health tnsurance tn 1976 (table 10) Hospttal expendt- 
hues accounted for 92 percent of all Blue Cross benefit 
expendttures and for 67 percent of Blue Cross-Blue 
Shteld expendttures combmed They represented 58 per- 
cent of msurance company group plan beneftts, 66 
percent of msurance company tndtvldual pohcy pay- 
ments, and 36 percent of mdependent plan benefits 

Almost 30 percent of benefit expendttures of the plans 
were for physuans servtces The remammg 10 percent 
were beneftts for dental care, drugs, nursmg servtces, 
and other types of health care 

Dental benefit payments were 50 percent larger than 
those pad III 1975, the $1 6 b&on pad represented 
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Percentage increases in prrvate health msurance premums and benefits, 1966-76 
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Table 9 -Subscnptton or premtum mcome and benefit expenditures of prwate health tnsurance orgamzattons, 
1950-76 

I 
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Table 10 -Benefit expenditures of prtvate health tnsurance orgamzatlons, by specified type of care, 1976 

almost 5 percent of all benefit expense The largest 
growth was reported by the tnsurance compames Dental 
benefits were more than double those pad m 1975 

The plans pad 30 percent more tn beneftts for pre- 
scnbed drugs than they did III the previous year The 
tndependent plans spent proporttonately more for drugs 
than any of the other plans, and they account for 75 
percent of all benefits reported for vlslon care 

New busmess accounted for a substantial part of the 

Table Il.-Amount and percentage dtstrtbutton of 
benefit expenditures of all private health msorance or- 
gamzatlons, by speafied type of care, 1950-76 

5 

benefit expendttures for dental care and prescribed 
drugs Prtce rises, on the other hand, accounted for the 
maJar share of the 20-percent rtse tn hospltal benefits 
and of the 17-percent tncrease tn tnsurance expendttures 
for phystclans’ servtces from the amounts pad III 1975 

The dlstrtbutlon of benefit expenditures by all private 
msurers for hospital care, physuans’ servtces, pre- 
scrtbed drugs, dental care, and other types of care tn 
1950-76 IS shown m table 11 Benefits for nonhospltal 
nonphystctan care have mcreased substantmlly over the 
years-from 2 0 percent of all benefits m 1960 to 9 5 
percent III 1976 Recently, the share for dental care has 
grown most rapldly-from about 1 5 percent tn 1970 to 
almost 5 0 percent of the benefit dollar tn 1976 

Price rises have helped to keep the share of expend,- 
tures for hasp&d care and physrcmns’ servtces at con- 
tmumg high levels despite the fact that the plans have 
broadened their coverage to Include other kmds of care 
Increases m the share of dental care expenditures result 
from expandmg coverage and rmprovmg benefit levels, 
as well as price mcreases 

Operating Expense 
Clams or benefit payments are the major deterrnmant 

of premuns The dollar amount of operatmg-expense 
Increases with mcreased busmess, but, as a proportlon of 
prenuum mcome, operatlng expense remans about the 
same from year to year As table 12 shows, the 
operatmg-expense ratto declmed only sbghtly-from 14 
percent of prenuum mcome tn 1970 to 12 8 percent m 
1976 

Operatmg-expense ratios vary widely among the rn- 
suers as a result of dtfferences tn the complexrty of 
clams processmg, acquuttlon costs, and other expenses 
of domg busmess For Blue Cross plans the operatmg- 
expense ratlo (5-6 percent) IS lower than that of Blue 
Shuzld plans (around 11 percent), prlmartly because 
hospttal clams are not as complex to process as are 
surgical-medlcal claims Sumlarly, group tnsurance 
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Table 12.-Operatmg expense of prtvate health orgam- 
zattons as percent of premtum mcome, 1970-76 

poltctes-less expenslve to sell and to admmtster than 
mdtvtdual pobaes-requtre only about 13 cents of the 
prenuum dollar for operatmg expense, and mdtvtdual 
pohctes requtre almost four times that amount 

The Consumer 
Consumers’ Net Cost 

Private health msurance cost consumers $4 4 bdhon 
above the amounts they received from msurers for 
clams or benefits tn 1976 Thts $4 4 btlbon was re- 
tamed by msurers to cover thetr other expenses- 
operatmg expenses, profits, and addmans to reserves 

Proportion of Consumer Expenditures 
Met by Insurance 

In 1976, consumers spent $75 5 btlhon for health 
care Pnvate health msurance benefits met 46 percent of 
the cost. as revealed tn the percentages shown below 

msr lypr 
Of care 

The remammg 54 percent was duect out-of-pocket ex- 
pense for noncovered health care servtces and for the net 
cost of msurance (the difference between premtums and 
benehts) Insurance payments took care of 86 percent of 
consumer hospltal costs and 46 percent of the charges 
for phystctans’ servtces 

The proportlon of consumer expendttures met by tn- 
surance for other health care services has been mcreas- 
mg slowly but steaddy stnce 1971, when tt was 16 
percent Benefits for dental care have mcreased to the 
pomt that 18 percent of dental bills were pad by msur- 
ante tn 1976 Beneftts for prescrtbed drugs have also 
risen,, but consumers still have to pay 92 percent of drug 
charges out of pocket, tncludmg those for drug sundrtes 

Technical Note 

Sources of Gross Enrollment Data 
Gross enrollment figures are total enrollments re- 

ported by the various Insurers, by type of care No 
deducttons are made for duphcatlon among msurers or 
for both group and tndlvldual pobctes of msurance 
compantes 

Blue Cross and Blue Shteld data were suppbed by the 
Blue Cross Assoaatton and the Blue Shield Assoaatton 
from data reported to them by the vartous plans tn the 
Umted States Gross enrollments for hospttal and surge- 
cal care and for physuans tn-hospttal vtstts, and home 
and office vtstts were provided separately by Blue Cross 
and Blue Shield plans for two age groups (1) Regular 
membershtp (under age 65) and (2) coverage com- 
plementary to Medicare (for those aged 65 and over and 
disabled members under age 65 ebglble for Medtcare) 
For all other types of care, enrollments were reported 
Jomtly, by the Blue Cross and Blue Shteld assoctatlons 
Major-medlcal and extended-benefits coverage was also 
reported Jomtly, but mfornxitlon was avatlable only for 
the combmed age groups Data were adjusted by the 
Office of Poltcy, Planmng, and Reseatch (OPPR) of 
HCFA to exclude enrollments for underwrttten welfare 
programs 

The data for msurance compames were comptled by 
the Health Insurance Assoctatton of Amertca (HIAA) 
from Its annual survey of the number of persons tn the 
Umted States covered under group and mdtvtdual tnsor- 
axe poltctes Gross enrollments for hospital, surgxal, 
regular medxal, and map-medlCa1 (supplementary and 
comprehenstve) expense poltctes were reported for per- 
sons under age 65 and Lhose aged 65 and over The 
enrollments for persons under age 65 mcluded some 
IO-11 nullton persons covered under tnsurance- 
company admtntstrattve servtce agreements and 
m*n*mum premtum plans 

Smce 1974, HIAA has uTed the gross enrollments 
under major-medical plans for both age groups to estt- 
mate dtrectly gross enrollments for prescribed drugs and 
nursmg serv~es Major-medical coverage 1s also the 
prtmary deternunant of enrollment of persons under age 
65 and aged 65 and over for the followmg ser~ces 
Physuans’ In-hospital v&s and home and offtce vlstts 
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and X-ray and laboratory exam,“at~o”s Dental enroll- 
ment was reported by HIAA for the combmed age 
g*olJps 

For mdependent health tnsurance plans, the 1976 data 
were based on esttmates from OPPR’s annual survey of 
such plans The 1973 census of all known Independent 
plans has served as the benchmark for annual surveys of 
about 65 of the larger mdependent plans stratIfled by 
sponsor and medlcal arrangement A new cens”s IS 
bang conducted I” 1978 to obtam benchmark data for 
the year 1977 

OPPR Estimates of Net Coverage 
Net coverage 1s generally estmxtted separately for 

each age group and type of benefit from a wde variety 
of sources Net ftgures are enrollments after deductIons 
for duphcate coverage for persons protected by more 
than one type of msurer and by more than one msurance 
pohcy or plan The 1975 net estimates for hospital and 
surgical msurance coverage for persons under age 65 are 
based on data revtsed by the Natmnal Center for Health 
StatIsta (NCHS) 

Net coverage for hospttal and surgical care for per- 
sons under age 65 I” 1976 1s based on data collected by 
NCHS I” household mterwew surveys I” 1976 The 
NCHS esttmates for that permd defmed the proportlon 
of the c~v~han nonmstltutmnal population that had pn- 
vate hospital and/or surgxal tnsurance The msured 
proportm” was adJusted by OPPR to mclude a certal” 
pro-rata percentage of the mterwewed population whose 
msurance status was reported I” the health survey as 
“unknown ” The data were then adjusted to apply to 
the total ctwltan populatton on the assumptton that few 
members of the mstttuttonal populatton had tnwrance 
No current data were awlable on the number of persons 
I” mstttuttons who have msurance, but tt 1s b&wed the 
proportton IS very small The data were further adjusted 
to reflect the sltuatlon at the end of 1976 

Net hospttal coverage enrollment of aged persons was 
obtamed from NCHS, but a net esttmate for surgtcal 
care was not wadable and had to be derwed from gross 
enrollment figures, NCHS data, and data of the Socud 
Security Admmlstratmn The Current MedIcare Survey 
esttmates defme the proportlon of SMI enrollees who 
also carried prtvate hospad and surgtcal tnsurance 

Net figures for physwans In-hospttal wstts for per- 
sons under age 65 were dertved from applymg the ratm 
of net regular mednx-expense coverage to net surgical 
care coverage under tnsurance company pohctes to the 
NCHS net estimate for snrguxl care For persons aged 
65 and over, “et figures were obtamed by removmg 
from the gross estimates all dupltcatton I” coverage 
among l”s”rers Two “UJO’ categmes of duphcatlon 
were tnvolved The first among the Blue Cross-Blue 
Shield plans, tnsurance compantes, and tndependent 

plans, the second between group and mdwldual tnsur- 
ante pohctes Successtve adJ”stme”ts to gross enroll- 
ment were based on the magmtude of duphcatmn pres- 
ent m regular medtcal-expense enrollment, as estimated 
by HIAA 

For home and office vtstts, the net estimates for both 
age groups were obtamed from gross estunates (for the 
compames, from HIAA gross major-medical estimates) 
by remov,“g all duphcatton I” coverage among ,“s”rers 
The HIAA figures were further adjusted by removtng 
the estimated enrollment under admmlstratlve serwce 
agreements and mt”mmm pramurn plans Net coverage 
for all other types of services was based stmply on an 
assumed ratlo of gross to net enrollment, as noted I” the 
tabulatmn below 

HIAA Estimates of Net Coverage 
The HIAA provtdes esttmates of net coverage of 

persons under age 65 and those aged 65 and over for 
hospttal, surgical, and nonsurgtcal medtcal-expense 
coverage, as well as esttmates of net coverage under 
major-medICal plans Esttmates for years before 1973 
are avalable only for the combmed age groups Net 
figures are enrollments under tnsurance group and rndt- 
vtdual poltctes, adjusted for duphcatmn, plus enroll- 
ments under Blue Cross and Blue Shteld plans and 
mdependent plans, after deductlons were made for du- 
phcate coverage of persons protected by more than one 
type of ms”rer Insurance company data mclude admm- 
,strat,ve serv,ce agreements and m,“,m”m premwn 
plans 

Sources of Financial Data 
In table 8, the data for Blue Cross and Blue Shield 

plans are based on fmanctal statements supphed by the 
Blue Cross Assoaatmn and the Blue Shield Assoctatlon 
for all plans Duphcatlon resultmg from the fact that 17 
JOl”t Blue Cross-Blue Shield plans report ldentvail data 
to both national organzatons has been elmnnated Data 
for Health Serwce, Inc , and for MedIcal Indemntty of 
America, Inc --~“sura”ce compames owned by the Blue 
Cross and Blue Shteld assoctattons, respecttvely-have 
been Included 

Data on premtum mcome and beneftt expense of 
msurance compames were prowded by HIAA, based on 
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figures pubhshed by the National Underwrlter Com- 
pany 4 The data are adjusted by HIAA to elmunate 
pramurns and estimated losses for acctdental death and 
dismemberment tnsurance and to Include any compames 
that do not appear m the Nattonal Underwnter figures 

Premum mcome and clauns reported by HIAA for 
1975 and 1976 tnclude busmess for admmtstrattve 
serv~e agreements and nummum pramurn plans In 
previous years, only porttons of this bustness were 
mcluded tn HIAA stattsttcs, but a new data-collection 

4Nat~onal Underwriter Company, 1977 Argus Chart of Health 
Insurance, 1977 

mechamsm mm&d by HIAA III 1975 makes fuller 
reportmg posstble The HIAA has estimated the pre- 
mtums for this category of bustness-for compames 
reportmg these Items-at about $1 7 btllton for 1976 
and approxtmately $800 mtllton for 1975, beneftts 
amounted to approxtmately $730 nullton m 1975 and 
$1 5 btllton tn 1976 

Operatmg expenses were estunated by applytng the 
ratlo of operattng expense to pretmum tncome dertved 
from the Nattonal Underwriter aggregates to the figures 
for premtum mcome provided by HIAA The data for 
tndependent plans are OPPR esttmates based on Its 1977 
survey 
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