
National Health Expenditures, 1982 

by Robert M. Gibson, Daniel R. Waldo, and 
Katharine R. Levit 

Rapid growth in the share of the nation's gross national product 
devoted to health expenditure has heightened concern over the 
survival of government entitlement programs and has led to debate 
of the desirability of current methods of financing health care. In 
this article, the authors present the data at the heart of the issue, 
quantifying spending for various types of health care in 1982 and 
discussing the sources of funds tor that spending. 

The United States spent an estimated $322 billion for 
health care in 1982, an amount equal to 10.5 percent of 
the Gross National Product (GNP). Highlights of the figures 
that underly this estimate include the following: 

• 	 Health care expenditures grew 12.5 percent between 
1981 and 1982-a. diminished, but still rapid, rate 
considering that the economy as a whole was in a 
recession at the time (Figure 1). 

• 	 Health care expenditures amounted to $1,365 per 
person In 1982, $140 more than in 1981 (Table 1). 
Of that amount, $579 came from public funds. 

• 	 Hospital care accounted for 42 percent of total health 
care spending in 1982 (Figure 2). These expendi~ 
tures inCreased 14.9 percent from 1981, to a level of 
$136 billion (Table 2). 

• 	 Spending for the services of physicians increased 
12.8 percent to $62 billion---19 percent of all health 
care spending. 

• 	 Public sources provided 42 cents of every dollar 
spent on health In 1982. Federal payments amounted 
to $93 billion, and $44 billion came from State and 
local governments (Table 3). 

• 	 Consumers paid $175 billion for health care in 1982, 
either directly or together with employers, in the fonn 
of health insurance premiums. 

• 	 AU third parties combined-private heahh insurers, 
governments, private charities, and industry-fi
nanced 68 percent of the $287 billion in personal 
health care In 1982 (Table 4), covering 88 percent of 
hospital care services, 63 percent of physicians' ser
vices, and 43 percent of the remaining heahh ser
vices (Tables 5 through 8). 

This article conmues a series of reports begun In the Depart
ment of Health, Education, and Welfare (Reed and Rice, 1964). 
The series, now the responsibility of the Health care Financing 
AdministratiOn, presents the National Health Accounts of the 
United States. 

Reprint Requests: Robert Gibson, 2-c-7 Meadows East Bldg, 
6300 Security Blvd., Baltimore, MD 21207. 

• 	 Outlays for health care benefits by the Medicare and 
Medicaid programs totalled $83 bllllon, including $48 
billion for hospital care. The two programs combined 
paid for 29 percent of all personal health care in the 
nation (Table 9). 

Overview 
Expenditures for health care reached $322 billion In 

1982, a 12.5 percent increase from 1981 levels and an 
amount equal to 10112 cents of every dollar of the Gross 
National Product. The rapid growth of spending for heahh, 
together with growing government deficits and the Increas
ing burden both place upon the economy. has led to ana
tional debate of the philosophy of health care financing and 
to substantive changes in the methods by which the Fed
eral government payS for health care. 

The heahh care sector of the economy was more robust 
in 1982 than was the economy as a whole; evidence of 
that strength can be seen in Figure 3. The dollar value of 
the provision of care, whether measured before or after in
flation, grew at twice the rate of personal income, from 
which the bulk of spending for health care is financed. Em
ployment and workhours scored solid gains in the private 
segnent of the health care industry, compared to actual 
declines in the private nonfann economy as a whole; the 
unemployment rate for health-related workers and profes
sionals was less than half the aggregate U.S. civilian un
employment rate. Payroll growth in private health 
establishments was at a rate of 15.1 percent-seven times 
as great as total private nonfann payroll growth--and con
sumer medical prices increased at almost twice the rate of 
the Consumer Price Index for all items. Thus, in these as
pects of "procluction"---output, labor, and prices-the 
heahh care industry registered stronger perforlnance In 
1982 than did the economy as a whole. 

H!ALTH CARE FINANCING REVIEW!Faii1M3JVolurne 5, Number 1 1 



•• 

•• 

• • • •• 

• • •• • • • • • • • • •••• • • • • • • • • • • • • • • • • 
• • • • • 

• • • • 

FIGURE1 

-onol ExpendHuret Mel GrotiS Nallonol Producl: 
Growlh and Relallve Sizes, 1988-1982 
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TABLE 1 
ol GI088 National ProductAggregale and ,.,.,.National HeaiU1 "-'<!lturea by Source ol Funds and -

Selected catendar Years. 1929-1982 

1982 1981 1980 1979 1978 19n 1976 1975 1974 1973 1972 1971 

onal Health Expenditures $322.4 $286.6 $249.0 $215.0 $189.3 $169.2 $149.7 
(billions) 
s a Percentage of the GNP 10.5 9.8 9.5 8.9 8.8 8.8 8.7 

$132.7 $116.4 $103.2 

8.6 8.1 7.8 

$93.5 

7.9 

$33.3 

7.7 

ources of Funds: 185.6 164.4 143.6 124.4 109.8 99.1 86.7 
Private Expenditures 136.8 122.2 105.4 90.6 79.5 70.1 62.9 
Public Expenditures 93.2 83.7 71.1 61.0 53.9 47.4 42.6 

Federal Expenditures 43.7 38.5 34.3 29.5 25.7 22.7 20.4 
State/local Expenditures 

76.5 69.3 63.9 
56.2 47.1 39.3 
37.1 30.4 25.2 
19.1 16.7 14.1 

58.1 
35.4 
22.9 
12.5 

51.6 
31.7 
20.3 
11.3 

 Capita Expenditures1 1365 1225 1075 938 636 755 674 
ources of Funds: 

604 535 478 438 394 

Private Expenditures 786 703 620 543 485 442 391 348 318 296 272 244 
Public Expenditures 579 522 455 395 351 313 284 255 216 182 166 150 

Federal Expenditures 394 358 307 266 238 211 192 169 140 117 107 96 
Slate/Local Expend~ures 185 165 148 129 113 101 92 87 n 65 59 54 

. 
ercentage Distribution of Funds 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Private Funds 57.6 57.4 57.7 57.9 58.0 58.6 57.9 57.7 59.5 61.9 62.1 62.0 
Public Funds 42.4 42.6 42.3 42.1 42.0 41.4 42.1 42.3 40.5 38.1 37.9 38.00 

Federal Funds 28.9 29.2 28.5 28.4 28.4 28.0 28.5 27.9 26.2 24.4 24.5 24.4 
State/Local Funds 13.5 13.4 13.8 13.7 13.6 13.4 13.6 144 14.3 13.7 13.4 13.6 

Addenda: 
Gross National Product 3,059.3 2,937.7 2,633.1 2.417.8 2,163.9 1,918.3 1,718.0 1,549.2 1,434.2 1,326.4 1,185.9 1,077.6 

(billions) 
Population (millions) 236.2 234.0 231.7 229.1 226.6 224.2 222.0 219.9 217.7 215.7 213.6 211.3 

Annualized Percentage Changes 
National Health Expenditures 12.5 15.1 15.8 13.5 11.9 13.1 12.8 14.0 12.8 10.3 12.3 11.5 

Private Expenditures 12.9 14.5 15.4 13.3 10.7 14.3 13.3 10.5 8.4 10.0 12.5 10.1 
Public Expenditures 12.0 15.9 16.4 13.9 13.4 11.4 12.0 19.2 19.9 10.9 11.9 13.9 

Federal Expenditures 11.4 17.7 16.5 13.3 13.6 11.4 14.8 21.8 20.9 10.0 12.6 15.0 
State/Local Expenditures 13.3 12.2 16.2 15.0 13.1 11.5 6.6 14.6 18.2 12.4 10.6 12.0 

Gross National Product 4.1 11.6 8.9 11.7 12.8 11.7 10.9 8.0 8.1 11.8 10.1 8.6 
Population 1.0 1.0 1.1 1.1 1.1 1.0 1.0 1.0 .9 1.0 1.1 1.3 

See footnotes at end of table. (continued) 
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TABLE 1 (c:ontinued) 

Aggrogale- per Cllplf» Na11onal - Expendl1u188 by Source ol Funds- -
Selected Calendar Years, 19&1982 

ol Grooa Na11onal Product 

1970 1969 1968 1967 1966 1965 1960 1955 1950 1940 1929 

$3.6 National Health Expenditures $74.7 $65.6 $56.2 $51.3 $46.1 $41.7 $26.9 $17.7 $12.7 $4.0 
(billions) 

As a Percentage of the GNP 7.5 7.0 6.7 6.4 6.1 6.0 5.3 4.4 4.4 4.0 3.5 

Sources of funds: 
Private Expenditures 46.9 40.7 36.1 32.3 32.5 31.0 20.3 13.2 9.2 3.2 3.2 
Public Expendilures 27.8 24.9 22.1 19.0 13.6 10.8 6.6 4.6 3.4 .8 .5 

Federal Expenditures 17.7 16.1 14.1 11.9 7.4 5.5 3.0 2.0 1.6 n/a n/a 
State/Local Expenditures 10.1 8.8 8.0 7.1 6.1 5.3 3.6 2.6 1.8 n/a n/a 

Per Capita Expenditures1 358 318 285 254 230 211 146 105 82 30 29 
Sources of Funds: 

Private Expenditures 225 197 116 160 163 156 110 78 60 24 25 
Public Expenditures 133 121 108 94 68 55 36 27 22 6 4 

Federal Expenditures 85 78 69 59 37 28 16 12 10 0 0 
State/Local Expenditures 49 43 39 35 31 27 20 15 12 6 4 

Percentage Distribution of Funds 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Private Funds 82.8 62.0 62.0 63.0 70.6 74.1 75.3 74.3 72.8 79.7 86.4 
Public Funds 37.2 38.0 38.0 37.0 29.4 25.9 24.7 25.7 27.2 20.3 13.6 

Federal Funds 23.6 24.6 24.3 23.3 16.1 13.3 11.2 11.3 12.8 n/a n/a 
State/Local Funds 13.6 13.4 13.7 13.7 13.3 12.6 13.5 14.4 14.4 nla nla 

Addenda: 
Gross National Product 992.7 944.0 873.4 799.6 756.0 691.0 

(billions) 
Population (millions} 208.6 206.4 204.4 202.3 200.1 197.9 

Annualized Percentage Changes 
National Heahh Expenditures 13.8 12.8 13.4 11.3 10.4 9.2 

506.5 400.0 286.5 

183.8 168.4 154.7 

8.7 7.0 12.2 

100.0 

134.6 

.8 

103.4 

123.7 

nla 
Private Expenditures 15.1 12.9 11.5 -.6 5.1 8.8 
Public Expenditures 11.6 12.7 16.5 39.7 25.7 10.2 

Federal Expenditures 9.8 14.0 18.4 60.1 34.5 12.9 
Statellocal Expenditures 14.7 10.5 13.3 15.0 16.5 7.8 

Gross National Product 5.2 8.1 9.2 5.8 9.4 6.4 
Population 1.1 1.0 1.0 1.1 1.1 1.5 

9.0 7.4 11.2 
7.8 5.8 15.5 
8.5 4.3 nla 
7.2 7.0 nla 
4.8 6.9 11.1 
1.8 1.7 1.4 

.1 
4.6 
nla 
n/a 
-.3 

.8 

n/a 
n/a 
n/a 
nla 
nla 
nla 

'Based on mid·year population estimateS IOOucling outlying territories, armed loroes, and Federal employee$ overseas and their depeoclents. 
nta Data not avalable. 

SOURCE: Office o1 FinanCial and Actuarial Analysis. Bureau ol Data Management and Strategy, Health Care Financing Admrustration. 



FIGURE2 

The Nation's Health Dollar In 1982 
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.. TABL£2 

National -lth Expenditures by Type ol ~llure, Selected v... 1929-1982 
(In billions ol do-) 

1982 1981 1980 1979 1978 1977 1976 1975 1974 1973 19n 1971 

To1al 322.4 286.6 249.0 215.0 189.3 169.2 149.7 132.7 116.4 103.2 93.5 83.3 

Health Services and Supplies 308.3 273.5 237.1 204.5 179.5 180.1 140.6 124.3 108.9 96.3 86.9 77.2 
Personal Health Care 286.9 254.6 219.4 188.9 166.7 148.7 131.8 116.8 101.0 88.7 80.2 n.o 

Hospital Care 135.5 118.0 100.4 86.1 75.7 67.8 59.9 52.1 44.8 38.7 34.9 30.8 
Physicians' services 61.8 54.8 46.8 40.2 358 31.9 27.6 24.9 21.2 19.1 17.2 15.9 1 
Dentists' Services 19.5 17.3 15.4 13.3 11.a 10.5 9.4 8.2 7.4 6.5 5.6 5.1 
Other Professional Services 7.1 6.4 5.6 4.7 4.1 3.6 3.2 2.6 2.2 2.0 1.8 1.6 
Drugs and Medical Sundries 22.4 21.3 19.3 17.2 15.4 14.1 13.0 11.9 11.0 10.1 9.3 8.6 
Eyeglasses and AppNaoces 5.7 5.7 5.1 4.6 4.1 3.7 3.4 3.2 2.8 2.5 2.3 2.0 
Nursing-Home Care 27.3 24.2 20.6 17.6 15.2 13.2 11.4 10.1 8.5 7.1 6.5 5.6 
Other Health Services 7.6 6.9 6.0 5.1 4.5 4.1 3.8 3.7 3.1 2.7 2.6 2.3 

Program Administration and Net 
Cost of Insurance 12.7 11.1 10.7 9.3 7.5 7.1 5.0 4.4 5.2 5.4 4.7 3.4 

Government Public Health 
Activities 8.6 7.7 7.0 6.2 5.3 4.3 3.8 3.2 2.7 2.2 2.0 1.8 

Research and Construction of 
Medical Facilities 14.1 13.1 11.8 10.5 9.8 9.2 9.0 8.4 7.5 6.8 6.6 6.1 

Research1 5.9 5.7 5.3 4.8 4.4 3.9 37 3.3 2.8 2.5 2.4 2.1 
Construction 8.2 7.5 6.5 5.7 5.3 5.3 5.3 5.1 4.7 4.3 4.2 4.0 

1970 1969 1968 1967 1986 1965 1960 1955 1950 1940 1929

Total 74.7 65.6 58.2 51.3 46.f 41.7 26.9 17.7 12.7 4.0 3.6 

Health Services and Supplies 69.3 60.8 54.0 47.5 42.4 38.2 25.2 16.9 11.7 3.9 3.4
Personal Health Care 65.1 58.9 50.2 44.4 39.6 35.8 23.7 15.7 10.9 3.5 3.2 

Hospital Care 27.8 24.1 21.0 18.3 15.7 13.9 9.1 5.9 3.9 1.0 .7 
Physicians' Services 14.3 12.8 11.1 10.1 9.2 8.5 5.7 3.7 2.7 1.0 1.0 
Dentists' Services 4.7 4.2 3.7 3.4 3.0 2.8 2.0 1.5 1.0 .4 .5 
Other Professional Services 1.6 1.5 1.4 1.3 1.2 1.0 .9 .6 .4 .2 .3
Drugs and MediCal Sundries 8.0 7.1 6.4 5.8 5.5 5.2 3.7 2.4 1.7 .6 .6 
Eyeglasses and Appliances 19 1.7 1.5 1.3 1.3 1.2 .8 .6 .5 .2 .1 
Nursing-Home Care 4.7 3.8 3.4 2.8 2.4 2.1 .5 .3 .2 
Other Health Services 2.1 1.9 1.7 1.6 1.5 1.1 1.1 .7 .5 .1 .1 

Program AdministratiOn and Ne1 
Cos1 of Insurance 2.7 2.7 2.8 2.2 2.0 1.7 1.1 .8 .5 .2 .1 

Government Public Health 
Activities 1.4 1.2 1.0 .9 .8 .8 .4 .4 .2 .1• 

Research and Construction of 
Medical Facilities 5.4 4.8 4.1 3.8 3.7 3.5 1.7 .9 1.0 .1 .2 

Research1 2.0 1.9 1.9 1.8 1.6 1.5 .7 .2 .1
Construction 3.4 2.9 2.2 2.1 2.1 2.0 1.0 .7 .8 .1 .2

1Res&arch and development expendilureS o1 drug companies and olhef manu1acturers and pr<Mders ol medical equipment and supplies are excluded flom 
~resean:h expet'l(bJres," but are Included in the expenlilure class in whld'l the product Ids. 
SOURCE: Oflioe of Rnanc:lal and Actuarial ~ Bureau ol Data Management and Strategy, Healh Care Financing Administration. 
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TABL£3 

National Health Expenditures by Type of Expenditure and Source of Funds. 1980-1982 
(billions ol dollars) 

,_ 

""""' """'" ...... ...... 

Type of Expeocllture T"" To"' IIISU1t111ce ...... LoooJ Di"" T""' -· "'" """"' 1982 ,.. T""l 322.4 185.6 174.7 90.4 84.2 136.8 93.2 43.7 

Health SeMces and Supplie$ 30M 179~ 174.7 90.4 84.2 4.8 128.7 87.5 412 
Personal Health ear. 286.9 171.2 167.0 90.4 76.6 4.2 115.7 83.7 32.0 

135.5 83.5 ... 16.4 44. 2.2 72.0 54.6 17.4""""""""' PhysiCians' SeNices 61.8 44.8 44.7 23.1 21.7 17.0 13.4 .. 
Dentists' SeMoes 19.5 187 18.7 13.4 5.2 .6 .4 .4 ., Other PtofessiOnal SeMces 7.1 4.9 .. 3.6 4.3 .1 1.7 .5 
Drugs and Medical Sundries 22.4 20.4 20.4 17.8 2. 1.9 1.0 ., •Eyeglasses aocl Appliances 4.8 .. 4.4 .4 .8 .7 .1 
Nul'8ing-Home Care 27.3 12.3 12.2 11.9 2 .2 15.0 7.9 7.1,. Other Healttl Services 7.6 1.7 1.7 .. 4.0 

Program Administration and Net 
Cost of Insurance 12.7 8.3 7.7 7.7 .6 4.4 2.4 2.0,. Govemm&nt f>W)iie Health Activities 8.6 8.8 1.4 

Researoh, and Construction of Medical 
Facilities 14.1 8.0 6.0 8.1 5.7 2.4 

5» 5.6 5.0 .5 • •
~ 82 5.7 5.7 2.5 .7 4.9 -

1981 

T"" 286.6 164.4 155.3 82.1 73.2 92 122.2 83.7 38.5 

Health Services and Supplies 273.5 ,... 15M 82.1 73.2 4. 114.2 36.0 
Personal Health car. 254.8 1524 148.9 82.1 ... 3.5 102.2 "l74. 27.8 

118.0 54.2 52.4 13.1 39.4 1.7 63.8 4M 1M 
Physicians' SeMces 54. 39.7 39.7 20.7 19.0 15.1 11.7 3.3""""'"""' ,. ,, Dentists' 6etvices 16.6 16.6 .. .7 .4,. •Other Professional SeMoes 6.4 4.7 4.7 3.5 1.1 .1 1.7 .4 ,,. Drugs and Medical Sulldrles 21.3 19.5 17.1 >4 1.9 .9 .9 ., Eyeglasse$ and Appliances 5.7 5.1 4.7 .7 .6 .1•Nursing-Home Care 24.2 11.0 10.9 10.7 .2 .1 132 7 • .. 
Other Health S&rvices 6.9 1.6 1.6 .. 3.7 1.7 

Program Admlnrstratian and Net 
Cost of Insurance 11.1 6. 6.4 6.4 .5 42 .. 1.7 

Government PubliC Health Activities 7.7 7.7 1.3 84 

Research, and Consbuc:tion of MediCal...,... 13.1 5.1 5.1 80 ~6 ••........ 5.7 .3 5.3 4.8 .5 •7.5 4. 4.8 27 .7 21 """"""""' 
T..l 249.0 143.8 135.7 72.1 "" 
63.6 7• 105.4 71.1 34.3 

Heallh Servio8s and Supplies 237.1 139.3 135.7 72.1 63.6 3.6 97.9 66.0 31.9 
Personal Health Care 219.4 132.2 129.1 72.1 57.0 a1 87.2 82.7 24~ 

104>.4 46.1 44.6 10.9 33.7 1.5 ... 41.~ 132 
Physicians' SeMces 46.8 34.3 ... 17.8 16.5 12.5 .. 3.0 
Dentists' Selvices 15.4 14.8 14.6 11.2 3.6 . 6 .3 -"""' ., •Olher Prole$$ional Services 6.6 4.2 4.2 .9 .1 1.4 1.0 .4
Drugs and Medical Sundries 19.3 17.7 17.7 15.7 2.0 1.6 •• •Eyeglasses and Appliances 5.1 4.6 4.8 4.3 .3 5 .s .1 .._.....c.. 20.6 8.1 9.0 .. .2 .1 11.5 82 M 
Other Health Services .. 1.4 1.4 4.6 32 1.4 

Program Administration and Net 
Cost of Insurance 10.7 7.1 6.6 6.6 .4 3.7 >O 1.7., Government Public: Health Activities 7.0 7.0 1.3 

Aaseareh, and Conslnlction of MediCal...... 11.8 4. 4.3 7.5 5.1 >4 
5.3 .3 .3 5.0 4.6 5 

Coo .. 4.0 4.0 .. .6 >O -
'Spending by philanthropic: organizations, industrial In-plant health sefVices and privatetylinanoad construction. 
•Research and develclpmeflt expenclhures of drug companies and other 11l811Ufacturers and providers of medlcal aquipment and supplies are exduclecl from 

«research upeoditures,~ but are Included In the expenditure class In which 111& product falls. 
SOURCE: Office of FinanCial and Actuarial Analysis. Bureau ol Data Managamant and Stratagy, Health Care Financing Administration. 
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TABLE4 


Aggregate and ,_capitaAmount and Percentage Dletrlbutlon of Personal Health care Expenclih.ns, by 

Sour<:e of Funds, Selected Yeera, 1929--1982 

All Third Pat'lie$ ...... 
Dire<;~ ''""" ...,_ ,.. -... -

v- """ ""'""' '"" - ""'" -·· """ 
"" 
"" 
""" 
'"" 
"" 
""' 
"'' 
"" 
"" 
'"'
"'9 

1971 
1972 

'"3 

'"' 

1974 

"" 
"" 

1978 

'"9 
"" 

""' 
"" 
"" 

'"' 
"" 
""' 
'"' 
'"' ""' 
"'' 
"" 
"" 
"" 
"" 

1971 ""' 

'"'
'"3 
1974 
1975 

'"' 

1978 "" 

"" 
""' 
'"' "'' 


• 3.2 ...
'' 
10.9 
1$.7 

"·' 

396"' 
.... 
..."·' 
.... 

n.o 

"'·' 

101.0"·' 

116.8 
131.8 
148.7 
166.7 
...9 
219.4 

m9"'' 

• " 
" 
" 
"' 
" 
"' 


"9'" ... '" 


"'3" 

... "' "' '" 
'" 
"" 
"' "' 
"' "' 

1215 "'' 


• ,, 
>2 
39 

''9., 
13.0... 

19.$ 
18.6 

329 

... "'' 
"' 
m 

3M... "' 
.."", 

61.6 "' 

"' "' 
"' 

• " 
.." " 
.. 
.." 
" 
"' 
'" 
"' "' 
"' 
'"
"9 

'"m 

'" '" 
"' 
"" "'3".., 

$ ..·' ' ' 
10.7 
H2 

"'' 
'" 
"' 
.. "" "' 
"·'
, 


..."' 
,,
... 

100.0 
112.6 
127.1 
147.3 
172.6 
196.4 

•
3• 

' " 
" 
" 
" 
'" '" '" "' 
'" 
"" 
"" 


"'...
.. "' 
... 

"' 
'" 
"' 
"' 
"' 


Amount (in biriOIIf) 

$ ,,' 
'' '' '' 

11.0 
13.(1 
15.8 
17.3 
19.1 
21.1 
24.5 

3$.$ "'' 
.... 

"" 

57.0 "' .... 

"' PfiT capi~ Amounl' 

.. 
.."' " ...... 

.. " " " 

" 
'" 
"' 
...."' "" 

'" 
'"' 
'" 
330 

$ $ 3 $' '•
..' ' 
3 ' ' '·' " 3.8• 52 '·' ' '' 3.$' 10.1 " 3.3' 1$.1 9.$••9 17.7 11.4 

13-a,,• "'·' 14.5,..,
'' ,.. 16.6,., "' 

18.9 
'3 21.1"·"
3U 

31.4'' "·' '' "'51.5 

,, ••• 
57.9 "·'41.0'' 633 ....,.. 74.3 033,,
3.• 

3$ 102.2 74.4 "' ., 115.7 "·' 
" $ ' 3 

$ 

' ' • ' '3 '" 

3 ,." " • " 

• " ., " • " " 

• " .." .."•
' ,.• "' "' 
'" 
' "' " ' "" " ' "' '" ' '" '" ' '" 9 "' 
 '""' .. 
" 330 333" "' 

"'" '" 
..,
" "' ..."' 
" 

• ' 
,,,., 
•• 

.. 3. 
4-1 

,,••• 
•••'·' ...
... 


12.8 
14.7... 

18.9 
18.9,.

"·' 
....
"·' 


$ ' ' 3 

' " 
" 
" 
" 
" 
" 
" 
" .." 
.." 

" 
".. " 

" 
"' 
"' 
"' 
1'9~" OislriOOOOn... ,, ,.,100.0 11.6 90'"' 100.0 .... 17.6 14.7 '·'3' 11.3,,., ,,,
"'" 100.0 81.3 16.7 '·' 16.1 

100.0 '·'29 .... 10.4.' 12.09' 
41.9 ""' 100.0 "' "' 16.1 .. ... 10.5 12.5 

5<..9' "" 100.0 "' 21.1 2.3 ,,. •.3 12.S 
100.0 51.6 22 10.1 11.4 ""' ...."' .... 21.6 
100.0 13.3 12.4 '"' .... 57.5 "' " .... 21.4 12.6100.0 21.7 "'"'' ... "' "' ,. ••• ,..,"" 100.0 ..,, "·' '" 100.0 33.0'"' "' '"' "'·' "' "' .... "·' ,.,'"100.0 399 

1971 61.4100.0 "' 24.1 ' ' 233 ""' "' = 
100.0 "·'.... 61.4 '·' '" ,,. 12.4.... '" '"' 100.0 61.4 "' '' ... "·' 12.4"'' 100.0 "' "9 "·' ,,'' 12.71974 24.2 
100.0 33A ... 39.$ "',.. 12.6 "' "' 
'"' 100.0 "'.... ,... "... 11.7"" "' 309 309 "·' 11.4100.0 .... "·' "" 100.0 "',,.. ••• "'·' 11.4"'' 100.0 "' &7.3 "'·' '·' ..."' 11.1••• "' 
100.0 32.9 ... 11.2 "" "' "' "' ""' 100.0 .,."' "·' •• .."'.. "' 10.9"" 100.0 "·'31.5 "' .,, "'' 11.1"" "' "' '' "' 

'Included wl1h direct payments: separate data 001 available. 
'Ballltd on mic1-year population os11mal$5 ~ding outlying terri1ories, armed 10fQe5, illl'ld '-deral emp~oyoNs overwu and 1heir dependents. 

SOUACE: Office of Financial and ActuMal Analysjs, Bureau of Oa1a Managernenl and Strategy. Heal1h Care Financing Ad~-

HEALTH CARE FINANCING R&VtEWIFI1111883/Volume 5, Number 1 8 

http:Expenclih.ns


Agg- M1d per copilll Amount and -
TABLES 


DISOibldlon ol Expenditures for Hospital Cant, by Soun:e of Funds, 

Selected Years 1950-1982 

All Third Partie$ -
y-

1950 
1955 
1960 
1966 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1978 
1977 
1978 
1979 
1980 
1981 
1982 

Tolol 

$ 3.9 
5.9 
9.1 

13.9 
15.7 
18.3 
21.0 
24.1 
27.8 
31).8 
34.9 
38.7 
44B 
52.1 
59.9 
67B 
75.7 
86.1 

100.4 
118.0 
135.5 

""""01"" 
~ 

12• .. 
1.8 
2.4,. 
1.8 
2.1 
2.4 
2.8,.... 
4.6 
4.7.. 
5.0 
6.3.. 
8.5 

10.9 
13.1 
16.4 

Totol 

2.7 • 4.6 
7.3 

11.5 
13.2 
16.4 
18.9 
21.6 
25.0 
28.0 
31.1 
34.1 
40.1 
47.9... 
61.5 
69.2 
77.6... 

104.9 
119.2 

"""' Insurance 
Amount (in bllions) 

$ .7 
1.7 
3.3 
5.8 
6.0 
6.2 
7.1 
8.3 
9.9 

11.1 
12.0 
13.0 
14.9 
18.4 
21.6 
23.9 
27.1 
30.1 
33.7 
39.4 
44.9 

-
•.1 

2 
.2

•
.3, 
.3

•.4 
.5 
.5

•
. 6 
.6 
.7 
.9 
.9 

12 
1.5 
1.7 
2.2 

Toto! 

$ 1.9 
2.7 
3.8 
5.4 
8.9 

10.0 
11.5 
13.1 
14.7 
16.5 
18.6 
20.5 
24.6,.. 
32.7 
36.8 
41.2 
463... 
63.8 
72.0 

Public 

......, 

$ 2.4 
3.5 
6.3 
7.3 
8.5 
9.5 

10.9 
12.4 
13.7 
16.8 
20.3 
23.8 
27.2 
30.6 
34.8 
41.1 
485 
54.6 

Looo1 -·"' 
$ 3.0 

3.4 
37 
4.1.. 
52 
5.6 
8.2

••
7.8 
8.6.. 
9.6 

10.6 
11.5 
13.2 
15.3 
17.4 

1960 
1955 
1980 
1965 
1966 
1997 
1966 
1989 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

$25 
35 
49 
70 
78 
90 

103 
117 
133 
146 
164 
179 
296 
237 
270 
302 
334 
376 
433 
504 
574 

$7 
8 

10 
12 
12 
9 

10 
12 
13 
13 
18 
21 
21 
19 
22 
28 
29 
37 
47 
56 ..

$17 
27 
40 
58 .. 
81 
92 

105 
120 
133 
146 
158 
184 
218 
247 
274 
305 
339 
386 
449 
504 

per capita Amount" 

4 • 10 
18 
29 
30 
3D 
35 
40 
48 
52 
56 
61 
69 
84 
97 

106 
120 
132 
145 
168 
190 

• 1 
1 
2 
2 
1 
2 
1 
2 
2 
2 
2 
3 
3 
3 
4 
4 
5 
6 
7 
9 

$12 
16 
20 
27 
35 
49 
56 
63 
70 
78 

95 " 
113 
131 
147 
164 
182 
202 
234 
273 
305 

$12 
18 
31 
36 
41 
46 
51 .. 
64 
77 
92 

107 
121 
135 
152 
177 
207 
231 

$15 
17
18 
20 
22 
25 
26 
29
31 
36 
39 
40 
43 
47 
50 
57 
65 
74 

1950 
1955 
1980 
1965 
1968 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1978 
1977 
1978 
1979 
1980 
1981 
1882 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100. 

29.9 
22.3 
19.8 
17.2 
15.6 
10.0 
10.0 
10.0 
10.0 
9.2 

10.9 
11.9 
10.4 
8.2 
8.3 
9.3 
8.6 
9.9 

10.9 
11.1 
12.1 

70.1 
77.7 
80.2.,. 
64.4 
90.0 
90.0 
90.0 
90.0 
90.8 
89.1 
86.1 
89.6 
91.8 
91.7 
90.7 
91.4 
90.1 
89.1 
88.9 
87.9 

Paroentage Ols1rb.Jtion 
17.7 
28.5 
36.3 
41.8 
38.2 
33.7 
33.9 
34.5 
35.8 
35.9 
34. 
33.7 
33.3 
35.4 
36.0 
35.2 
35.8 
35.0 
33.5 
33.4 
332 

35 
3.0 
2.5 

"2.0 
1.5 
1.5 
1.2 
1.4 
1.6 
1.4 
1.3 
1.4 
1.1 
1.1 
1.3 
1.2 
1.3 
1.5 
1.5 
1.6 

48.9 
46.2 
41.3 
38.9 
44.2 
54.8 
54.6 
543 
52.9 
53.4 
53.3 
53.0 
54.9 
56.3 
54.6 
54.3 
54.4 
53.8 
54.1 
54.1 
53.1 

17> 
22.6 
34.4 
34.9 
35> 
34.3 
35.2 
35.5 
3M 
37.5 
38.9 
39.8 
40.1 
40.4 
40.4 
40.9 
41.1 
40.3 

21.3 
21.7 
20.3 
19.7 
18.8 
18.6 
18.2 
17.8 
17.5 
17.3 
16.4 
14.7 
14.2 
14.0 
13.4 
13.1 
13.0 
12.8 

'Disaggregation no1 available. 
28aMd on mid-year population eelin"la1es lncb:llng outlying tenitories, armed forces, and federal employees overseas and their dependents. 

SOURCE: Office of Financial and ActuarlaJ AnaJy&Ja, Bureau of Data Ma1lagement and Strategy. Heal1h Care Financing Administration. 
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TABLE& 
Aggrepte and pet cttplts Amount and Percentage Dlitrtbutlon of Expenditures tor Phya:iclane' Services' 

by Source otFuncta, Selected Yeara1950-1982 

v-

1950 
1955 
1960 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

ToloJ 

$2.7., 
5.7 
<5 
9.2 

10.1 
11.1 
12.6 
14.3 
15.9 
112 
19.1 
212 
24.9 
27.6 
31.9... 
40.2....... 
61.8 

....... ,.,..... "'""
• 2~ 
~6 

a1 
5.2

•••
5.1.. 
5.8 
6.5 
7.1 
7.3 
8.0 
8.1 
9.0 
9.7 

11.4 
13.1 
15.0 
17.8 
20.7 
23.1 

All Third Parties 

,... 
. 5 •1.1 

2.0 
3.3 
3.7 
5.0 
5.9 
6B 
7.9.. 
9.9 

11.1 
132 
15.9 
17.9 
20.5 
22.7 
25.3 
29.0 
34.1 
39.7 

"""""' Public .......----· Amount {In billions)

• •.9 
1.6 
~7.. 
3.0 
3.4 
4.0 
4.9 
5.3 
6.0 
6.7 
7.9 
9.4 

1M 
12.4 
13> 
14.8 
16.5 
19.0 
21.7 

OthM 

$.0 
.0 
.0 
.0 
.0 
.0 
.o 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 
.0 

'""' 
.1 • .2 
.4 
.6

•2.0 
2.5,. 
3.0 
3.5 
3.9 
4.4.. 
6.5 
7.1 
8.0 
92 

10.7 
1~5 
15.1 
17.0 

....... 

• 2 
.3 

1.4 
1.8 
2.0 
2.1 
~5 
2.7 
3.1., 
4.6 
5.2 
5.9 
6~ 
9.1 
9.5 

11.7 
1M 

........ 
""" 

... 
.5 
.7 
.7 
.7 
~ 

1.0 
1.2 
1.4 
1.6 
1.9 
1.9 
2.1 
u 
~6 
M.. 
3.6 

1950 
1955 
1980 
1965 
198$ 
1967 
198$ 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1991 
1982 

$19 
22 
31 
43 
46 
50.. 
91.. 
75.... 
99 

113 
124 
142 
158 
176 
202 
234 
262 

$15 
15 
20 
26 
27 
25 
26 
29 
31 
34 
34 

"' 37 
41 
44 
51 
58.. 
77.... 

3 • 7 
11 
17 
18 
25 
29 
33.. 
42 
46 
51 
91 
72 
91 
91 

100 
110 
125 
146 
164 

psr capita Amount2 
$2 

5 
9 

14 
14 
15 
17 
19 
23 

" 29 
31 
36 
43 
49 
55 
60 
64 
71 
91 
92 

.. 
.0 
.0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

" 1 
2 
3 
4 

10 
12 
13 
14 
16 

" 20 
24 
30.. 
36 
41 
47 
54 
64 
72 

$ 1 
2 
7 
9 

10 
10 
12 
13 
14 
17 
21 
23 
26 
30 
35 
41 
50 
57 

$ 2 
3 
3 
4 
4 
4 
5 
5 
6 
7 
9 
9 
9 

10 
11 
13 
14 
15 

1... 
1955 
1960 
1965 
1966 
1957 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

100< 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

93.2 
69.8 
65.4 
61.4 
59.9 
50~ 
47.0 
4<4 
45.1 
44.9 
42.4 
41.8 
37.9 
362 
35.1 
35.7 
36.6 
>72 
38.0 
>7.7 
>72 

16.8 
30.2 
34.6 
39.8 
40.1 
49.7 
53.0 
53.8 
54~ 

55.1 
57.6 
58.2 
62.1 
93.9 
64.9 
64~ 

93.4 
92.9 
62.0 
62~ 
92.7 

Percentage Oistfibution 
11.4 
23.2 
28.0 
31.7,. 
29.4 
30.4 
31.6 
359 
33.3 
34.9 
34.9 
>7.0 
37.6 
39.1 
39.0 
37.7 
362 
35.2 
34.7 
35.1 

•.2 
2 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 
.1 

5.2 
6.7 
6.4 
6.9 
9.3 

202 
22> 
21.9 
20.9 
21.7 
22.9 
232 
25.0 
26.2 
25.9 
25.2 
25.7 
26.5 
26.7 
27> 
27.6 

1B 
3.4 

13.6 
15.8 
16.2 
14.9 
15.5 
16.0 
16.0 
17.6 
18.6 
18.8 
1M 
192 
20.1 
20.4 
21.4 
21.7 

5.1 
5.9 
8.6 
<7.. 
6.0 
6.3 
6.7 
7.1 
7.4 
7.9 
7.0 
a7 
5.5 
a5.. 
5.1

•• 
1Disaggregation not available. 
28aeecl on miel-yelr population est1matea lncltJcling outlying territories, armed forces, and federal employees ovefSEias and their dependents. 

SOURCE: Offloe of Financial and Actuarial Analysis, Bureau of Data Management and Strategy, Health Care Financing Aclminielration. 
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TABLE? 
Agg_.. ond ,., ._Amount_. Porco- Distribution ot Oilier Personal Health care .._ltu_' 

by Source of Funds, Selected Years 1~1982 

v-

\950 
\955 
\980 
\998 
\966 
1967 
\966 
1969 
1970 
\87\ 
\972 
\973 
1974 
\975 
1976 
1977 
1978 
\979 
\980 
\98\ 
\982 

T""l 

$4~., 
9.9 

13.4 
14.7 
16.0 
18.1 
20.2 
23.\ 
25.2 
28.\ 
30.8 
34.9 
39.7 
44.3 
49.1 
55.2 
62.6 
72.1 
81» 
89.6 

-MDirect 

''""'""' 
$ 3.7 

5.2 
7.5 

10.9 
11.5 
11.9 
13.2 
14.6 
16.8 
17.8 
19.9 
21.6 
23.7 
25.7 
28.4 
31.1 
34.5 
30. 
...3 
48.4 
51.0 

All Third Parties 

T""' 

$ .6 
.9 

\.4 
25 
32 
4.\ 
4.9 
5.6 
6~ 

7.4 
8.2 
8.3 

11.2 
14.0 
18.0 
18.0 
20.7 
24.3 
28.8 
33.5 
38.5 

'"""' '""" ""'"" -- '""""""Amount (in billions) 

' 
$ .\ 

.3 
~ 
.5 
.5 
.7 
.8 

\.0 
\.\ 
\.4 
1.7 
2.3 
3.\ 
3.7 
4.4 
5.5 
6.8 
8.4 
9.9 

-
$2 

.2 

. 3 
.5 
.5 
.5 
.6 
.6 
.6 
.7 
.8 
.8 
.9 

\.0 
\.\ 
12 

·~ \.4 
\.6.. 
1.9 

T""' 

.4 • .6 
\.0 
\.7 
2.4 
3.0.. 
4.3 
4.8 
5.7 
6.3 
7.\ 
8.7 
\0~ 
11.7 
13.1 
14.9 
17.4 
20.4 
23.4 
28.7 

,..,.. 
' 

$ 1.0 
\.4 
\.8 
2.3 
2.6 
Z9 
3.4 
3.8 
4.3 
5.2.. 
7.\ 
7.9 
8.9 

10.4 
12.0 
\42 
15.7 

Sloloond 

'""" 
• 

•.7 
\.0 
\.2 
\.5 
\.7 
1.9 
2.2 
25 
2.9.. 
4.3 
4.6 
52..
••93 
92 

11.0 

\950 
\955 
\960 
\998 
\956 
1967 
\968 
1989 
\970 
\87\ 
1972 
1973 
\974 
\975 
1976 
1977 
\978 
1979 
\980 
\96\ 
\982 

$28 
36 
48.. 
74 
79 
88 
98 

\\\ 
\19 
\32 

'"'\6\ 
\8\ 
200 
2\9 
243 

"" 3\\ 
350 
379 

• 24 
3\ 
4\ 
56 
58 
59.. 
7\ 
80 
84.. 

\00 
\09 
\\7 
\28 
\39 
\52 
\67 
\87 
007 
2\6 

$ 4 
5 
8 

\2 

" 20 
24 

"' 30 
35 
38 
43 
52 

" 72 
80 
9\ 

\06 
\24 
\43 
\63 

per capitJJ Amount' .. 
\ 
2 
2 
3 
3 
4 
5 
5 
6 
8 

\0 

"\7 

"' 24 
30 

" 42 

$\ 
\ 
2 
2 
2 
3 
3 
3 
3 
4 
4 
4 
4 
4 
5 
5 
6 
6 
7 
6 
8 

$3 
4 
8 
8 

\2 
15 
\9 
2\ 
23 

"' 30 
33.., 
49 
53.... 
" 88 

\00 
\\3 

' 
$5 

7 
8 

\\ 
\3 
\4 

" \8 
20 
24 
30 
32 
35 
39 
46 
52 .. "

• 
$ 4 

5 
6 
7 
8 
9 

\\ 
\2 
\3 

" \9 
2\ 
23 

"' 30 

" 39 
47 

\950 
\955 
\980 
\998 
\966 
1967 
\968 
\989 
1970 
1971 
\972 
\973 
1974 
1975 
1976 
\977 
\978 
1979 
\980 
\98\ 
\982 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

86.2 
85.6 
83.9 
81.6 
78.4 
74.6 
73.\ 
72.3 
72.8 
70.7 
70.8 
69.9 
67.8 
84.7 
84.0 

"~ 62.6 
61.2 
60.\ 
59.\ 
57.0 

13.8 
14.4 
16.1 
18.4 
21.6 
25.4 
26.9 
2>.7 
27.2 

• 29.3 
29.2 
30.\ 
32.2 
35.3 
36.0 
36.7 
37.4 
38.8... 
40.9 
43.0 

Pereentaga Dlslribulioo 

\.\ 
\.9 
22 
3.\ 
2.8.. 
3.6.. 
4.0 
4.5 
•8 
5.7 
7.1 
7.6 
8.0 
8~ 
9.5 

10.2 
11.1 

4.2 
4.\ 
3.3 
3.5 
3.4 
3.3 
3.\ 
3.0 
2.8 
2.9 
Z9 
2.6 
2.5 
2.5 
2.5 
2.5 
2.4 
2.3 
2.2· 
22 
2.2 

9.6 
10.3 
11.6 
13.0 
16.1 
19.1 
21.0 
21.4 
20.8 
225 
22.5 
23.\ 
24.8 
27.\ 
265 
26.7 
27.0 
27.7 
28.2 
28.6 
29.8 

• 
7.8 
9.6 

11.4 
12.6 
12.8 
\25 
13.7 
\M 
13.8 
14.9 
16.4 
16.1 
16.1 
16.1 
16.7 
16.7 
17.3 
17.5 

• 
5.2 
6.5 
7.7 
8~ 

''.. 
8.8 
9.0 
92 
9.9 

10.7 
10.4 
10.6 
10.9 
11.0 
11.6 
11.2 
12.3 

'Dentists' seMc9s, olher professional servfces, drugs and medical sundries, eyeglasses and appliances, nursing home care, and other personal health care. 

21netudecl wilt\ direct payments: separate data not avallable. 

l'Oisaggregatlon not available-. 

"Based on mid-year population estimal9s Including outlying territories, am1ed lorces, and federal employees overseas and their dependents. 


SOURCE: Office of Financial and Actuarial Analysis, Bureau ol Data Management and Strategy, Health Care Financing Admlnislralion. 
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Souroeofl'aymont 

TABLES 

Care ExpondhUIOO by Selecled ThlnN'IIrty l'llyer8 and Type oiElq>endllure, 19811-1982 
(bllllono ol dollars) - Phy- Prof...... ....,_..... sicians' Eye""" ....,_ sonal ..... o.,.. .,..... Home 

c... n.e.c. Etc. Etc. - c... """ """"""' """' """ """ """' 
TOiaJ 

Patient Di'ec::t Payrnet'WS 

Third-Party Payments 
Private Health lnsuranoe 
Philanthropy and Industrial.,__, 
e .......... 
....... 

Medicare• 
Medicaid' 

"""' 
State and Local 

""""""' """" 
TOiaJ 

Patient Okect Payments 

Thl«f-Porty Paym-
Private Health Insurance 
Philanthropy and Industrial 

In-Plant 

"""""""' .......-·-· """' 
S1ate and Local 

Medfcaid'! 

"""' 
TOiaJ 

Patient Direct Payments 

TNO<I-Party-
Private Health InSurance 
Phlanlhropy and Industrial 

In-Plant 
Govem"""

Medicare•--"""' 
Slale and Local-·"""' 

-~ 
90.4 

1064 
76.S 

4.2 
115.7 

83.7 
50.9 
1S~ 
159 

32.0 
15~ 
16.5 

$254.6 

~1 

172.6 
66B 

3.5 
1022 

74.4 
43.5 
16.2 
14.7 

27.8 
12B 
1~0 

$219.4 

72.1 

147.3 
57.0 

3.1 
872 

62.7 
35.7 
13B 
13.2 

24.5 
11.8 
1~7 

$135.5 

16.4 

1192 
44~ 

22 
720 

54.S 
38.3 
S2 
1~1 

17.4 
5.S 

11B 

$118.0 

13.1 

104.9 
39.4 

1.7 
63.8 

48~ 
312 

5.9 
112 

152 
4.7 

10.7 

$100.4 

10.9 

89.5 
33.7 

1.5 
54.3 

41.1 
2M 

5.1 
10.1 

13.2 
42

••• 

1982 
$61B 

23.1 

38.7 
21.7 

17.0 

1M 
11.4 
1.5 
~ 

as 
1.4 
22 

1981 
$54.8 

20.7 

34.1 
19.0 

15.1 

11.7 
9.7 
1.6 
~ 

32 
1.3 
2.1 

1080 
$46.8 

17B 

29.0 
16~ 

1~5 

9~ 
7B 
12 

.4 

3.0 
1.1 
1.8 

$19.5 

1M 

s.o 
5.2 

•• 
.4 

.3 

.1 

.4 

.3 

. 1 

$17.3 

1~3 

5.0 
4.3 

.7 

.4 

2 
.1 

2 
2 

$15.4 

11.2 

4.2 
as 

.s 

.3 

2 
.1 

2 
2 

$7.1 

as 

3.5 
1.3 

.1 
22 

1.7 
12 

.4 

.5 

.3 

.2 

$6.4 

3.5 

2.8 
1.1 

.1 
1.7 

12 
•.9 

.3 

.1 

.4 
2 
2 

$5.S 

3.3 

~3 
.9 

.1 
1.4 

1.0 
.7 
2 

.4 
2 
2 

$22.4 

17.6 

4.7 
2.8 

1.9 

.9 

.9 

1.0 
.8 
.2 

$712 

17.1 

42 
2.4 

1.9 

.9 

~ 

9 
.7 
2 

$19.3 

15.7 

3.8 
2.0 

1.6 

.8 

B 

.8 

.7 

.2 

$5.7 

4.4 

1.2 
.4 

.8 

.7 

.s 

.1 

.1 

.1 

$ 5.7 

4.7 

1.0 
.3 

.7 

.s 
~ 

.1 

.1 

.1 

$5.1 

4.3 

B 
.3 

.5 

.5 

.4 

.1 

.1 

.1 

$27.3 

11.9 

15.4 
2 

2 
15.0 

7.9 
.5 

S.9 
.5 

7.1 
S2 

•• 
$74.2 

10.7 

1a5 
.2 

.1 
132 

7.3 
.4 

M 
.4 

5.8 
5.1 

.7 

$20.S 

as 

11.8 
.2 

.1 
11.5 

6.2 
.4 
5~ 

.4 

5.3 
4.7 

.7 

$7.S 

7.S 

1.7 
5.9 

4.0 
B 

•• ~ 
1.9 

.7 
12 

$6.9 

S.9 

1.S 
5.3 

3.7 
.6 
.8 

22 

1.7 
.6 

1.0 

$6.0 

6.0 

1.4 
4.S 

32 
~ 
.6 

2.1 

1.4 
.5 
.9 

'Represent$ total expenditures from trust funds for benefits. Trust fund 1noome includes pretTium payments paid by or on behalf of enrollees. 
2lncludes funds paid intO Medicare trust funds by States under ''buy-i'l" agreements to cover premiums for pubic assistance recipients and for 

persons who are medically Indigent. 
38ased on mid-year popUation estmates including Ol.ll¥rlQ terriories, armed foroes, and federal employees overseas and their dependents. 

SOURCE: Office of Financial and Actuarial Analysis, Bweau of Data Management and Strategy, Health Care Fnancing Administration. 
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"""""'""'' 

TABLE9 

Expendftures tor Heahh Services and SUpplies Under PubHc Programs 
by Program, Type of Expenditure, and Source of Funds 

1982 

Health Services and Supplies 

Personal Health Care 
Phy· Den-.... slcians' .... Prol. .,.. """" 
SoN· ..... gl~ H~'"' ,.,. ,.,. ToO>I T""l n.e.c. Ere. E«. '""' '"' - """' - OOhM 

""' 
Adm.. ,... 
""' 

"""' """' Activi

"' 
Total Health Sefvices and Supplies 

All Public Programs 
Total Federal Expenditures 
Total State and Local Expencliture 

Medicare' (Federal) 

Federal ExpenditUres """""" 
State and Local Expenditures 

Other Public Assi$lanee Payments 
1or Medical care ........-""" """' 

Veterans' Medical care 

Department of DefenW 

Federal Employees - """"""""" State and Local Programs 

State and Local Hospilais• 

Other Public Expenditure$ for 
Personal Health CareS 

"""'-""' ""' Government Public Health-State and local """" 
Exhibit: Medicare and Medicalcl 

..... ..... 
128.7 115.7 
87.5 83.7 
412 32.0 

52.2 50.9 

34.0 32.4 
18.0 16.9 
16.0 15.5 

2.1 2.1 

2.1 2.1 

7.1 7.0 

5.6 5.5 

., 4.5 
.2 .2 

5.9 4.4 

8.6 8.6 

4.6 4.5 
32 3.1 
1.4 1.4 

8.8 
1.4 
7.3 

85.7 828 

$135.5 

72.0 
54.6 
17.4 

36.3 

11.8 
62 
5.6 

.8 

• 
5.8 

4.5 

2.4 
.1 

2.2 

8.6 ...., 
.1 

...1 

.. .. 
17.0 
13.4 
3.8 

11.4 

2.9 
1.5 
1.4 

2 

2 

.1 

. 1 

1.9 

1.9 

.3 

.2 

.1 

14.3 

Amount (in Billions) 

$19.5 $7.1 $22.4 

,. 1.9 • .4 1.7 .9 
.4 .5 1 0 

1> 

.6 .7 1.7 

. 3 .4 •• .3 .8• 
.1 

.1 

.1 

.1 .1 

.1 .1 

.1 

20 1.7 •• 

$5.7 

•.7 
.1 

. 6 

.1 

.1 

.1 

.1 

.6 

$2,. 

15.0 
7.9 
7.1 

• 
13.3 
~9 

6.3 

.8 

• 
• 

13.7 

$7.6 

5.9 
4.0 
1.9 

.8 .. 
•.7 

.1 

.1 

.5 

• 

2.2 
1.2 
1.1 

.. 

$12.7 

4.4 
2.4 
2.0 

1.3 

1.5 
1.0 

.5 

.1 

1.4 

1.4 

.1 

.1 

2.8 

$8.6 

8.6 
1.4 ,.

8.6 
1.4 
7.3 

See footnotes at end of table. 
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TABLE 9 (continued)

Expenditures for Health Servlc:ee and Supplies Under Public Programs 

by Program, Type of ExpondHure, and Soun:e of Funda 


1981 


T""' --
Health SeMoes and Supplies 

Personal Heallh Care - Admin· 

doo --
Public 

Aclivi...
T""l 
-""'' """ 

,.,. 
sicians' -'"'
 ""'' Eye-..~ -- -- 0""' - -·'"' n.e.c. ·~- Eto. Etc "" """ 

0'"" 
""" 


Total Health Services and Supplie$ 

All Public Programs 
Total Federal Expendlb.lres 
T01al State and Local Expenclib.lres 

Medicare' {Federal) 

"'"'''""
State and Local Expenditures --

Other Public AssistancE~ Payment$ 
for Medical Care

Stale and local -
Veleran$' Medical care 
Department of Defense3 

Wofkers COmpensation 
Federal Employees 
State and Local Programs 

State and Local Hospitals' 

Other PubliC Expenditure$ for 
Petsorlal Heallh Car~-·'""' ""' L<><>J 

Government Public Health ActiVIties---Exhibit Medicare and Medicaid 

See footnotes at end of table$. 

$273.5 

114.2 
78.2 
36.0 

44.8 

30.0 
17.3 
13.3 

,_, 
,. 
8.7 

5.0 

5.7 
.2 

5.6 

7.7 

<.2 
3.0 
1.2 

7.7 
1.3 
6.4 

74.9 

$254.6 

102.2 
74.4 
2,. 

43' 

29.0 
16.2 
12.8 

,_, 
i.6 

6.6 

5.0 

4.4 
.2 

4.3 

7.7 

4.2 
3.0 
1.2 

722 

$118.0 

63.8 
43.5,,. 
3U 

10.5 
5.9 
4.7 

.7 

.7 

5.6 

4.i 

2.2 
.i 

2.1 

7.7 

1.7 
1.6 

.1 

4i> 

$54.8 

15.1 
11.7.. 
9.7 

2.8 
i.6,, 

.2 

.2 

-' 
.i 

1.9 

1.6 

.3 
2 
. i 

12.5 

Amount (in Billions) 

$17.3 $6.4 $21.3 

.7 i,7 i.9 

. 4 ,. .9 
.4 .9 • 
.9 

.6 .5 i.6 
.3 .9 
.2 .7 • •

'i 

.i 

.i 

.i -' 
.1 .1 

.i 

.6 1.4 1.6 

$5.7 

.7 

.6 

-' 
_, 

.i 

.i 

.1 

.1 

.5 

' 
$24.2 

13.2 
7.3 
5.8 

.4 

11.6 
6.5 
s:1 

.7 

.7 

.4 

12.0 

$6.9 

5.3 
3.7 
i.7 

.6 

i.4 

••.6 

.i 

'i 

.5 

.7 

2.0 
1.1

• 

i.8 

$11.1 

42 
t. 
i.7 

" 
i.5 
1.1 

.4 

.i 

,. 
1.3 

.1 

2.8 

$1-7 

7.7,. 
6.4 

7.7 
1.3 
6.4 

... -

% 
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~ 
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~ 
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TABLE 9 (continued) 

Expenditures for Health Services and Supples Under Public Programs 
by Program, Type of Expendltu..,, ..t Souroo of Furm 

1980 

Health Servioe$ and Supplies 

Pwsonal Health Care..... Do~ PubliC-· ,.,, "'~ .... Sic:ians' .,.. Adm.,_ ,.. ..~ .... Dru.. ,..... ..... """"''"' ..,, Program Area Total T"" c.~ ... ... n.e.c. ~ ~ ..."""" - ••• """ -
Amount (In Bilions) "" 

Total Health Sefvioes and Supplies $237.1 $219.4 $100A $46.8 $15.4 $5.6 $19.3 $5.1 $20.8 $6.0 $10.7 $7.0 

All Public Programs 97.9 87.2 .... 12.5 .6 1.4 1.6 1.. 4.6 3.7 7.0•Total Federal ExpeOOitures 66.0 62.7 41.1 9.6 .3 1.0 .8 .5 .. 3.2 2.0 1.3 
Total Stat& and Local Expenclitures 31.9 24.5 1a2 3.0 .3 .4 .8 .1 5.3 1.4 1.7 5.7 

Meticare' (Federal) 3.. 35.7 26.0 7.8 .7 .4 .4 .5 1.1,.. 25.5 9.4 2.5 .5 .5 1.4 102 1.1 ..
Federal Expeoditure6 14.6 13.8 5.1 1.3 .3 .3 .8 5.5 .6 .8
-State and Local ExpenditureS 122 11.8 4.3 1.1 .2 .2 .7 4.7 .6 
 • 

Other Public Assistance Payments 
for Medical Care 1.6 1.6 .6 .2 .1 .7 .1 

1.6 1.6 .6 2 .1 .7 .1........""' 
-
Veterans· Medical Care 5.9 5.9 4.9 .1 .1 .1 .4 .4 

Department of Defense3 4.2 42 3.4 .1 .6 

Workers Compensatiol'l 5.0 3.9 2.0 1.6 .1 .1 .1 1.1 
.1 .1 .1-..State ancl Local Programs 4.9 3.8 1.9 1.6 .1 .1 .1 1.1 

State and local HospitalS" 6.2 6.2 6.2 

Other PubliC Expenoitures for .. 
Persooal Health CareS 4.1 4.1 1.7 .3 .1 '-·•' 1.9 .1,.,... 3.0 3.0 1.6 .2 1.1 
1.1 1.1 .1 .1 .9........""' 

Government Public Health Activities 7.0 7.0 
1.3 1.3-~1

State and Local 5.7 '5.7 

ExlllbH: Medicare and Medicaid 63.3 60.9 35.4 10.3 .5 1.2 1.4 .4 10.5 12 24 
4Expenditures for State and local goverrment hospitals not offset by other'Represents total expendill.wes from trust ft..nds for beoafits and aclministtative 


costs. Trust fund income includes premium payments paid by or on behaH of 
 """"""·stncludes program spending lor matemal and child health; vocationalenrollee&. 
rehabilitation medical payments; temporary disability insurance medical 21nc:ludes funds paid into Medicare trust fund$ by States uoc1er "buy-In" 
payments; PHSand other Federal hospitals; Indian health seNices; alooholiSfll,agreements to cover premiums for public assistance recipients and for persons 
drug abuse, and mental health; and school health.who are mediCally indi9ent·
SOURCE: Officeof Financial and Actuarial Analysis, Bureau of Data Management "Includes care lor retirees and militafy dependents. 
and Strategy, Health Care Financing Administration. 



FIGURE3 
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Source: Bureau of Data Management and Strategy, Health care Financing_ Administration. 
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There are a number of explanations of the difference In 
growth between health spending and the output of the gen
eral economy. First, it is generalfy accepted that, as an 
economy matures, consumers desire an increasing propor
tion of services, such as travel, health care, dining, and so 
on. Second, one theory of economic growth (Baumol, 
1967) holds that Industries with slower-growing productivity 
will experience more rapid price inflation than will industries 
with faster-growing productivity. Health care, despite re
cent advances in technology, is still quite labor.jntensive, 
and is among the slower industries in terms of productivity 
growth. Third, rapid advances in, and proliferation of, mecli
cal technology have expanded the treatment of disease to 
previously unattainable breadth and depth. This has re
suhed In more consumption of health care per capita; In 
addition, oversaturation of some markets may well have 
created greater price inflation, through the need to carry 
unused capacity. Fourth, the population of the United 
States gradually is aging; although each age group Is 
healthier than Its counterparts In previous decades, one 
consequence of more older Americans is a need for more 
health care, as older people require more hospital and 
nursing-home care (for example) than do younger people. 
These four sources of growth In the relative size of the 
health sector can be categorized as evolutionary in nature. 

A fifth cause of increases in the share of Gross National 
Product going to health care Is the way in which that care 
is financed. Two factors are important In this regard: third
party reimbursement, and government subsidies of health 
care spending. 

More than in any other market for consumer goods and 
services, third parties, rather than conSfJmers themselves, 
pay for consumption of health care. The extent of third
party reimbursement ranges from 88 percent of hospital 
care to 22 percent of spending for consumer medical dura
bias and nondurables (including drugs and eyeglasses). 

Third-party reimbursement, as It Is practiced Currentfy, 
leads to greater consumption of health care for two rea
sons. The first reason is that when a third party pays for a 
service, the act of consumption and the act of paying are 
separated In time and place: the true cost of the service is 
obscured for the consumer. Because the perceived price of 
consumption is lower than the actual price, consumers 
tend to use more health care services than they would oth
eiWise use. Second, most third-party reimbursement is 
"cost-based" or "retrospective" in nature. When the insurer 
pays a proportion of costs, whatever those costs may be, 
there is little incentive for consumers or providers of care 
to be cost-conscious. This feature reflects directly the origi· 
nallntent of health insurance, which was to guarantee ac
cess to health care regardless of the cost. However, with 
consumption growing more rapidly than the supply of funds 
from which we pay tor care, the cost-based aspect of third
party reimbursement has generated increasing pressure for 
reform. 

Another Important force acting upon the financing of 
health care Is the tax treatment of health insurance premi
ums and out-of-pocket payments for health care. Under 
current Jaw, employer contributions for health insurance 
policies (more than three quarters of the premiums earned 
in 1983) are excluded from employees' taxable income, 
and from earnings subject to payroll taxes. In addition, up 

to $150 of an employee's share of health Insurance premi
ums could be deducted directly from taxable income (until 
1982); and the balance of those premiums, along with 
other consumer medical expenses, were tax-deductible to 
the extent that they exceeded three percent of adjusted 
gross income (fiVe percent after 1982). The tax treatment 
of premiums alone cost the Federal government $26 billion 
In foregone revenue in fiscal year 1983 (Congressional 
Budget.Office, 1982). The tax-exempt status of health In
surance premiums encourages employees, and does not 
discourage employers, to substitute more comprehensive 
Insurance coverage for higher money wages. Many con
sumers view such expanded coverage as a "use or lose" 
benefit, and tend to overconsume health care services, de
spite the fact that overconsumption raises the price of 
health insurance in the long run. Tax treatment of health 
care spending, and the extent of third-party coverage of 
health care, can be considered structural causes of rising 
health expenditures. 

Government response to increasing health care expendi
tures, which comprised 12.6 percent of Federal outlays In 
1982, centered on the structural causes mentioned above. 
AHempts were made to reduce the extent of third-party 
coverage: States were authorized to limit the services and 
populations covered by Medicaid, and to institute copay
ments for Medicakl services. California has Instituted a 
system In which hospitals bk:l for Medicaid "business." A 
proposal was made to restructure the copayment for hospi· 
tal services covered by Medicare, raising the copayment 
for a moderate length of stay and providing full coverage 
for the laner part of very long stays. A major break from 
retrospective reimbursement was begun with the introduc
tion of diagnosis-related hospital payments under Medi
care, to take effect gradually between fiscal years 1984 
and 1986. This form of prospective payment, in which a 
hospital knows at the time of admission how much Medi
care will pay for treatment of the patient, Is expected to 
force providers of care to become more cost-conscious. 
Other measures Included a proposed brief freeze of Medi
care physician fee schedules. Regarding the tax treatment 
of health insurance premiums, the direct exemption of 
$150 of premiums was eliminated, and proposals have 
been made to tax employees on employer contributions in 
excess of $175 per month ($70 per month for an indivkl
ual). It is hoped that these and other actions will result in 
greater recognition of the actual cost of care, both by con
sumers of that care and by Its providers, and that growth of 
expenditures will slow. 

Goods and Services Purchased In 1982 
"National health expenditures" are defined to include all 

spending for health care of individuals, the administrative 
costs of non-profit and government health programs, the 
net cost to enrollees of private health Insurance, govern
ment expenditures designed to promote health In general, 
noncommercial health research, and construction of medi
cal facilities. The definition excludes spending for environ
mental Improvement, a category which often Is categorized 
with health In Federal budget documents. (For further infor
mation, see the section on definitions, concepts, and data 
sources later in this article.) 
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F1GURE4 

Faclon In the-of Penonol Health Care Expendllu,... 
1981·1982 

$4.6 

$2.5 

$8.6 

$16.5 

14%- Other Factors 

8%" 	Population 

27%= 	Medical care Price Inflation 
(In Excess of General Inflation) 

51%= 	 General Inflation 

Souroe: Bureau of Oata Management and Strategy, Health care Financing Administration. 
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National heahh expenditures are divided Into two cate
gories: health services and supplies, and research and 
construction of medical facilities. Heahh services and sup
plies, in tum, consist of personal health care, program 
administration and the net cost of insurance, and govem
me-:rt public health actMties. 

Personal Health Care 

A total of $287 billion was spent for personal heahh care 
in 1982-up 12.7 percent from spending in 1981. Personal 
health care expenditures accounted for nine-tenths of all 
national health expenditures. On a per capita basis, 
$1,215 was spent in 1982-an increase of 11.7 percent 
from the 1981 level. 

Most of the growth in this spending for health care is at
tributable to price inflation. As shown in Figure 4, 78 per
cent of the Increase in spending between 1981 and 1982 
was due to price Inflation; another eight percent was due to 
population growth. The remainder was due to a variety of 
influences, among them the aging of the population, in
creased consumption per capita, and changes in the types 
of services provided. 

Personal health care consists of a number of different 
goods and services. 

Physicians' Services 

Physicians are the most Influential group in determining 
the size and shape of the health care sector. They affect 
personal health care expenditures much more than Is indi· 
cated by the 22 percent share of spending devoted to their 
service&': by some estimates, they influence 70 to 80 per
cent of heahh care spending (Blumberg, 1979; Somers and 
Somers, 1977). Physicians have a dominant role in deter
mining who will be hospitalized and what type and quantity 
of services the hospital patient will receive. Expenditures 
for prescription drugs are influenced similarly. 

Expenditure for physicians' services reached $62 billion 
in 1982-an Increase of 12.8 percent from the previous 
year. This spending accounted for 21.5 percent of personal 
health care expenditures and for 19.2 percent of all na
tional health expenditures. Price Inflation and increased in
tensity of service were responsible for most of the growth 
in expenditures. Public funds--mosUy Medicare and Medi· 
ca~d for one-quarter of spending for physicians' ser
vices; private heahh Insurance and direct patient payments 
divided the balance almost evenly. 

Price inflation was a significant contributor to the growth 
of expenditures for physicians' services. Measured by the 
Consumer Price Index (CPI), physicians' fees rose 9.4 per
cent in 1982, compared to an Increase of 6.1 percent in 
the CPI for all items. 

The number of office visits has not had much effect upon 
the growth of spending for physicians· seiVices, because 
the total volume and per capita number of physician office 
visits have changed very little in recent years. For exam
ple, the National Center for Health Statistics (NCHS) 

21n the NatiOnal Health Aooourm-the framework within which 
these estimates fil.-expendllures for physicians' services encom
pass the cost of all services and supplies provided in physicians' 
offices, expenditures for services of private practitioners in hospi
tals and other institutions, and diagnostic work performed in inde
pendent clinical laboratories. 

Heahh Interview Survey indicates that visits to physicians 
by the noninstltutionalized population remained relatively 
constant between 1971 and 1981, at around one billion 
visits per year. 

Ahhough the number of visits to physicians has not 
changed substantially, the number and types of services 
provided during the visits-the Intensity of care-appears 
to be increasing. In the last 10 years, the number of sur
gical operations performed in community hospitals has in
creased an average of 2.4 percent per year, a rate faster 
than the growth of the U.S. population. The volume of tests 
in independent clinical labs has been increasing at a 15 
percent annual rate in recent years (Bailey, 1979). Rising 
surgical rates and increased out-of-hospital laboratory test
ing have contributed to the increase in intensity of care per 
physician visit, and thus to rising expenditures for physician 
care. 

Hospltel Care 

Expenditures for hospital care in 1982 were $136 bil~ 
lion-an increase of 14.9 percent from 19813. Hospital care 
accounted tor 47.2 percent of total personal health care 
expenditures and for 42.0 percent of national health ex
penditures. As was true for all of the categories of health 
care services, price inflation was responsible for the major 
part of the increase in spending over the past three years; 
community hospital admissions were virtually unchanged 
between 1981 and 1982, and the number of inpatient days 
actually fell slightly. 

The Federal government funded 40.3 percent of spend
Ing for hospital care in 1982, private health insurance paid 
for 33.2 percent, and State and local govemments paid for 
12.8 percent Thus, patients paid just over one-tenth of the 
cost of hospital care directly. · 

The hospital sector has undergone a substantial change 
in structure since 1965. As shown in Table A, expenditures 
for care in community hospitals (which provide primarily 
acute care) rose from 70 percent of total hospital spending 
to 76 percent between 1965 and 1971, and reached 84 
percent in 1982. The share of expenditures accounted for 
by State and local government-run psychiatric hospitals de· 
cllned from 11 percent in 1965 to less than 5 percent in 

TABI..E A 

--of	-piflll Expendlturas, by Type of -pifll~ 
for Selected Calendar v... 

1965 1971 1982 

Total 
Community 100.0% 100.0% 100.0% 
State and local 69.6 76.1 83.9 

psychlattlc 11.1 8.7 4.5 
Federal 12.8 9.8 8.0 
01her 6.5 5.4 3.6 

SOURCE: Offioe of Flll80Cial and Actuarial Analysis. Bureau of Data 
Management and Strategy, Health care Financi'lg Administration. 

3 ln the National Health Accounts, hospital care includes all inpa
tient and outpatient care in pubMc and private hospitals and all ser
vices and suppNes provided by hospitals. Except for the services 
of hospital staff physicians, expenditures for physiCian care pro
vided in hospitals are included in the physician category described 
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1982. The relative size of expenditul'es In Federal hospt
tals--operated mainly by the Veterans Administration and 
by the Department Of Defense--also declined, but to a 
lesser extent: from 13 percent of total hospital expenditures 
to 8 percent. 

As mentioned earlier, price Inflation was responsible for 
a ma)or po111on of the Increase In hospital expenditUres in 
1982. Using the National Hospital Input Price Index (Free
land, Anderson, and Schendler, 1979) to approximate the 
prices tacecl by hospitals, two-thirds of the growth In ex
penditures can be attributed to Input price inflation. 

Nuratng Home Care 

Nursing home care cost $27 billion in 1982-an Increase 
of 12.9 percent from 1981•. This expenditure accounted for 
9.5 percent of personal health care expenditures and 8.5 
percent of total national health expenditures. Major factors 
in the growth of nursing-home spending include continued 
rapid expansion of Medicaid-funded lntennedlate care facil
Ities for the mentally retarded (ICF-MR), as well as growth 
of prtces and days of care In other types of settings. Public 
programs pay for more than half of the total, and patients 
directly finance most of the rest. 

Increasing longevity, changing social patterns which de
emphasize family responsibility for the elderly, and the 
availability of public funds (primarily Medicaid) underlie 
much of the growth in nursjng home care. 

Excluding the special Medicaid ICF·MA category men
tioned earlier, spending for other nursing home care more 
than doubled between 1976 and 1982, growing from $11 
billion to $24 billion. During that 6-year period, prices paid 
by nursing homes for the goods and services needed to 
provide care increased at an average annual rate Of 8. 7 
percent. We estimate that nursing home days of care in
creased In excess of 3 percent annually, while the U.S. 
population 65 years of age and over grew 2.6 percent per 
year. These factors have combined to generate the rapid 
growth In spending for nursing-home care, although that 
growth began to slow somewhat in 1981. 

Drugs and Medical Sundrlea 

This category accounted fOI'" 7.8 percent of personal 
health care spending ($22 billion) In 1982, and Includes 
spending for prescription drugs, over-the-counter drugs, 
and medical sundries dispensed through retail channels. 
Expenditures for drugs purchased or dispensed by hospi
tals, nursing homes and other institutions, physldans, and 
dentists are counted elsewhere. 

orua.therapy constitutes a significant factor in the treat
menWJillness. Approximately 58 percent of the noninstitu
tlonalized population received at least one prescription for 
medication In 19n (Kasper, 1982). About 57 percent of all 
dollars for drugs and medical sundries are estimated to be 
spent for prescription drugs alone, and 31 percent are 

~In the National Health Accounts, nursing home seMces are 
those provided in sl<iiled nursing faciMties (SNFs), in inlermediate 
care faci~tles (ICFs), and in personal care homes which provide 
nursing care. In addition, most of the care for mentally retarded 
Medicalcl recipients provided in what are designated "Intermediate 
Care Facilities for the Mentally Retarded" (ICF-MR) is Included as 
nursing home care. The relatively small amount of nursing-type 
care provided In hospitals (including ICF·MA care) is included with 
expenditures for hospital care. 

spent for over-the-counter drug products. 
From 1965 to 1982, spending for retail drugs and sun

dries increased about 9.0 percent annually, a rate signifi
cantly below that for other major health care services. 
Consequently, its share of personal health care expendi· 
tures has declined from over 12 percent in 1965 to 7.8 per
cent In 1982. The growth of drug spending, Impelled by 
more rapid price inflation, grew at rates above the long-run 
trend between 1979 and 1981. In 1982, however, due to a 
decrease in demand attributable to the recession, the 
growth rate slowed, to 4.8 percent. 

Other Personal Health Care Goods and Services 

Expenditures for all other types of personal health care 
goods and services were $39.9 billion in 1982-an in
crease of 9.8 percent. That spending amounted to 14 per
cent of all personal health care expenditures and to 12 
percent of national health expenditures. A quarter of the 
expenditures in this gro~ of services was financed 
through government programs in 1982, and health insur
ance covered 17 percent; consumers paid for 54 percent 
direcUy. The principal expenditure in this category was for 
dentists' services, but the category also Includes spending 
for services of other health professionals (including most 
home health agencies), for eyeglasses and orthopedic ap
pliances, and for provision of care In Industrial settings. 
Growth of this composite component was influenced signif· 
k:antly by the growth of spending for dentists' services, 
and, to some extent, by the growth of spending for other 
professional services. 

Spending for dentists' services, which reached $19 bll· 
lion in 1982, increased not only because of price inflation, 
but also because of recent increases in the extent of third
party dental coverage. Traditionally, use of dental services 
fluctuated with the business cyde. However, despite a 12 
percent increase In the CPI for dental care In 1980 and a 
slump in the general economy in 1981 and 1982, "price
deflated" expenditures per capita for dental services in· 
creased In all three years. This departure from tradition re· 
fleets the Increased extent of third-party dental coverage. 

Other Heafth Services and SUpplies 

The cost of operating third-party programs In 1982 rose 
14.5 percent, to $12.7 billion. This estimate includes $4.4 
billion in administrative expenses for those public programs 
which identified administrative expenses. It also includes a 
small amount estimated to be the fund·ralsing and admin
istrative expenses of philanthropic organizations. The larg
est part of the component Is the net cost of private health 
insurance, the difference between earned premiums and 
incurred claims. Estimated at $7.7 billion for 1982, net cost 
reflects administrative expenses, additions to loss reserves, 
and profits or losses of Blue Cross/Blue Shield plans, mu
tual and stock carriers, and prepaid and seiHnsured health 
plans. 

Public health activities of various levels of government 
amounted to $8.6 billion In 1982. Pubiic health activities 
are those functions carried out by Federal, State, and local 
governments to support community health, in contrast to 
care delivered to indMduals. Federal expenditures of $1.4 
billion Included the services of the Centers for Disease 
Control and the Food and Drug Administration, as well as 
grants to States. 

HIALTH CARl FINANCING AIVIEWIFIIII1983Nolume 5, Number 1 20 



Other National Health Expenditures 

National health expenditures devoted to non-profit re
search and to construction of medical facilities were $14 
billion in 1982, an amount equal to 4.4 percent of total 
health spending. 

Expenditures for noncommercial health care research 
and development were $5.9 billion in 1982. The Federal 
government financed by far the largest amount for re
search, with funds totalling $5.0 billion, most of which was 
spent by the National Institutes of Health. Expenditures by 
State and local governments, exclusive of Federal grants, 
were $500 million, and private philanthropy funded an even 
smaller amount. 

The $5.9 billion In spending for research In the National 
Health Accounts excludes research pelformed by drug 
companies and by other manufacturers and suppliers of 
health care goods and services (an estimated $2.8 billion 
In 1982 by pharmaceutical manufacturers alone). As this 
type of research is treated as a business expense and Is 
financed through sales of goods or services, Its dollar 
value is implicitly included in personal health care expendi
tures; to Include It again In this line would result in double
counting. 

Of the $82 billion spent on construction of medical facili
ties in 1982, 31 percent was funded from public sources. 
Grants from philanthropic organizations funded 4 percent, 
and the remainder came from Internal funds or from the 
private capital market. This estimate does not include 
spending for capital equipment, because there is no.source 
of data to yield a reliable, consistent time series of data on 
spendtng for equipment. 

Financing Health Care 

Health care can be financed directly by the consumer 
through out-of-pocket payments. Alternatively, consumers 
can reduce the risk of Incurring major medical costs by ac
quiring third-party coverage. The third party may act as the 
financial intermediary between the health provider and the 
consumer of health care, or may reimburse the consumer 
for the cost of care, or may hire the provider of care. In 
any case, an Insured consumer pays less or none of the 
cost of care at the time of service. 

The health care market differs from the pertect market 
for goods and services depicted in standard economic the
ory. First, it is dominated by third-party payers: in 1982, 
two-thirds of personal health care expenditures were made 
by the government or by private health Insurance. Second, 
unlike most other markets, the consumers of health care 
lack full information when decisions are made to purchase 
health care. For example, hospital admission is usually 
made upon the decision of a seller of health care (a physi· 
cian) rather than by the consumer of hospital services (the 
patient), or by the purchaser of the service (the govern
ment, private health insurers, or the patient). Whether the 
patient with complete information would choose the same 
types and quantities of care is an issue yet to be answered 
empirically. To the extent that the patient would not make 
the same choices, the industry plays a role in determining 
its "sales." 

A corollary to these theories is that the absence of the 
"usual" market forces limiting health care expenditures 
may generate political (nonmarket) bargaining between 
payers and providers; where the government is the payer, 
this takes the form of regulations or rate-setting (Feder and 
Spitz, 1980). In practice, those parts of the health care 
sector for which government pays the highest proportion of 
costs (hospitals, for example) are also parts of the sector 
with the greatest degree of cost regulation. 

Third-Party Financing 

Unlike other goods or services for which the consumer 
pays the provider directly, health care payments often are 
handled by a financial agent-a ''third party." The details of 
the payment method may vary: the consumer may pay the 
provider and apply for retmbursement from the third party, 
or the provider may bill the third party directly, 01' the pro
vider may be employed by the third party (as in the case of 
Defense Department hospitals, for example). In the case of 
Medicare, Institutional providers bill ''financial Intermedi
aries," private health Insurers acting as agents for the Fed
eral government, and physicians may bill either the 
financial intermediary or the patient. 

The existing third-party coverage of health care may 
have contributed to~a healthier population, but It has ex
acted a price as well. Insurance has increased access to 
care, resulting in treatment of patients who had been shut 
out of the orthodox medical market by price considerations. 
However, the structure of Insurance benefits encourages 
use of Inpatient rather than outpatient facilities, and en
courages overuse of tests and procedures rather than 
underuse. The financial incentives embedded in the pre
vailing reimbursement structures may encourage effective 
medical care, but they do not encourage efficient care. 

Private Health Insurance 

Blue Cross and Blue Shield plans, commercial insurance 
companies, and prepaid and self-insured plans paid an es
timated sn billion in 1982 in the form of medical benefits, 
an amount equal to 26.7 percent of personal health care 
expendHures. They earned an estimated $84 billion in pre
miums, 48 percent of all consumer spending for health, re
sulting in a net cost to enrollees of Insurance equal to $7.7 
billion. 

The size of the private health insurance industry has 
been growing, reflecting the perceived desire for its ser
vices. By 1982, 46 percent of private expenditures for per
sonal health care--the amount not covered by public 
prog~as reimbursed by private insurance. In 1.9.80. 
three quarters of the U.S. population was covered b~i
vate health Insurance for hospital care, compared to one 
haH of the U.S. population In 1950. Fifty years ago, It was 
noted that only a handful of the population had the finan
cial resources to pay directly and fully for the medical care 
associated with a major Illness (Falk eta/., 1933); that ob
servation remains valid today. The relatively rapid rate of 
growth of Insurance premiu~14 percent per year since 
1950, compared to an increase of 11 percent in total per
sonal health care expendftures-reflects the desire for the 
prepayment and risk-sharing offered by private health In
surance. 
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The advent of Medicare and Medicaid slowed the growth 
of the private health insurance share of personal health 
care expenditures. However, h did so primarily by Introduc
ing new consumers to the market rather than by shifting 
privately insured people to public programs. The Insurance 
share of spending doubled between 1950 and 1965, reach
ing 24 percent. In the ensuing years, the Insurance share 
of spending stabilized at about 27 percent. 

A large proportion of spending for hospital care and phy
sician's services Is paid by private health insurance. In 
1960, private insurance paid for 36 percent of hospital 
care, the first type of service to be covered extensively; 
that share reached 42 percent by 1965. When Medicare 
and Medicaid were established in 1966, hosphal care 
spending Increased dramatically, and the portion paid by 
private insurance, while growing in dollar terms, dropped to 
less than 34 percent by 1967. rt has remained between 33 
and 36 percent since that time. Extension of coverage be
yond surgical procedures in recent years has led to a 
higher share of physicians' services being reimbursed by 
private Insurance. This share rose from 32 percent in 1965 
to 35 percent In 1982. 

For other health care services, insurance coverage has 
been extremely limited. Dental care is one area In which 
coverage Is growing. Enrollment for dental benefits rose 
over 50 percent between 1976 and 1979 to a total of 60.3 
million persons (Carroll and Arnett, 1981). Insurance paid 
for about 27 percent of all dental expenditures In 1982. VI
sion care benefits, although not large in dollar terms, also 
has experienced significant growth In recent years. 

Public Expenditures 

Govemment programs spent $116 billion for personal 
health care spending in 1982, a 13.1 percent Increase over 
1981. Public programs financed more than 40 percent of 
all personal health care expenditures, including 53 percent 
of all hospital care, 28 percent of all phys)cian services, 
and 55 percent of all nursing-home care. 

Federal expenditures of $84 billion for personal health 
care accounted for more than two thirds of the public out· 
lay. The 12.5-percent increase in spending was less than 
the 17.3-percent increase registered In 1981 , due primarily 
to reduced growth in the Federal share of Medicaid and to 
the introduction of block grants. 

State and local governments financed $32 billion of per
sonal health care services In 1982, 15.0 percent more than 
in 1981. The trend has been for States to concentrate their 
expenditures in the Medicaid program, where State ex
penditures are matched with Fedei'al dollars: almost half of 
State and local government spending In 1982 was directed 
through the Medicaid program. 

Public financing for health care services comes from a 
number of Federal, State, and local programs (Table 10). 
Some, such as the Veterans Admintstratlon and the De
partment of Defense, provide services directly through net
works of hospitals, clinics, and nursing homes. The same 
agencies also pay public and private facilities to provide 
services. In the Medicare program, which acoounts for 61 
percent of all Federal spending for person~! health care, 

the Federal government acts as an Insurer, providing funds 
for medical care for eligible aged and disabled people. In 
other programs, Federal funds flow to State governments, 
which contribute additional funds. States may administer a 
medical program, as in the case of Medicaid, or may let 
funds flow through to local government agencies, as is 
done with maternal and child health and other community
related grants. States also fund health programs indepen
dently in State-run hospitals, or through public assistance 
vendor payments for individuals not covered by Medicaid. 

MEDICARE AND MEDICAID In 1982, Medicare and Medl· 
caid financed 29 cents of every dollar spent for personal 
health care in the Unhed States. The two programs ex
pended $83 billions in benefits to 48 million people--one 
fifth of the U.S. population. 

The introduction of these two programs, which ac
counted for almost three quarters of all public spending In 
1982, has dramatically Increased the Federal government 
presence In the health care market. CUrrently, the two pro
grams pay 35 percent of all hospital expenditures, 23 per
cent of all physician expenditures, and 50 percent of all 
nursing home expenditures. 

Nearly 29.5 million people, 90 percent of whom are 65 
years of age or over, are enrolled in Medicare. 1982 pro
gram expenditures totaled $52.2 billion; $50.9 billion repre
sented benefit (personal health care) payments, and the 
remainder was for administrative expenses. About $2,700 
per person was paid in 1982 for the 18.9 million people re
ceiving benefits. Medicare spending for personal health 
care Increased 17.7 percent in 1982, up $7.4 billion from 
1981. 

In 1982, Medicare spent an amount equal to 44.0 per
cent of the public share of personal health care expendi
tures, and 17.7 percent of total spending for personal 
heaHh care. Over 70 percent of Medicare benefits were for 
hospital care; another 22 percent paid for physicians' ser
vices. 

Medicare was created by Title XVIII of the Social Secu· 
rity Act. It began on July 1 , 1966, as a Federal insurance 
program to protect the elderly from the high cost of health 
care. Rather than providing health care directly, Medicare 
reimbursed for care received from private sector providers. 
In July 1973, coverage was extended to permanently dis
abled workers and their dependents eligible for Old Age, 
Survivors and Disability Insurance (OASDI) benefits, and to 
persons with end-stage renal disease. 

Medicare has two parts, each with its own trust fund. 
The Hospital Insurance (HI) program, also called Part A, 
pays for inpatient hospital services, post-hospital skilled 
oorsing services, and home health services. The Supple
mentary Medical Insurance (SMI) program, also called Part 
B, covers physician services, medical supplies and ser
vices, home health services, outpatient hospital services 
and therapy, and a few other seMces. 

8Thls figure does not Include the $393 millon paid by the Medi
caid program to purchase Medicare Supplementary Medical lnsur· 
ance for elglble Medicaid recipients. This "ruy..ln" amount is 
reported both as Medicaid expenditure and as Medicare expendi
ture, but is counted only once in the combined figure. 
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TABLE 10 

Health Care Expendftures by Source of FU'Mis: 1965-1982 
(miNions of doll.-s) 

Total National Health Expenditures 
"'2=.392 ""286,616 

1980 

248,967 

1979 

214,962 ""189,312 

1977 

169,248 ""149,655 

1975 

132,720 

1974 

116,379 

Private Health Expeoditul'$$ 
Health 8efvices and Supplies 

Patient Direct Payments 

185,563 
179.529...... 

164,420 
159,309 
82,079 

143,553 
139,264 
72.008 

124,389 
120,627.,.,. 109,785 

106,251 
54,089 

99,140 
95,674 
48,707 

86,718 
83,205 
43,007 

76,540 
73,205 
38,979 

69,263...... 
36,419 

Insurance Premiums 

""'"- 84,245 
4,838 

73,184 
4,046 

63,624 
3,552 

55,859.... 49,679 
2,483 

44,619 
2,340 

38,172 
2,006 

32,437 
1,789 

v.m 
1,762 

~ Facilities Conslfuctiorl 
333 

5,701 
339 

4.m 
322 

3,987 
302 

'·""' 
292.,., m 

~193 
297 

3,246 
264 

3,072 
252 

3.083 

Government Program Expenditures 136,830 122.196 105,414 90,573 79,528 70,109 ,.., ,.,180 47,116 
Health SeMoes and Supplies 128,746 114,161 97,875 83,835 73,Z74 64,<04 57,421 51,115 42,983 

Medicare' 
Temporary Disability Insurance 
W:Kkm' Compensation (Medical) 
PubliC Assistance Medical Payments....... 

52,172,. 
6,054 

36048 
~967 

44,772 
54 

5,713 
32,325 
30,520 

36,828 
52 

5,042 
28,473 
211,828 

30,333 
58 

4,494 
24,34() 
22,967 

25,932 
80 

M76 
21,118 
19,812 

22,524 
74 

3,129 
18,858 
17,721 

19,303 
71 

""6 
16,852 
15.836 

16,317 
73.... 

15,098 
14,153 

13,099 
71 

2,175 
12,079 
11,287 

Other P1.tlk: As8is&anoe Medical Payments 
Defense Dept Medical care' 
Maternal & Chid Health Programs 

.081 
5,567... 1,806 

5,031 
861 

1,845 
4,233 

812 

1,473 
3,779 

767 

1,307 
3,441 

726 

1,137 
3,002 

803 

1,016 
2,984 

641 

945....... 793 
2,893 

547 
veterans Medical Care 7,086 6,659 5,941 5,313 4>84 4,400 4,152 ~465 3,000 
Medical Vocalional Rehabilitation 
Other Personal Health Care Programs 

ADAMHA4 ,s 
Indian Health SeMoe6 

318 
t 1,907... 

483 

285 
10,763 

749 
458 

281 
9,206 

791 
403 

279 
8.229 

636 
344 

258 
7,930 

681 
318 

280 
7,105 

574 
280 

224 
6,646 

529 
2211 

224 
6,901 

649 
204 

203.,.. 
21)2.. 

oeo Heallh anc1 Medical care~~ 
State & lDcal Hospilals7

""""H-Other Public Programs n.e.c.1 
Other Public Health AciMties 

Medical Research 
Medical Faclilles Constf\lctlon 

.... = 1,382 
8,641 
5,555 
2,530 

7,747... 
1,174 
7,699 
5,314 

"'" 

6,213 
582 

1,218 
7,007 
5,006.... 

5,615 
532 

1,102.... 
4,483 
2,255 

5,418 
465 

1,018 
5,3ZT 
4,162 
2,092 

4,950 
432 
B90 

4,320 
3,846 
2,059 

4,688 
377 
6211 

3,813 
~434 
2,083 

5,050 
361 
637 

3,157 
3,071 
1,984 

4.890 
832 
843 

"'31.... 
1,6211 

Federal Program Elq:lenditures 
Health Setvices and Supplies-· 93,173 

87,505 
52,172 

83,675 
78,198 
44,772 

71,085 
65,980 
36,8211 

61,032 
58,452 
30,333 

....1 
49,408 

""" 
47,399 
43,578 
22.524 

42,652 
38,888 
19,300 

37,075 
33,813 
16,317 

30,445 

"'·"'1~099 
Workers'~ (Medical) 180 162 140 117 " 76 70 59 42 
Public Assis1anoe Medical Payments...,.... 17,966 

17,966 
17,259 
17,259 

14,578 
14,578 

1M28 
13,028 

11,161 
11,181 

10,o44 
10,044 

9,010 
9,010 

7,937 
7,937 

6,336 
6,398 

OCher Pubic Assistance Medical Payments 
Defense Dept. MediCal Cere" M67 5,031 4... ~779 ~441 3.062 .... 2.830 ,.., 
Maternal & Child Health Pr<lgrafns 
Veterans Administration 

336 
7,086 

396.... 358 
M41 

380 
5,313 

343 
4,984 

321 
4,400 

312 
4,152 

298 
~496 "'~000 

Medical Vocational Rehabilitation 
Other Personal Health care Programs 

AOAMHA•,5 
Indian Health 8efvk:e6 

251 
2,570... 

483 

2211.,,. 
749 
456 

224 
2,412 

791 
403 

223 
2,082 

836 
344 

"" 2,017 
681 
318 

290 
1,723 

574 
280 

180 
1,691 

529 
2211 

178 
1,490 

649 
204 

167 
933 
202.. 

oeo Health anc1 Medical earee 
Other Public Programs n.e.c.• 1.382 1,174 1,218 1,102 1,018 ... 8211 637 843 

Other Pl.tlllc Hedh Activilies 
MediCal Reseerch 
Medical Facilitin Construction 

1~78 
5,017 

652 

1,314 
4,622 

655 

1,265 
4,538,., 

1,2ZT,,...,. 
1,230 
3,762 

881 

1.229.... 
837 

1,318 
~109... 1,221 

2,m 
490 

1,()54 
2,288 

340 

Net Stale and lDcal 
Program Expenditures 43,658 38,521 34,329 29,540 26677 22709 20.37& 19,105 16,871 

Health SeMces and Supplies 41.240 35,984 31.895 Z1,383 23,658 20,925 18,538 17,301 15,118 
Tempora!y Disability Insurance 56 54 52 58 80 74 71 73 71 
Workers' Compensation (Medical) 
Public Assistance Medical Peyments....... 

Olher Nile Assirllance Medical Payments 
Matemal & Chid Haallh Programs 
Medical Vocational Rehabilitation 
Other Personal Health Care Programs 

State & Local Hoapltals1 
School Health 

Other Public Health Ac:tM1ies...,... __ 
Medical Facilities Construction 

5,874 
18,082 
16,001 

2,081... 
67 

9,337 
8,600 = 7,263 

538 
1,679 

5,551 
15,068 
13,261 
1.806 

466 
57 

8,384 
7,747 

838.... 
492.... 

4,901 
1M84,.... 

1,845 
454 
56.,.

8,213 
562 

5,742 
489 

1,965 

4,378 
11,312 
9,839 
1,473 

417 
56 

6,147 
5,815 

532 
5,018 

435 
1,722 

~384 
9,957 
8,651 
1,307 

383 
52 

6,913 
5,418 

496 
4,097 

401 
1,411 

M53 
8,814 
7,6n 
1,137 

362...,., 
4,950 

432 
3,091 

362 
1,522 

2,665 
7,842 
6,826 
1,016 

330 
44 

5,064 
4,688 
sn 

.497 
3211 

1,517 

..71 
7,161 
8,216 

945 
303 
46 

5,411 
5,050 

361 
1,936 

299 
1,805 

"'".... 
4,889 

793 
284 
36

•""4,890,. 
1,678 

270 
1,285 

Private Health Expenditures 83,878 65067 51.623 46.871 40,716 36,067 32,337 32,533 30,980 
Health S&rvices and Supplies 

Patient Direct Payments 
lnsorance Premiums 

60,600 
34,211 
24,845 

54,839 
30,992..... 48,736 

Z1.806 
19,475 

44,311 
28,024 
17,075 

38,526 
22,976 
14,598 

34,452 
20,523 
12.868 

30,892 
18,836 
11,090 

31,017 
19,479 
10,555 

29,492 
18,522 
9,993 

(COnUnuecl) 
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TABLE 10 (conllnued) 

Health care ~11uree, by Sou""' o1 Funds: 1965-1982 
(mUiono of dollars) 

1973 1972 1971 197() 1... 1968 1967 1968 1965 

Total National Heallh Expelldltures 

"""' 
103,161 

1,547 

90,493 

1,489 

83,284 

1,... 

74,663 

1,213 

65,629 

1,053 

58,169 

1,061 

51,305... 46,107 

902 

41,749 ... 
Medical Researdl 232 :127 233 215 213 208 198 186 176 
Medical Facilities CollSiructlon M43 3,001 2,656 2,345 1,978 1,407 1,247 1,330 1:m 

Government Program Expenlltures 39,283 35,426 31.660 27,792 24,913 22,102 18,968 13,574 10,799 
Health Services and Supplies.......... 

Temporary Disability lnsuranoe 
Workers' Compensation (Medical) 
Public Assistance Medical Payments-

35,720 
10,135.. 

1,662 
10,349 

32,061 
9,114 

65 
1,574 
9,119 

28,426 
9,284 

71 
1,4<0 
6,055 

24.952 
7,000.. 
1,408 
6,321 

22286 
6,916 

59 
1,282.... 

19,592 
5,974 

55 
1,146 
4,617 

16,580 
4,726 

53 
1,011 
3,635 

11,403 
1,135 

54 
910 

2,732 

8,754 

52,.. 
2,112 

Other Public As$i8lanOe Medical Payment& 
Defense Dept. Medical Cafe3 

9,676 
673.... 8,541 

578 
2,210 

7,076,,. 
1,786 

5,471... 
1,782 

4,556 
944 

1,733 

3,950 
867 

1,606 

2,992... 
1,454 

1,512 
1,220 
1,211 

2,112 
653 

Maternal & Child Health Program 462 506 464 429 451 369 336 300 255 
Veterans Medical Care 
Medical Vocational Rehabilitation 

2,741 
177 

2,390 
178 

2,051 
174 

1,764 
149 

1,520 
123 

1,381 
113 

1,301.. 1,198 
56 

1,145 
40 

Other Personal Health Cere Programs 5,349 4,905 4,337 4,114 3,474 3,267 3,069 ...1 2.666 
ADAMHA•,s 
Indian Health SefVice5 
oeo Health anc1 Medical earee n 149 17t 156 124 115 102 83 23 
Stale & Local Hospitals' 4,142 3,733 3,3n ~347 2,606 2,748 2,520 <578 2,373 
School Health 
School Public Prog1'81T1s n.e.c.8 

Olher Public Health ActMiies 
Medical Rese8ICh 

''"822 
2.233,.., 

290,.,.... 
<126 

m 
504 

1,764 
1,663 

280 
349 

1,420 
1,754 

236 
225 

1,229 
1,709 

215 
166 

1,045 
1,668 

192 
175... 

1,568 

166 
154 
825 

1.443 

150 
140 
814 

1,340 
Medical Facillti8s Conslructlon 1,272 -1,240 1,351 1,066 "' 643 821 728 705 

Federal Program Eli:pendlture$ 25,178 22879 20,319 17,667 18,087 14,112 11,918 7,444 5,535 
Health Service$ and Supplies........ 22,635 

10,135 
20,612 

9,114 
18,203 
8,284 

15,715 
7,000 

14,184 
6.916 

12,233 
5,974 

10,142 
4,726 

5,781 
1,135 

3,064 

\'lkwker$' Compensation (Medical) 
Public Aealatance Medical Payments- 34 

5,452 
5,452 

29 
4,837 
4,637 

26 
4,214 
M41 

23 
3,244 
.001 

18 
2,778...... 

16 
<221 
1,979 

15 
1,760 
1,466 

13 
1,483 

734 

12 
1,359 

OCher Public Assistanoe Medical Payments 
Defense Dept. Medical Carv3 
Maternal & Child Health Program-- .... 

209 
2,210 

249 

373 
1,786 

190 

243 
1,782 

159 

367 
1,733 

196 

242 
1,606 

172 

286 
1,454 

149 

729 
1,211 

117 

1,360 
653 

64 

Medical VOcational Rehabilitation 
Other Personal Health Care Programs 

2,741 
144... 2.300 

1>12 
683 

2,051 
139... 1,764 

120 
507 

1,520.. 
356 

1,381 
64 

303 

1,301 
83 

m 

1,198 
40 

237 

1,145.. 
103 

AOAMtfA4,5 
Indian Health Serviee5 
OEO Heallh and Medical C&re$ 
Other Public Programs n.e.c.e 

Other Public Health Ac1Mtles- 
n 

822... 149,., 
967 

1,. 
504 
830 

158 
349 
615 

124 
225 
561 

115 
166 
476 

102 
175 
392 

.. 
154 
367 

" 1<0 
344 

2.042 1... 1,67() 1,571 1,552 1,537 1,455 1,340 1.... 
Medical Facitles Construction 302 376 445 361 371 342 321 322 306 

Net State and Local__... 
14,105 12,547 11,341 10,125 6,825 7,990 7,050 6,130 .... 

Heallh SeMoes and SUpplies 
Temporauy Dlsab1111y Insurance 
\'lkwker$' Compensation (Medical) 
Public Asslatance Medical Payments-Olher Pubic Aulslance Medical Payments 

12,886.. 
1,646 
4,667 
4,214 

673 

11,448 

" 1,545 
4,493 
~904 

578 

10,223 
71 

1,414 
...1....... 

9,237.. 
1,384 
.,n 
<470 

Ol7 

8,102 
59 

1244 
2,724 
2,148 

577 

7.359 
55 

1,130.... 
1,971 

425 

6,437 
53... 

1,870 
1,513 

367 

5,621 
54 

897 
1,269 

778 
491 

<no 
52 

787 
753 

753 
Maternal &Child Heallh Programs 
Medical Vocational Rehabilitation 
OCher Personal Health Care Programs 

State- Local Hospilal$7-H-Other Puble Heallh Activities·-Medical Facitles Construction 

273 
32 

4,449 
4,142 

307 
1,926 

250 
970 

256 
36 

4,023 
~733 

290 
1,039 

237 
662 

274 
3S 

~664.,, 
m 
904 
213... 

27Q 
29 

3,607 
3,347 

280 
805 
183 
705 

256 

" 3,124.... 
236... 
157 
567 

217 
29 

2,983 
2,748 

215 
569 
131 
501 

190 
20 

2,812.... 
192 
495 
113 
500 

183 
16 

<744.,,. 
166... 
104 
405 

171 
14..,.,, 

150 ...... 
399 

'Total expen!ltures from trust fwlds for benefits and administrative 00$18. Trust fund income includes premium payments paid by or on behalf of enrolees. 
flncludes payments by States Into the Medicare trust funds to cover Part B premiums of eligible public assistance and medically-needy Medlcalcl recipients. 
31ncludes care lor retirees and military dependents. 
•Alcohol, Drug Abuse, and Mental Health Administration. 

IINot separately estimated prlot to 1974. 

IQflice of Eoonomic Opportunity. Programs lrarlsferled to the Departmen1 ol Health, Education, and Welfare in 1974. 

1Expenditures for S1ale and local government hospitals not offse1 by other revenues. 

IINot eleewhere classified. 


SOURCE: Office of Flnenclal and Actuarial Analysis, Bureau of Data Management and Strategy, Health Care Financing Administration. 
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Unlike other Federal health programs, Medicare is not fi· 
nanced solely by general revenues. In 1982, 90 percent of 
the funding for the Hospital Insurance program came from 
a 1.3-percent payroll tax levied on employers and on em
ployees for the first $32,400 of wages. Payroll contributions 
to the HI program Increased 12.8 percent in fiscal year 
1982, while HI benefit payments jumped 18.8 percent. The 
SMI program was financed by monthly premium payments 
of $12.20 per enrollee and by general revenues (appropria
tions from general tax receipts). The general revenue 
share of SMI funding has grown significantly, from about 
50 percent in 1971 to 70 percent in 1982. By law, SMI pre
miums may not increase ITlOI'e than the increase in monthly 
cash retirement and survivor benefits, requiring a propor
tionately greater amount of general tax revenues to main· 
tain the trust fund. As shown In Table B, $14.3 billion of 
Federal tax revenues was used in fiscal year 1982 to fl. 
nance the Medicare program. The current administration iS1 
seeking to Increase the SMI premium, in order to restore 
the original balance between contributions and general revr
enue contributions to the SMI trust fund. 

TABLEB 

Paymenta Into Medicare Trust Funds for Selected 
Calend.- Yeara 

1971_ 1982 

Bilions Percent Billions Peroont 
of of of of 

Dollars Tolal Dollars Tolal 

Total $8.5 10().0% $55.2 100.0% 
PayroA Taxes 5.0 58.1 34.7 62.9 
General Revenues 2.1 24.8 14.3 25.9 
Premiums 1.3 14.7 3.9 7.1 
Interest 2 2.3 2.3 4.2 

SOURCE: Oflloe of Fnancial and Acluarial AnalySis, Bureau of Data 
MMagement anc1 Strategy, Health care FiiWICing Admilislratlon. 

Efforts to curb rapidly growing Medicare expenditures re
stllted In changes In reimbursement policies late in 1982. 
The limits on daily routine inpatient hospital costs were re
placed by limits on total Inpatient costs per admission. In 
addition, Congress pennltted prospective per capita pay
ments to HMOs and other medical programs which con
tracted to provide comprehensive medical services to 
Medicare beneficiaries. During fiscal year 1984, further ini
tiatives In prospective payment will be implemented, in the 
fonn of predetermined reimbursement rates for over 400 
different diagnosis-related groups (DRGs). Under DRGs, 
hospitals will be reimbursed based upon diagnosis of the 
patient's illness, regardless of services provided or of 
length of stay (lnHially, DAG rates wtll vary for urban and 
rural areas and among the nine census regions). The aim 
of DRGs is to force hospitals and attending physldans to 
consider the economic consequences of prescribed 
courses of treatment-a facet from which they often are in
sulated. 

In addition to reimbursement refonns, other changes are 
being made in the Medicare program. Coverage of Federal 
employees became effective in January of 1983 and man
datory coverage of employees of nonprofit organizations is 

slated for 1984. Also In 1984, self-employed people will be 
required to contribute the equivalent of both the employer 
and the employee share of the HI tax, doubling their oontri· 
butlon to the HI trust fund. 

When Medicare began In 1966, 9.4 percent of the popu
lation was 65 years of age and over. By 1982, the Census 
Bureau estimated that 11.6 percent of the population was 
elderly. Because of this shift toward an older population, 
the percentage of the total population potentially eligible tor 
Medicare on the basis of age has increased 23 percent. 
That Increase in the proportion of the population eligible for 
Medicare, coupled with signlttcant rises in medical care 
prices, has put the solvency of the Medicare HI trust fund 
In jeopardy: the Medicare trustees believe that unless addi
tional changes in the program are instituted, the HI trust 
fund will be unable to meet its obligations by 1990 (Medi· 
care Trustees, 1983). 

Nearly all Medicare HI hospHal benefits are for care in 
community hospHats. Because days of care provided in 
community hospitals to persons age 65 and over increased 
1.7 percent in 1982, while days of care provided to per
sons under age 65 dropped 2.1 percent, and because al
most all persons 65 years of age and over are enrolled in 
the Medicare HI program, total Medicare hospital outlays 
grew faster than did community hospital expenses. 

Medicare outlays for physicians' services also increased 
as a share of total expenditures for physicians' services in 
1982. This was related in part to increased hospitalization 
rates for Medicare beneficiaries (especially aged benefici
aries). Between 1971 and 19n, charges for physicians' 
services provided on an inpatient basis to aged benefic!· 
aries Increased from 57 to 61 percent of all allowed physl
dans' charges-a trend which probably continued through 
1982. 

Medicare payments for skilled nursing facility (SNF) care 
as a percent of total nursing home revenues have declined 
in recent years. In 1968, Medicare provided more than 
one-tenth of total nursing home revenues; by 1982, that 
share had dropped to less than 2 percent Most of the de
crease occurred between 1969 and 1971, following a rein
terpretation of Medicare nursing-care coverage. 

Medicare reimbursement for home health agency ser
vices has grown significantly. Home health care reimburse
ments in fiscal1982 were $1.3 billion, compared to $464 
million for SNF care. In contrast, Medicare spent $60 mil· 
lion for home health care in fiscal year 1968, compared to 
$344 million for SNF care. Most of Medicare payments for 
home health agency care are included in "other profes
sional services." The remainder, which was used to reim
burse care provided by hospital-based agencies, Is 
reported under "hospital care." 

In 1982, Medicaid cost $34.0 billion in combined Federal 
and State funds, providing benefits equal to 11.3 percent of 
personal health care spending. Medicaid expenditures for 
personal health care were 11.7 percent higher than in 
1981, and averaged about $1500 for each of its 21.7 mil· 
lion recipients. Hospital care accounted for more than a 
third of program benefit expenditures, and nursing home 
care accounted for more than 40 percent 

Medicaid finances more long-tenn, non-acute, institu
tional care than does Medicare. Long-tenn care is provided 
by nursing facilities. psychjatric hospitals, and home health 
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agencies. Longwtenn care benefit expenditures amounted 
to almost half of all1982 Medicaid program spending. 
Nurslngwfacilily expenditures include spending in SNFs, in· 
termediate care facilities for the mentally retarded (ICFw 
MR), and all other ICFs. Medicaid has paid for 42 percent 
of all non-ICF-MA nursing home care in recent years. 

Medicaid was established in 1966 by Title XIX of the So
cial Security Act as a joint Federal-State program to pro
vide medical assistance to certain categories of lowwlncome 
people. These include aged, blind, and disabled people, 
and members of families with dependent children. The pro
gram Is run by the State, but the Federal government, 
through what are called "matching funds," contributes a 
portion of the cost of providing medical benefits to the catw 
egorlcally eligible. In addition, if the State chooses, Federal 
matching funds are available for medical benefits for the 
"medically needy''~le In one of the categories llsted 
above who have incomes too high to qualify for cash as
sistance but not adequate to pay their medical bills. 

Federal law requires that States participating in Medicaid 
provide a minimum set of services for their recipients. 
These services include inpatient and outpatient hospital 
care; laboratory and x-ray services; skilled nursing home 
care and home health services for those 21 and older; 
early and periodic screening, diagnosis, and treatment for 
individuals under 21 ; family planning services; and rural 
health clinic services. In fiscal year 1982, approximately 50 
percent of Medicaid expenditures went for services manw 
dated by Federal law. 

Increases in Medicaid expenditures have outpaced lnw 
creases in revenues in most States. Since large portions of 
service expenditures and eligibility are detennined by Fed
eral law, States have been attempting to curb Medicaid's 
growth through those aspects of the program they can 
control (Intergovernmental Health Policy Project, 1982). 
During 1981, States employed such strategies as reduction 
of the number and scope of optional services, tightening of 
the qualifications for the medically needy program and re
structuring of reimbursement policy. Among the changes 
Instituted by States were the Imposition of limits on days of 
hospitalization and on hospital emergency and outpatient 
facility services, Introduction of or increases In copayments 
for prescription drugs, tightening of eligibility requirements 
and curtailment of coverage to 1Sw to 21-year olds, adop
tion of prospective reimbursement policies, and increased 
application by States for waivers from Federal require
ments. In some States, services were added to Include 
less expensjve alternative care, as in the case of homew 
and communltywbased services. 

A recent survey of State Medicaid programs (lntergovw 
emmental Health Polley Project, 1983) Indicates that 
States are shifting their focus away from restrictions on eli
gibility and reductions in services, and toward longer-term 
refonn. Included In these reforms are establishment of 
rate-setting programs, Increase review of patient use pat· 
terns, and more stringent certlficate-ofwneed review. 

The Federal share of Medicaid has dropped almost four 
percentage points since calendar year 1979, shifting a 
larger proportion of Medicaid funding to the States. This 
decline Is caused by revisions In formula match ratios 
which occur every two years (the latest is for fiscal year 

1982); by the changing proportions of total Medicaid exw 
penditures accounted for by each state, most with different 
match ratios; by implementation of taws reducing Federal 
contributions to Medicaid; and by the way in which Federal 
expenditures are estimated. 

The basic Federal share of Medicaid payments to a 
given State Is based upon a formula which incorporates 
the State's per capita personal inoome. The Federal '1orw 
mula match ratio" currently ranges from 50 to 77 percent, 
83 percent being the maximum payable by law. Changes 
in the total Federal share occur each year as States with 
varying match ratios account for a different share of total 
national Medicaid expenditures. For example, when States 
with low matching ratios experience more growth in pro
gram expenditures than do States with high matching raw 
tlos, the weighted average Federal share of Medicaid 
expenditures falls. 

The Omnibus Budget Reconciliation Act of 1981 (OBRA) 
Implemented a reduction In Federal Medicaid reimbursew 
ment to States of three percent In fiscal year 1982 and four 
percent in fiscal year 1983. States could regain, or "offset," 
one of those percentage points for each of three condlw 
tlons: if the State operated a hospital cost review program, 
If the State had an unemployment rate one-and-awhalf 
times the national average, or If the State operated a fraud 
and abuse program that recovered at least one percent of 
the Federal payment. In addition to these three offsets, a 
State could regain up to the original loss of Federal money 
by reducing the growth of its program expenditures to a 
target rate. It is estimated that these OBRA reductions 
saved the Federal government over $400 million in fiscal 
year 1982, costs which had to be borne by the States. 

Another reason for the decline of the Federal share of 
Medicaid expenditures--particularly In fiscal year 1982-ls 
the use of outlay data to measure Federal expenditures. 
While cOmbined Federal and State expenditures in this rew 
port reflect the timing of payments to providers of care, the 
Federal portion alone reflects the timing of fund transfers to 
States to reimburse those payments. This difference in tlmw 
log results In yeafwto-year fluctuations in the Federal share 
of Medicaid: a higher share In 1981 and a tower share in 
1982. 

HEALTH CARE FOR VETERANS The Veterans' AclminiSw 
tratlon {VA) provides compensation and pensions for mili· 
tary veterans and their survivors, as well as medical care 
for veterans. Nearly 28.5 million people are eligible to re
ceive some medical care from the VA. although not all of 
them apply for benefits. In fiscal year 1982, hospital and 
other medical care for veterans accounted for 29 percent 
of the $23.9 billion In outlays of the VA. In the 1982 Na
tional Health Accounts, VA expencltures for personal 
health care are estimated at $7.0 billion. Of that amount, 
$5.8 billion, or 82 percent, was spent to provide care in the 
172 VA medical centers (and other hospitals). VA medical 
centers provided care for 1.3 million Inpatients and sup
plied care during 18.0 million outpatient visits. 

In fiscal y8ar 1982, 24.5 million inpatient days of care 
were financed by the Veterans' Administration in VA and 
nonwVA hospitals. An additional 8.9 million inpatient days 
were provided In VA nurstng homes or financed by the VA 
in State or community operated nursing facilities. 
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HEALTH CARE FOR THE MILITARY AND DEPENDENTS 
The Department of Defense (DOD) assumes responsibility 
for the health care needs of the nation's active and retired 
military forces and their dependents and survivors. Approx
imately $5.5 billion (9.6 percent of DOD expenditures for 
salaries and benefits) was spent for health care in fiscal 
year 1982, including care for more than 2.1 million active 
personnel. The DOD health care system includes 165 hos
pitals which provide 5.3 million Inpatient days of care in fis· 
cal year 1982. Civilian Health and Medical Program of the 
Uniformed Services (CHAMPUS), the program which fl. 
nances care required outside the DOD facilities (primarily 
for dependents and retirees), financed another 2.5 million 
Inpatient days of care. 

INDIAN HEALTH SERVICE The Federal Indian Heahh 
Service provides personal heahh care and public health 
services to approximately 885,000 Indians and Alaskan na
tives, through a network of hospitals and clinics. In 1982, 
$488 million was spent by the Indian Heahh Service in the 
delivery of health services. 

HEALTH BLOCK GRANTS During fiscal year 1982, Fed
eral block grants were introduced for maternal and child 
health; preventive heahh; and alcohol, drug abuse and 
mental heahh. A fourth heahh block grant, primary care, 
will be implemented in fiscal year 1983, furnishing grants 
for community health centers to provide care for the medi· 
cally needy population. A total of $1,088 million in fiscal 
year 1981 health expenditures were consolidated into three 
block grants amounting to $887 million in fiscal year 1982. 
This represents an 18 percent decrease in spending. The 
objective of these block grants Is to moderate the levels of 
Federal funding and to reduce regulatory involvement, 
while offering States flexibility in responding to their diverse 
health needs and priorities. 

Despite the reduction in Federal appropriations for these 
block grants programs, the full reduction in Federal outlays 
may not be seen until1983. Many of the health programs 
falling under block grants awarded project grants during 
the last quarter of fiscal year 1981, funding projects for up 
to twelve months under fiscal year 1981 budget authority. 
When these projects tenninate, further reductions In Fed
eral outlays will occur. This extension of Federal outlays for 
project grants has eased the transition to block grants for 
many States. 

Maternal and child health programs promote the health 
of medically-underserved mothers and children and of crip
pled children. State and local governments spent $831 mil
lion, including Federal block and special project grants of 
$330 miDion, for a variety of physician and other clir»cai 
services and for infant intensive care. 

Federal preventive health block grants are included in 
Federal public heahh expenditures, funding various preven
tion and detection programs. This grant program requires a 
20-percent match in funds by States, which Is included in 
State and local public health activities. 

The alcohol, drug abuse, and mental health block grants 
provide funds for prevention, treatment, and rehabilitative 
programs. OuHays for block grants and special projects, 
along with funding for St. Elizabeth's hospital in Washing
ton, D.C. amounted to $695 million In 1982. 
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An initial report by the Government Accounting Office 
(GAO, 1982) indicates that few program changes occurred 
during the earty part of fiscal year 1982 as a result of the 
heahh block grants. States relied upon the same mecha
nisms to handle block grants as were used in the sup
planted categorical programs, since States had little time or 
money to institute change. The expectation is that States 
will begin to reexamine their needs, prioritize expenditures, 
and start to shift funds within the health sector in response 
to reduced Federal funding and to increased State budget 
constraints. 

WORKERS' COMPENSATION Workers' compensation 
programs, except for the program for Federal workers, are 
independent State-administered income maintenance pro
grams that provide benefits for work-related disability and 
death. Approximately 29 percent of the benefits paid by 
these programs in 1982 was for medical services for work
ers, and the remaining 71 percent was for Income-loss 
payments for workers and survivors. Heahh and medical 
benefits amounted to $4.6 billion in 1982. Since workers' 
compensation programs are required. by law, they are 
treated as public programs In the National Health Ac
counts. In some States, workers' compensation Is run by 
private insurance under State oversight; others use State
operated insurance funds, or a combination of both (Price, 
1980, 1981). 

STATE AND LOCAL GOVERNMENT HOSPITALS State 
and local governments traditionally have operated hospitals 
In order to provide health care to their citizens. In 1982, the 
cost of providing that care, after deduction of receipts from 
Medicare, Medicaid, other government programs, and pa
tient payments, was $8.6 billion. 

Medicare and Medicaid have altered significantly the fi
nancing patterns of these hospitals, providing reimburse
ment for services that would have been provided 
previously as charity care. Thus, the net cost of care in 
State and local hospitals declined from 61 percent of total 
operating expenses in 1965 to 25 percent in 19n, and has 
remained at about that level since then. 

Approximately 1,750 community hospitals, accounting for 
21 percent of all community hospital beds, are operated by 
State and local governments (primarily local). Expenditures 
for services in these hospitals amounted to $19.2 billion in 
1981, having increased at an annual rate of 15.0 percent 
since 1965. 

State governments and some large local governments 
have cared for the mentally ill in psychiatric hospitals, 
where 1981 expenditures amounted to $5.3 billion. Care 
for the chronically mentally Ill has undergone substantial 
change since 1955. A shift toward community-oriented care 
reduced the resources devoted to psychiatric hospitals. 
From 1965 to 1981, spending in these hospitals increased 
at an 8.1 percent annual rate--substantially below the 14.3 
percent annual rate for hospitals as a whole. In 1955, the 
275 State and county mental hospitals had 558,922 resi
dent patients. That number fell to 337,619 In 1970, and to 
215,573 In 1974 (National Institute of Mental Health, 19n). 
Operation of these hospitals is financed mostly from State 
and local governments' own funds, with relatively little pa
tient revenue. 



OTHER STATE AND LOCAL GOVERNMENT PRO· 
GRAMS State spending for medical care for the poor who 
are not eligible for Medicaid, and State spending which is 
not eligible for Federal matching funds, are classified as 
"other public assistance payments for medical care." In 
1982, this spending amounted to $2.1 billion. Another $1.1 
billion was spent in 1982 through temporary disability in
surance, school heaRh, and vocational rehabilitatiOn pro
grams. 

Philanthropy and Industrial lnplant Services 

Some heaHh care is provided to industrial employees 
through In-plant health services. Expenditures for these 
services, classified as "other health services," are esti· 
mated at $1.7 billion for 1982. Private philanthropiC organi· 
zations' funds for personal health care are classified by 
type of care, and totaled over $2.5 billion in 1982. Adminis
trative and fund-raising expenses of private charities and 
philanthropic support of research and construction are in
cluded with the respective expenditure categories. 

Direct Patient Payments 

The portion of personal health care expenditures not 
paid by third parties Is known as "direct patient payments" 
or "out-of-pocket" costs. This amount excludes premium 
payments for Medicare and/or private health insurance, but 
does not Include deductible and coinsurance amounts. In 
1982, direct patient payments amounted to $90 billlon-
$383 per person. There has been a relative decline In out
of-pocket payments for health care, from a little over one
half of personal health care spending In 1965 to less than 
one-third in 1982, because of the rapk:l growth In third
party payments. 

The share of expenditures borne directly by the patient 
varies enormously by type of service (see Table 6). In 
1982, patients paid 12.1 percent of hospital expenditures 
directly, and they paid 37.3 percent of expenditures for 
physicians' services. For dentists, the direct share was 
69.0 percent, and for drugs and drug sundries It was 78.8 
percent. As shown in Table 5, the direct payment share for 
hospital and physicians' services has been cut nearly In 
half since 1965. For all other services, however, private 
health insurance and public programs have not assumed 
as great a share of the cost of care. 

Definitions, Concepts, and Data Sources 
This report Is the latest update of the national health ex

penditure estimates from the National Health Accounts. 
Provisional estimates of spending for health care in the na
tion are presented for calendar year 1982, with selected 
historical data extending back to 1929. 

The National Health Accounts provide a framework to 
help understand the nature of spending for health care. 
Going beyond a simple collection of numbers, the accounts 
employ a classification matrix with a consistent set of defi
nitions to categorize health care goods and services and 
the manner In which their purchase Is financed. 

The framework of the National Health Accounts provides 
a more definitive picture of health care spending than do 
other systems, such as the National Income and Product 

Accounts (source of the GNP). However, care is taken to 
assure that the classifiCation used, and the estimates of 
levels generated, are consistent with those underlying the 
GNP. (Cooper eta/., 1980). 

Different aspects of the National Health Accounts are ex
plored In other work pertonned in HCFA (Fisher, 1980; 
Freeland and Schendler, 1983; Levit, 1982). 

Hospital care 

The estimates of expenditures for hospital care are 
based upon data on hospital finances collected by the 
American Hospital Association (AHA) as part of the Annual 
Survey of Hospitals and the monthly National Hospital 
Panel Survey. The data from the monthly survey are used 
to estimate levels of community hospital expenditures for 
periods more recent than the latest annual survey and to 
adjust the annual survey data to correspond to the various 
time periods for which estimates are made. 

The composite estimate represents all spending for hos
pital services in the nation for both inpatient and outpatient 
care, including spending for drugs and other supplies and 
all services by hospital staff, including physicians salaried 
by the hospital. 

Services of seH-employed physicians in hospitals (sur
geons, for example) are not counted as hospital expendi
tures. Anesthesia and x-ray services sometimes will be 
classified as hospital care expenditures and sometimes as 
expenditures for physicians' services, depending on billing 
practices. 

This category measures outlays for hospital services 
rather than the cost of providing service. Total revenue 
data are used for community hospitals; for other types of 
hospitals, where revenue data are not available, total ex
penses are used. Certain adjustments are made in the 
AHA data: additions are made to allow for a small number 
of hospitals not Included In the national totals; and for Fed
eral hospitals, estimates are based on figures obtained 
from the responsible agencies. 

Nursing Home care 

Expenditures for nursing home care encompass spend
Ing In 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 intermediate-care facilities for reg
ular 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 
costs. Sources for these data are the National Center for 
Health Statistics National Nursing Home Survey and the 
lntemal Revenue Service statistical reports. In years for 
which no data are available, estimates are based on meas
ures of utilization and Indexes of prices paid by nursing 
homes for labor and nonlabor resources. The nonhospital 
portion of Medicaid expenditures for intermediate-care fa
cilities for the mentally retarded is added to regular nursing 
home expenditures. 
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Services of Physicians, Dentists, and Other 
HeaHh ProfessJonals 

Expenditures for the services of these practitioners are 
based primarily on statistics compiled by the Internal Reve
nue Service from business income tax retums and pub
lished in Statistics of Income-Business Income Tax 
Returns. 

Business receipts, which exclude nonpractice income, 
are summed for sole proprietorships, partnerships, and in
corporated practices to form the core of the physician com
ponent. To that sum Is added a portion of spending for 
outpatient independent laboratory services that Is assumed 
to be billed directly to patients and not included with physi
cians' business receipts. An estimate of fees paid to physi
cians for life insurance examinations Is deducted, and an 
estimate of the expenses of nonprofit group practice pre
payment plans Is added. 

Expenditures for non-profit group-practice dental clinics 
are added to the IRS total estimate of dentists' business 
receipts. No separate adjustment Is necessary for dental 
laboratories, since all billings are assumed to be made 
through dentists' offices. 

The incomes of salaried physicians, dentists, and other 
practitioners are included with the expenditures for the em
ploying provider, such as hospitals or hospital outpatient 
facilities. If they are serving in field services of the Armed 
Forces, their salaries are included with "other health ser
vices." Whenever possible, expenditures for the education 
and training of medical personnel are considered as ex
pendHures for education and excluded from health expend
itures. 

The Internal Revenue Service statistics provide esti
mates of the income of other heaHh professionals in private 
practice. These include private-duty nurses, chiropractors, 
optometrists, and other health professionals. Estimates for 
home health agencies that are not hospital-based are 
added to the private income of other unspecified health 
professionals. The portions of optometrists' receipts that 
represent the cost of eyeglasses are deducted, since they 
are included under spending for eyeglasses and appli· 
ances. Expenditures for home health agencies that are 
hospital-based are included. 

Drug and Medical Sundries, Eyeglasses and 
Orthopedic Appliances 

Expenditures in these categories Include only spending 
for outpatient drugs and appliances purchased from retail 
trade outlets by consumers. The category excludes spend
Ing for goods provided to patients In hospitals and in nurs
ing homes, and for those dispensed through physicians' 
offices. The basic source of the estimates for drugs and 
drug sundries and for eyeglasses and appliances Is the es
timate of personal consumptlon expendlhJres compiled by 
the Bureau of Economic Analysis of the Department of 
Commerce as part of the National Income and Product Ac· 
counts (NIPA). The two series that are used are "drug 
preparations and sundries," representing nondurable medi
cal goods and "ophthalmic products and orthopedic appli
ances," which are durable medical goods. Payments by 
workers' compensation programs are deducted from the 
NIPA series to derive a private spending figure for drugs 

and for appliances, Combined with expenditures by public 
programs for these products, the data yield an estimate of 
the total of expenditures for the nation. 

Other Personal Health Cere 

Personal health care expenditures that do not clearly fit 
into a category of spending, or that are for unspecified pur
poses, are aggregated here. Public expenditures aggre
gated here include school health services, identified but 
unclassified expenses such as ambulance services reim
bursed by Medicare, and public spending for which no ser
vice category can be identHied. A substantial portion of the 
total is for care provided in Federal units other than hospi
tals, a residual amount that reflects the cost of running field 
and ship-board medical stations and military outpatient fa
cilities separate from hospitals. The only private expendi· 
lures In this category are for operation of industrial on-site 
health services. 

Government Public Health Activities 

The Federal portion of government public health activi
ties consists of outlays for the organization and delivery of 
heaHh servtces, the prevention and control of health prob
lems, and similar health activities administered by various 
Federal agencies, chiefly within the Department of Health 
and Human Services. Expenditures by the Food and Drug 
Administration and the Center for Disease Control within 
HHS represent the largest single agency expenditures in 
the Federal government for public health activities. 

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 heaHh 
activities. It excludes expenditures of other State and local 
government departments for alr-poJlutlon and water-poJJu
tion control, sanitation, water supplies, and sewage treat
ment. The source of these data is Governmental Finances, 
an annual statistical series of the Bureau of the Census, 
and the periodic Census of Governments. 

Program Administration and the Net Cost 
of Insurance 

The net cost of Insurance is the difference between the 
earned premiums or subscription income of private health 
insurers and claims or benefit expenditures incurred On the 
case of organizations that provide services directly, the ex
penditures to provide such services), In other words, H is 
the amount retained by health Insurers for operating ex
penses, additions to reserves, and profits. 

Administrative expenses in the National Health Accounts 
include non-personal health expenditures of private chari
ties for health educatkJn, lobbying, fund-raising, and so on. 
In addition, it includes administrative expenses of the Medi
care, Medicaid, Veterans Administration, Department of 
Defense, Workers' Compensation, Indian Health Service, 
and maternal and child programs. 

Medical Rosearcll 

Expenditures for medcal research include all spending 
for biomedical research and research in the delivery of 
health seiVices, by private organizations and public agen
cies whose primary ob;ect is the advancement of human 
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health. Research expenditures of drug and medical supply 
con)!)anies are excluded, since they are Included In the 
producer price of the product. 

The Federal amounts are derived from agency reports 
collected and compiled by the NatiOnal Institutes of Health. 
The amounts shown for State and local governments and 
private expenditures also are based on estimates prepared 
by the National Institutes of Health (NIH, 1982). 

Construction of Medical FaciiiUes 

Expenditures for construction are the ''vS:Iue put in 
place" for hospitals, nursing homes, medical clinics, and 
medical research facilities, but not for private office build
ings providing office and laboratory facilities for private 
practitioners. Also excluded are amounts spent for con- , 
struction of water-treatment or sewage-treatment plants 
and Federal grants for these purposes. The data for ''value 
put in place" for construction of publicly and privately 
owned medical facilities in each year are taken from De· 
partment of Commerce reports. 

Government Program Expenditures 

All expenditures for health care that are channeled 
through any program established by public law are treated 
as a public expenditure in the National Health Accounts. 
For example, expenditures under workers' compensation 
programs are included with government expenditures, even 
though they involve benefits paid by insurers from premi
ums that have been collected from private sources. 

In order to be included, the primary focus of a program 
must be on the provision of care or the treatment of dis· 
ease: nutrition and antipollution programs are not included. 
For example, a Department of Agriculture grant program, 
the Women, Infants and Children (WIC) program, provided 
$903 million to supplement the diets of low-income preg
nant women and mothers and their infants and children in 
fiscal year 1982. WIC, along with "Meals on Wheels" and 
similar programs, Is not Included In the National Health Ac
counts, because it is viewed as a nutrition program rather 
than a health service program. 

Coinsurance and deductlbles in the Medicare program 
are included among patient direct payments, but premiums 
paid by enrollees in the Medicare Supplemental Medical 
Insurance (SMI} program ($3.9 billion in 1982) are not 
treated as private expenditures. 

In 1982, an additional $393 million was spent by the 
Medicaid program to purchase Medicare SMI coverage for 
eligible Medicaid recipients. This "buy-in" amount is re
ported both as Medicaid expenditure and as Medicare ex
penditure. 

Federal Elq>ondllureo 

Federal program expenditures are based in part on data 
reported by the budget offices of Federal agencies. Several 
significant differences exist from spending reported in the 
Federal budget, however, because of the conceptual 
framework on which the national health expenditure series 
is based. Expenditures for education and training of health 
professionals are excluded from national health expendi· 

tures. The majority of these expenditures comprise direct 
support of health professional schools and student assist
ance through loans and scholarships. Payments by agen
cies for heahh insurance for employees are included with 
other private health insurance expenditures, rather than as 
government expenditure. 

Outlays of Federal programs by the type of heaHh care 
provided are based on Information obtained from the agen
cies that administer each program. 

State and Local ExpendHures 

In general, all spending by State and local government 
units for health care that is not reimbursed by the Federal 
government through benefit payments or grants-in#aid, nor 
by patients or their agents, is treated as State and local 
expenditures: State and local spending is net of Federal 
reimbursements and grants-in-aid for various programs. 
The amounts received from the Federal government as 
revenue sharing funds and used for health programs are 
not deducted from Slate spending since there is not ade
quate information to make this adjustment. During the fis
cal year 1978, States used $706 million in revenue sharing 
funds for health care purposes, much of which Is reflected 
in "government public health activities." 

As with Federal expenditures, payments for employee 
health Insurance by State and local governments as em
ployers are included under private health insurance ex
penditures. 

Private Health Insurance 

Estimates of the amount of health care expenditures fi
nanced by private health insurance are derived from the 
data series on the financial experience of private health In
surance organizations compiled and analyzed by the 
Health care Financing Administration (C8rroll and Arnett, 
1981). 

Price Indexes tor Personal Health Care 
ExpendHures 

To quantify the effect of price Inflation upon growth of 
spending for health care, it is necessary to construct a 
measure of Inflation of medical prices. 

The measure used in this article is the "personal health 
care expenditure fixed-weight price index." The index is a 
market-basket, or Laspeyres, index with 19n as its base 
year. To a price index for each commodity or service Is at
tached a weight proportionate to purchases of the com
modity or service In 1977. The price proxies used and the 
weights attached to each are shown in Table C. 

This index is a better measure of inflation than are Its 
two main substitutes. The medical-care component of the 
CPI places less weight on institutional care than is war
ranted by expenditures, because of Its emphasis on con
sumer payments as the criterion of importance. Similarly, 
the medical-care component of the personal consumption 
expenditures fixed-weight price index (itself a component of 
the GNP fixed-weight price index) fails to include spending 
by Medicaid and other public programs when the price 
weights are determined, and Includes a piece for the net 
cost of heahh insurance. 
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TABLEC 

Derivation of the Personal HeaHh Care Expenditure 
Fixed-Weight Price Index 

Commodity!SeMce 
All Personal Health care 

Hospital care 

Physicians' services 

Dentists' services 

Other professional 
services 

Drugs and medical sun
dries 

Eyeglasses and 
appliances 

Nursing home care 

Othef care 

Price Proxy 
-

National Hospital 
Input Price Index 

CPI1 , physicians'-CPI1, dental services 

CPI\ professional 
seiVices 

CPI1 , medical care 
commodties 

Weighted average of 
CPJ1, other professional 
services and CPI\ 
eyeglasses 

National Nursing Home 
Input Price Index 

CPI\ medical care 

~ 

100.0 

45.6 

21.4 

7.1 

2.4 

9.5 

2.5 

8.9 

2.7 
1Constmer Price Index for al urban OClOSI.IllefS, Bureau of Labor 

Statistics (U.S. Labof Department). Indexes are scaled so that the 
1m value is 1oo.o. 

2 Rounded. 
SOURCE: Office of Finanaal and Actuarial Analysis, Bureau of Data 
Management and Slrategy, Health Care Financing Admi'listratlon. 

Although the purpose of the Index Is a measure of output 
prices, we have used Input-price indexes to approximate 
inflation of Institutional-care prices. The choice was die· 
tated by the lack of alternatives: no single CPI component 
has measured hospital prices fully, consistently, and over 
an extended period of time; and no index of nursing home 
output prices exists. In the absence of productivity growth, 
and to the extent that an institution uses an across-the
board mart<up and passes price increases through to pa
tients, input-price index movement will equal that of the 
unobtainable output-price Index. 
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