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PREFACE 

This paper is the first part of the Congressional Budget Office's (CBO's) response 
to a request from the Senate Committee on Finance for a study of trends in 
spending on health and the effectiveness of strategies for controlling these costs. 
The Subcommittee on Health of the House Committee on Ways and Means and the 
Senate Committee on the Budget also requested much of the data reported here. 
The paper provides information on national trends in spending for health since 1965, 
when the Medicare and Medicaid programs were enacted, and then compares these 
trends with patterns in spending by Medicare, overall and for services provided by 
hospitals and physicians. A subsequent report will examine various cost containment 
strategies and the extent to which those strategies have affected the level or rate of 
growth of health spending. In keeping with CBO's mandate to provide objective and 
impartial analysis, this report contains no recommendations. 

This paper was prepared by Kathryn Langwell, of CBO's Human Resources and 
Community Development Division, under the supervision of Nancy M. Gordon. 
Many people in the division also contributed to this project--Sandra Christensen, 
Scott Harrison, Harriet Komisar, Wilhelrnina A. Leigh, Stephen H. Long, Jack 
Rodgers, Murray Ross, Ralph Smith, Verdon Staines, and Bruce Vavrichek. Eric 
Guille helped prepare the graphs. Sharon Corbin-Jallow typed the numerous drafts, 
with assistance from Jill Bury and Ronald Moore, and prepared the final version. 

Robert D. Reischauer 
Director 
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NOTES 

Calendar year data are used throughout this paper. 

Data presented in real (that is, inflation-adjusted) terms have been converted to 
1987 dollars using the GNP fixed-weighted deflator. Exceptions are indicated in 
footnotes to graphs and tables. 

The data represented in each figure in the text also are provided in tables in the 
appendix. 
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INTRODUCTION 

In 1965, Congress enacted the Medicare and Medicaid programs in order to ensure 

that the elderly and the poor would have access to necessary health care, whether 

or not they could pay the full cost of those services. In that year, total spending for 

health care in the nation was $41.6 billion, about 5.9 percent of the gross national 

product (GNP), and per capita spending was $204. 

National health care expenditures have risen at a rapid rate in the ensuing 

years, reaching 11.1 percent of GNP by 1988. The Medicare and Medicaid 

programs, over the same period, have become a substantial and rising share of the 

federal budget, despite efforts to control their growth. 

This paper examines trends in the market for health services since 1965, in 

order to provide background and context for deliberations on proposals to reduce 

the rate of increase in federal expenditures for Medicare. These trends indicate that 

spending on health in the United States has grown at a rate that substantially 

exceeds the rise in GNP. Between 1965 and 1988, health spending increased from 

5.9 percent of GNP to 11.1 percent of GNP. On a per capita basis, spending rose 

(in 1987 dollars) from $606 in 1965 to $2,038 in 1988. 

The per capita amount that the United States spends on health is 

substantially higher than spending in many other countries. In 1987, the nation 

spent 35 percent more per capita than Canada, 91 percent more than West 



Germany, 124 percent more than Japan, and 173 percent more than the United 

Kingdom. 

As spending for health has increased, hospitals' and physicians' revenues 

have grown. Despite a substantial decline in hospital admissions, inpatient days, and 

occupancy rates, total national spending on hospital services rose from $42 bitlion 

in 1965 to $203 billion in 1988--nearly a fivefold increase. Over this period, hospital 

margins--the difference between the revenues received by hospitals and costs--also 

increased from 2.3 percent in 1965 to 5 percent in 1989. 

Physicians' incomes also have risen. In 1986, U.S. physicians earned about 

50 percent more than physicians in West Germany and Canada, and three times as 

much as physicians in the United Kingdom. 

When trends in Medicare spending are compared with trends in national 

health expenditures, it is clear that until recently Medicare has grown more rapidly 

than has spending for health in the nation on a per capita basis. Between 1980 and 

1985, Medicare spending per enrollee rose at a rate of 6.1 percent annually, 

compared with per capita growth of 4.3 percent annually for the nation. The annual 

rate of growth of Medicare spending per enrollee declined to 2.9 percent between 

1985 and 1988, while national spending continued to increase at a 4 percent annual 

rate. 



Despite the slowing of the rate of growth in Medicare spending, the 

household spending of Medicare enrollees is continuing to rise. In 1972, Medicare 

enrollees spent 7.8 percent of after-tax income on health. By 1988, this share had 

risen to 12.5 percent. This increase in spending by Medicare enrollees is much 

greater than the increase in the share of income spent on health care by all 

households in the nation--4.9 percent in 1972 and 5 percent in 1988. 

The trends in health spending observed for the nation and for the Medicare 

program have significant implications for the federal budget. Spending on health 

was 7.6 percent of the federal budget in 1970, but rose to 14.4 percent by 1990. 

Medicare accounts for over 60 percent of federal spending for health, and growth 

in Medicare spending has persisted despite consistent legislative efforts to constrain 

it. There is, however, some evidence that in the last half of the 1980s real spending 

per enrollee for Medicare was declining. 





TRENDS IN NATIONAL HEALTH SPENDING 

In 1965, just before implementation of the Medicare and Medicaid programs, the 

United States spent (in 1987 dollars) $124 billion on health care (see Figure 1). By 

1988, health care costs had risen to $518 billion. Under the assumptions developed 

for the National Institute of Aging's (NIA's) Macroeconomic-Demographic Model, 

real health care spending is projected to rise at an average annual rate of 4 percent 

during the 1990s--reaching $840 billion in 1987 dollars by the year 2000. 

Some of the increase in health care spending merely reflects the fact that the 

U.S. population is increasing over time. Nonetheless, real health care spending per 

capita grew substantially over the 1965-1988 period--from $606 to $2,038 (see Figure 

2). If real per capita health care spending rises through the 1990s at an average 

annual rate of 3.3 percent--the rate projected by the NIA Macroeconomic- 

Demographic Model--then real per capita health care expenditures would reach 

$3,021 in the year 2000. 

To place these health-sector trends in a broader context, it is useful to 

compare them with trends in spending for other items. Real annual rates of 

increase in total health care spending were nearly 6 percent between 1970 and 1988. 

In comparison, spending for food over the 1970-1988 period increased at an average 

annual rate of 1 percent; spending for housing increased at 3 percent annually; and 

spending on air travel increased 7 percent annually. In other words, the rapid 
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growth in health spending is not unique, but some other "essentials" have increased 

much more slowly. 

National health expenditures also have risen more rapidly than many 

components of the economy overall and, as a result, have increased as a share of 

gross national product from 5.9 percent to 11.1 percent over the 1965-1988 period 

(see Figure 3). In 1987, the most recent year for which data are available for all 

industries, the nation spent 1.6 percent of GNP on food, 3.3 percent on 

transportation, 2.7 percent on communications, and 10.8 percent on health. The 

Office of the Actuary of the Health Care Financing Administration has projected 

that health spending will reach 15 percent of GNP by the year 2000, in the absence 

of any significant change in the observed trend. 



FIGURE 3. NATIONAL HEALTH MPENDITURES AS A PERCENTAGE OF GROSS 
NATIONAL PRODlJCl1965-1988 

PERCENT 

SOURCE: Cangressional Budget Office calculations based on data fram the Health Care Financing Administration, Office of 
National Cost Estimates 
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TRENDS IN SOURCES OF PAYMENT FOR HEALTH SERVICES 

The share of payments for health services borne by households, businesses, and 

government changed substantially between 1965 and 1987, the most recent year for 

which data are available (see Figure 4). Spending by households (direct payments 

for health care and households' share of health insurance premiums) accounted for 

59 percent of total spending in 1965, but less than 40 percent in 1980. By 1987, 

household spending had increased slightly, to 42 percent of the total amount spent 

on health care. Other payers paid a higher proportion of health costs in 1987 than 

in 1965. Businesses' share of total spending rose from 18 percent in 1965 to 29 

percent in 1980 and since has remained at about the same share. The federal share 

rose only from 11 percent in 1965 to 16 percent by 1987. After the introduction of 

Medicaid, state spending as a share of the total rose from 11 percent in 1965 to 14 

percent in 1975 and remained at that level through 1987. 

Notwithstanding the recent concern about the cost of health care to 

businesses, the business share of total U.S. health care spending has been essentially 

constant since 1980. The fact that health care has grown as a share of total business 

receipts, profits, and total labor compensation reflects the rapid rise in total health 

care spending in the economy--which has exceeded the average rate of increase of 

business receipts and profits--rather than an increasing share of that spending paid 

by business. 



FIGURE 4. DISTRIBUI'ION OF HEALTH SPENDING BY PAYER, 1965-1987 

PERCENT 

SOURCE: Congressional Budget Office colculotians based on data from the Health Core Financing Administration, Office of 
the Actuary, Health Core financing Review (Spring 1989), 10:l- 11. 

NOTE: Households' spending includes direct payments by individuals, their share of health insurance premiums, and 
Medicare taxes. 



The declining proportion of health care spending paid by households has 

resulted from greater private insurance subsidies from employers and expanded 

federal and state shares of total spending since 1965. Spending has not, however, 

declined as a proportion of consumers' disposable income. In 1972, Americans spent 

4.9 percent of after-tax income on health care (including insurance premiums), 

compared with 5 percent in 1988. This observed stability of spending-to-income has 

been possible, even though total health expenditures rose much more rapidly than 

income, because workers have received a higher proportion of total labor 

compensation in the form of health insurance and a lower proportion in wages. 

Health care benefits accounted for over 6 percent of total labor compensation in 

1987, compared with only 2 percent in 1965. 





INTERNATIONAL COMPARISONS 
OF NATIONAL HEALTH EXPENDITURES 

The United States spends more per capita on health than do many other developed 

countries. In 1965, real per capita spending for health care in the United States was 

$742, compared with $557 in Canada, $402 in West Germany, $335 in the United 

Kingdom, and $209 in Japan (see Figure 5). By 1987, per capita spending had risen 

to $2,051 in the United States compared with $1,515 in Canada, about $1,000 in 

West Germany and Japan, and only $751 in the United Kingdom. 

Although there is a substantial difference in the level of spending per capita 

between the United States and these other four countries, the growth in spending 

has been comparable over the 1965-1987 period. U.S. spending per capita rose 176 

percent over the 1965-1987 period. West Germany, Canada, and Japan experienced 

comparable or higher rates of growth--167 percent, 172 percent, and 339 percent, 

respectively. In the United Kingdom, the increase over the 23-year period was 

substantially lower--124 percent. During the 1980-1987 period, per capita spending 

continued to rise rapidly in the United States (39 percent), Canada (38 percent), and 

Japan (31 percent), but in West Germany the rate of growth dropped considerably-- 

to only 13 percent. Spending in the United Kingdom grew only 22 percent between 

1980 and 1987. 

Health spending in these countries can also be compared as a percentage of 

gross domestic product (GDP). In 1965, the differences among them were relatively 



FIGURE 5. REAL PER CAPITA HEALTH EXPENDITURES, UNITED STATES AND 
SELECTED COUMRIES, 1965 - 1987 

1987 
DOLLARS 

SOURCE: Congressional Budget Office calculations based on data from the Organization for Economic Cooperation and 
Development, Health Data file, 1989, as reported in Health Care Financing Review, 1989 Annual Supplement. 

NOTES: Expenditures in different countries were expressed in a common currency (US. dollars) using OECD estimates of a 
"purchasing power parityH(PPP) rate of exchange between national currencies. PPP is an estimate of the exchange 
rate at which a dollar can buy the same basket of goads in each country. 

Nominal currency values have been converted to 1987 dollors using the GDP deflator, because the GNP fixed- 
weighted deflator is not available for other countries. The use of different deflators accounts for the 
differences in real per capita health spending between this figure and figure 2. 



modest--4.2 percent in the United Kingdom, 4.3 percent in Japan, 5.1 percent in 

West Germany, 6.1 percent in Canada, and 6.0 percent in the United States. By 

1987, that range had widened considerably, and the United States was spending a 

much higher fraction of GDP on health care than the other four countries: 11.2 

percent compared with 8.8 percent in Canada, 8 percent in West Germany, 6.8 

percent in Japan, and 6 percent in the United Kingdom (see Figure 6). 



FIGURE 6. HEALW EXPENDITURES AS A PERCENTAGE OF GROSS DOMESIC 
PRODUCT, UNITED STATES AND SELECTED COUNTFIIES, 
1965 -1987 

PERCENT 

SOURCE: Congressional Budget Office calculations based on data from the Organization for Economic Cooperation and 
Development, Health Data File, 1989, as reported in Heolth Care Financing Review, 1969 Annual Supplement. 



TRENDS IN THE HOSPITAL MARKET 

The hospital market changed dramatically over the 1965-1988 period. The American 

Hospital Association (AHA) reports there were 7,123 registered hospitals in the 

United States in 1965; by 1988, the number had declined 4.8 percent, to 6,780, as 

shown in Table 1.' While there were eight hospital beds per 1,000 population in 

1965, by 1988 there were only five. Hospital admission rates rose from 140 per 

1,000 population in 1965 to a high of 170 in 1980, but declined rapidly between 1980 

and 1988 to a low of 130 per 1,000 population in the latter year. Overall, the drop 

in the number of hospital beds was not sufficient to offset the decline in admissions 

during the 1980s. As a result, occupancy rates fell from 82 percent in 1965 to 69 

percent in 1988. Staffing per bed and per admission, however, rose over this 

period--perhaps reflecting more severely ill patients as admissions declined, 

increased staffing of outpatient departments as more procedures were shifted to that 

setting, or other factors. Outpatient visits increased by 167 percent over the 1965- 

1988 period, and by 28 percent between 1980 and 1988. 

The patterns observed nationally in the hospital market occurred among 

rural and urban hospitals at considerably different rates, with the more dramatic 

changes occurring in rural areas. The number of community hospitals in rural areas 

declined by 11.3 percent between 1980 and 1988, while the number of community 

1. The AHA estimates there were 177 nonregistered hospitals in 1988 for which they did not obtain 
data. 



TABLE 1. TRENDS IN THE HOSPITAL MARKET, 1%5-1988 

Homital Beds Admissions Staffma 
Number of Total Per 1,000 Total Per 1,000 Occupancy a 

Year 
FTEs/ 

Hospitals (Thousands) Population (Thousands) Population (Percent) P"6 Bed Admission 

SOURCE: Congressional Budget Ofice using data from the American Hospital Association, Hospiul Stanitia, 1989-1990 (Chicago, Illinois, 1989). 

NOTE: Data refer to all AHA-registered hospitals in the United States including community hospitals, federal hospitals, long-term care hospitals, and psychiatric and other 
specialty hospitals. 

a. Occupancy is the average daily census in all hospitals divided by the number of beds in all hospitals, expressed as a percentage. Thus, it is a measure of aggregate 
utilization, not a hospital-weighted measure of average occupancy. 

b. FTEs are full-time equivalent staff. 



hospitals in urban areas grew by 1 percent over that period.' Between 1980 and 

1988,443 community hospitals closed in the United States. Of these closures, 208 

were in rural areas and 235 were in urban areas. The number of hospital beds 

declined 15 percent in rural areas but less than 1 percent in urban areas. Similarly, 

admissions and inpatient days fell much more precipitously in rural than in urban 

areas--35 percent and 31 percent, respectively, in rural areas compared with 6 

percent and 13 percent in urban areas. With these dramatic reductions in 

admissions and inpatient days over an eight-year period, it is not surprising that 

occupancy rates in rural areas fell by 19 percent--from 69 percent in 1980 to 56 

percent in 1988. By comparison, the hospital occupancy rate in urban areas fell only 

12 percent between 1980 and 1988, to 68 percent in the later year. 

Despite the substantial declines in hospital admissions, inpatient days, and 

occupancy rates, total national spending on hospital services--inpatient and 

outpatient--increased rapidly over the entire 1965-1988 period (see Figure 7). Real 

spending on hospital services, in 1987 dollars, rose from $42 billion in 1965 to $203 

billion in 1988--nearly a fivefold increase. The underlying growth rates that 

produced this level of spending by 1988 averaged 7.2 percent annually between 1970 

and 1980,4.7 percent annually between 1980 and 1985, and 4.5 percent from 1985 

to 1988. 

2. All AHA-registered hospitals include community hospitals, federal hospitals, long-term hospitals, 
and psychiatric and other specialty hospitals. In 1988, 82 percent of all hospitals were 
community hospitals. 



FIGURE 7. TOTAL REAL SPENDING FOR HOSPITAL SERVICES, 1965-1988 

SOURCE: Congressional Rudget Office calculations based on data from the HeaHh Core financing Administration, M c e  of the 
Mwry, 1990. 



Although spending continued to rise, the average annual real rate of increase 

in per capita spending for hospital services fell from 6.3 percent for the 1970-1980 

period to 3.6 percent for the years 1985 through 1988. This growth in real spending 

per capita should be considered in the context of the trends in the hospital market 

already noted--real spending per capita continued to grow at an annual rate of 3.6 

percent during a period when the numbers of hospitals and beds fell, admissions and 

patient days declined, and overall hospital occupancy rates dropped to less than 70 

percent. At the same time, however, outpatient visits to hospitals increased 

substantially, nearly 20 percent between 1985 and 1988, accounting for some of the 

increase in hospital revenues. Real spending per admission rose from $1,447 in 1965 

to $5,961 in 1988--a 312 percent increase. More recently, between 1980 and 1988, 

real spending per admission increased 64 percent. 

This rise in revenues per admission may be related to changes in the sources 

of payment for hospital services. In 1965, nearly 20 percent of hospital spending was 

paid directly (that is, out-of-pocket) by consumers (see Figure 8). Private insurance 

paid about 41 percent of these expenses, while the federal share and the state and 

local government share were 15 percent and 22 percent, respectively. By 1980, direct 

consumer spending had dropped to 5.2 percent, about where it was through 1988. 

This reduction in consumer spending was primarily accounted for by an increase in 

federal spending, since the share paid by both private health insurance and state and 

local governments also declined over that period. Between 1985 and 1988, however, 

this trend reversed, with the federal share dropping slightly from 42.5 percent to 40.9 



FIGURE 8, DISTRIBUI'ION OF SPENDING FOR HOSPITAL SERVICES BY SOURCE 
OF PAYMENT 1965-1988 
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percent. This drop was offset almost exactly by an increase in the share paid by 

state and local governments from 11.9 percent to 13.4 percent. 

Greater third-party coverage of hospital services and the increasing revenues 

per admission have had a positive effect on hospital margins--the difference between 

the revenue received by hospitals and costs, as a percentage of revenues. Between 

1965 and 1975, hospital margins were nearly constant at around 2.3 percent, but they 

began to rise in 1975, reaching nearly 6 percent in 1985 before declining to 5 percent 

in 1989 (see Figure 9). Even with the recent decline in margins, hospitals had 

substantially higher margins at the end of the 1980s than in the pre-1980 period. 

Although hospital margins were higher, overall, during the 1980s than in the 

previous decade, the amount of uncompensated care--the costs of bad debt and 

charity care--provided by hospitals also was increasing. Uncompensated care grew 

from $5.6 billion (in 1987 dollars) to $10.2 billion between 1980 and 1988 (see Figure 

10). At the same time, unsponsored care--the costs of uncompensated care that are 

not offset by payments from state and local governments--grew from $4.1 billion to 

$8 billion. In fact, unsponsored care rose more rapidly than uncompensated care 

over this period, because only 22 percent of uncompensated care was offset by state 

and local governments in 1988, compared with 27 percent in 1980. 



FIGURE 9. HOSPITAL MARGINS BASED ON TOTAL REVENUES, 1965-1989 

SOURCE: Congressional Budget Office colculotions based on doto from the American Hospitol Association, Notional Hospitol 
Pond Surveys, 1965- 1989. 

NOTE: The total margin is defined as the rotio of totol revenues minus totol costs to totol revenues. 



FIGURE 10, REAL UNCOMPENSATED AND UNSPONSORED CARE PROVIDED BY 
HOSPKU, 1980 - 1988 
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SOURCE : Congressional Budget Office calculations based an tabulations from the American Hospital Association, 
June 1990. 

NOTES: Uncompensated care is the estimated cast of bad debt and charity core to the hospital. It is colculoted for eoch 
hospital by multiplying the portion of the dilference between totol charges (gross patient revenue) and payments 
(net patient revenue) attributable to bad debt and charity core, by the hospital's ratio of total expenses 
to totol charges. 

Unsponsored care is equol to uncompensoted care minus hospitals' revenues from state and local 
governmental tax appropriations. 



Uncompensated care represented a varying proportion of costs for different 

types of hospitals, but unsponsored care was distributed much more evenly. In 1988, 

about 10 percent of the costs incurred by major teaching hospitals and about 15 

percent of the costs incurred by urban public hospitals were uncompensated, but 

when state and local tax appropriations are added to these hospitals' revenues, this 

differential nearly disappears (see Table 2). Across all hospitals, unsponsored care 

accounted for about 5 percent of costs in 1988, ranging from a high of 5.7 percent 

of urban public hospitals' costs to 4.7 percent of all voluntary hospitals' costs, and 

a low of 4.5 percent of costs in hospitals designated under the Medicare program as 

not having a disproportionate share of low-income patients. 



TABLE 2. UNCOMPENSATED AND UNSPONSORED CARE, BY TYPE OF HOSPITAL, 1981 AND 1988 
(As a percentage of costs) 

m e  of 
Hospital 

198 1 1988 
Uncompensated Unsponsored Uncompensated Unsponsored 

Care Care Care Care 

All Hospitals 

Urban 
Rural 

Major Teaching 
Other Teaching 

!2 Nonteaching 

Voluntary 
Urban Public 
Rural Public 
Investor-Owned 

Disproportionate Share 
Nondisproportionate Share 

SOURCE: Congressional Budget Otfice using tabulations by the American Hospital Association (AHA), based on the AHA'S 1981 and 1988 Annual 
Surveys and Medicare Cost Reports. Table refleas data reported or estimated for hospitals that were included in both data sets (4,841 in 
1981 and 4,880 in 1988). 

NOTES: The total amount of uncompensated care provided in 1981 was $4.9 billion, or $6.2 billion when expressed in 1987 dollars. The total amount 
of uncompensated care provided in 1988 was $10.7 billion, or $10.2 billion in 1987 dollars. 

'Disproportionate share" hospitals are those that receive additional payments from the Medicare program because they serve a 
disproportionately large share of low-income patients. 





TRENDS IN THE PHYSICIAN MARKET 

Real expenditures for physicians' services more than quadrupled over the 1965-1988 

period, rising from $24 billion to $101 billion (in 1987 dollars) as shown in Figure 

11. As was the case for hospital services, the sources of payments to physicians 

changed considerably over this period. In 1965, consumers paid out of pocket for 

over 60 percent of total spending for physicians' services, but this share dropped to 

only 19 percent in 1988 (see Figure 12). This reduction was related to increases in 

the proportion paid by the federal government (which rose from 1 percent in 1965 

to 27 percent in 1988) and in the proportion paid by private health insurance (which 

rose from 33 percent in 1965 to 48 percent in 1988). By comparison, the proportion 

paid by state and local governments grew only slightly, from 5 percent in 1965 to 6 

percent in 1988. 

Although the supply of physicians relative to population grew rapidly in the 

United States, it is not disproportionately large compared with that in other 

developed nations. In 1987, nine other OECD countries had more physicians per 

1,000 population than the U.S. level of 2.3--including Greece (3.3), Belgium (3.2), 

West Germany (2.8), and France (2.5)--as shown in Table 3. Canada had 2.2 

physicians per 1,000 population that year. 

Physicians in the United States were, however, better paid for providing 

medical care than physicians in the 11 countries for which the OECD provides data. 

In 1986, the final year with data for the five countries examined in the previous 



FIGURE 11. TOTAL REAL SPENDING FOR PHYSICIANS' SERVICES, 1965-1988 
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SOURCE: Congressional Budget Office calculations based on dolo from Ihe Health Care Financing Adminislrotion, Office of the 
Actuory, 1990. 



FIGURE 12. DISTRIBUTION OF SPENDING FOR PHYSCLANS' SERVICES BY SOURCE 
OF PAYMENT, 1965-1988 

PERCENT 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing Administration, Office of the 
Actuary, 1990. 



TABLE 3. OECD COUNTRIES RANKED BY RATIO OF PHYSICIANS TO 
1,000 POPULATION, 1987 

Country Ratio 

Greece 
Belgium 
West Germany 
Iceland 
Sweden 
Portugal 
Denmark 
France 
Netherlands 

United States 

Canada 
Finland 
Austria 
Luxembourg 
Japan 
Switzerland 
United Kingdom 
Ireland 
Italy 
Turkey 

SOURCE: Congressional Budget Office calculations based on data from the Organization for Economic 
Cooperation and Development, Health Data File, 1989, as reported in Health Care Financing 
Review, I989 Annual Supplement. 



section, the average physician in the United States earned $123,000 (in 1987 dollars), 

compared with $83,000 in Canada, $82,000 in West Germany, $45,000 in Japan, and 

$41,000 in the United Kingdom (see Figure 13). U.S. physicians, therefore, earned 

about 50 percent more than physicians in Canada and West Germany, and three 

times as much as physicians in the United Kingdom. 

Among these five countries, physicians' incomes grew fastest between 1975 

and 1986 in the United States and Japan--at average annual rates of 1.2 percent and 

4.4 percent, respectively. In Canada and the United Kingdom, the annual growth 

rate over this period was 0.4 percent, while physicians' real incomes fell an average 

of 1 percent per year in Germany. 

The trends from 1981 to 1986 are somewhat different, however. Japan's 

growth rate remained high at 4 percent annually, while the incomes of Canadian 

physicians rose at 3.3 percent annually over this period, exceeding the growth rate 

of 2.1 percent annually for U.S. physicians. In the United Kingdom, the growth rate 

of physicians' income increased also, rising to an annual rate of 1.8 percent. Only 

in West Germany did real incomes of physicians fall over the 1981-1986 period--at 

a rate of 2 percent annually. 

A somewhat different approach to assessing the growth in physicians' 

incomes over time is to compare trends in their average income with trends in the 

average compensation of all employees. In 1986, the ratio of the average physician's 

earnings to the average worker's earnings in the United States was 5.1. This ratio 



FIGURE 13. AVERAGE REAL PHYSICIAN INCOME, UNITED STATES AND SELECTED 
COUNTRIES, 1965 - 1987 

THOUSANDS 
OF 1987 
DOLLARS 

SOURCE: Congressional Budget Office calculations based on data from the Organization for Economic Cooperation and Development, 
Health Data File, 1989, as reported in the Health Care Financing Review, 1989 Annual Supplement. 

NOTES: Data for the following were missing and values were imputed by the Congressional Budget Office: 1971, 1976, 1980, 
and 1984 for the United States; 1966, 1967, 1969, 1970, 1972, and 1973 for West Germany; and 1985 for Japan. 
Data missing at the beginning and end of the time periods were not imputed. 

Incomes in different countries were expressed in a common currency (U.S. dollars) using OECD estimates of a 
"purchasing power parity" (PPP) rale of exchange between national currencies. PPP is an estimate of the 
exchange rale at which a dollar can buy the same basket of goods in each country. 



is higher than in any of the four other countries compared (see Figure 14). Only in 

West Germany do physicians earn more than four times the average worker's 

compensation and, in West Germany, this ratio has been declining since 1968. Since 

1971, when the ratio in Canada peaked at 5.3, the U.S. and Canadian ratios have 

increasingly diverged. By 1986, the ratios were 3.7 in Canada and 5.1 in the United 

States. 



FIGURE 14. RAl10 OF AVERAGE INCOME OF PHYSICWS TO AVERAGE COMPENWION OF 
AIL EMPLOYEESl UNITED STATES AND SELECTED COUNTRIESl 1965-1987 

RATIO 

SOURCE: Congressional Budget Office calculations based on data from the Organization for Economic Cooperation and Development, 
Health Data File, 1989, as reported in the Health Care Financing Review, 1989 Annual Supplement. 

NOTES: Dato for the following were missing and values were imputed by the Cangressional Budget Office: 1971, 1976, 1980, 
and 1984 for the United States; 1966,1967,1969,1970,1972, and 1973 for West Germany; and 1985 for Japan. 
Data missing at the beginning and end of the time periods were not imputed. 

The concepts and estimating methodologies used to compile average compensation per employee are not the same across 
countries, nor necessarily within eoch country over time. Among the issues that cannot be taken fully into account are the 
regional or nation01 basis of the estimates, whether or not both salaried and self-employed professionals are included 
in the figures, the exact nature of the professional groups covered, the treatment of part-time and female workers, 
and whether or not the income definitions used reflect income-tax, census, or national-accounts concepts. 



COMPARISON OF TRENDS IN 
MEDICARE AND NATIONAL HEALTH SPENDING 

Much of the concern about the rapid growth of health spending is focused on the 

impact of rising Medicare expenditures on the federal budget. Medicare spending 

may have increased at a different rate than national spending for a number of 

reasons--increases in the number of people eligible for Medicare that exceeded the 

growth of the general population, changes in Medicare reimbursement policies, and 

new, more costly technologies that may be used disproportionately by the Medicare 

population. In this section, trends in Medicare spending are compared with overall 

national spending trends, in order to assess whether Medicare's spending patterns 

merely reflect the underlying national trends or suggest that other forces may also 

be affecting this segment of the market for health services. 

Trends in Svending 

Medicare was implemented in 1966 and, by 1970, federal spending for it had risen 

to $19.2 billion (in 1987 dollars), or to an average of $939 per Medicare enrollee. 

By 1988, real federal spending for Medicare had more than quadrupled, reaching 

$88.1 billion, or an average expenditure of $2,671 per enrollee. 

In contrast, total national health spending rose more slowly, nearly tripling 

over the 1970-1988 period--rising from $188 billion (in 1987 dollars) to $518 billion. 

In part, the more rapid growth of federal spending for Medicare reflects expansions 

39 



of eligibility such as inclusion of the disabled and people with end-stage renal 

disease. Even on a per enrollee basis, however, Medicare spending has grown more 

rapidly than per person spending for the nation since the early 1970s (see Figure 

15), in part because the proportion of disabled enrollees, who incur higher costs than 

aged enrollees, has increased. 

Between 1970 and 1980, Medicare spending rose at an average annual real 

rate of 10.4 percent, compared with 6.3 percent for national health spending (see 

Figure 16). On a per person basis, Medicare spending also increased at a more 

rapid rate than national health spending during this period (6.8 percent annually 

versus 5.3 percent). 

Through the first half of the 1980s, Medicare continued to outpace national 

spending, on both a total and a per person basis. During the 1985-1988 period, 

however, real spending for Medicare and real national health spending both grew 

5 percent annually, with Medicare spending per enrollee growing at 2.9 percent a 

year in real terms, compared with 4 percent for national per capita spending. 

Similar patterns are observed in the annual rates of increase in real national 

and Medicare spending for hospital services. Medicare expenditures for hospital 

services increased more rapidly than national expenditures during the 1970-1980 

period and during the 1980-1985 period, on both a total and a per capita basis (see 

Figure 17). During the 1985-1988 period, however, Medicare hospital spending per 

enrollee rose only 0.8 percent annually, while national spending per capita for 



FIGURE 15, REAL PER CAPKA NAllONAl EXPENDllURES AND PER ENROLLEE 
MEDICARE EXPENDITURES FOR HEALTH, 1965 - 1988 

1987 
DOLLARS 

SOURCE: Congressional Budget Office calculations based on doto from the Health Care Financing Administration, Office of the 
Actuary, 1990. 



FIGLIRE 16. AVERAGE ANNUAL GROWTH RATES OF REAL Mnou AND MEDICARE 
EXPENDITURES K)R HEALTH, TOTAL AND PER CAPITA, 1970-1988 
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SOLIRCE: Congressional Budget Office calculations based on doto from the Health Care Financing AdminisIration, Office of the 
Actuory, 1990. 



FIGURE 17, AVERAGE ANNUAL GROWrH RATES OF REAL NAllONAL AND MEDICARE 
EXPENDITURES FOR HOSPITAL AND PHYSICIAN SERMCES, TOTAL 
AND PER CAPITA, 1970-1988 
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Actuary, 1990. 



hospital services continued to grow at a 3.6 percent annual rate. This drop in the 

growth rate in Medicare spending for hospitals in the latter half of the 1980s 

occurred as Medicare's prospective payment system (PPS) was being phased in. The 

reduced rate of growth in hospital spending accounted for much of the lower growth 

in total and per enrollee expenditures for Medicare during the 1985-1988 period. 

The Medicare experience with physician spending does not parallel the 

patterns observed for hospitals. The average annual real rate of increase in 

spending for physicians' services has historically been higher for Medicare than for 

the nation, with total Medicare expenditures growing at an annual real rate of about 

10 percent between 1970 and 1985, compared with a 5.4 percent annual increase 

nationally for the 1970-1980 period and a 6.3 percent rate in the 1980-1985 period. 

In the latter half of the 1980s, however, overall spending for physicians' services was 

growing at 8.8 percent annually--a rate only 1.9 percentage points lower than for the 

Medicare program. 

Similarly, Medicare spending per enrollee for physicians' services grew faster 

than per capita national spending throughout the 1970-1988 period. But national 

spending per capita for physicians' services accelerated so rapidly at the end of this 

period that the differential in the two growth rates declined to only 0.8 percentage 

points. 

Although real per capita spending for health services has grown at a 

substantial rate since 1970, the per capita growth rate has been declining. This 



decline has been greater for the Medicare program than for national spending. 

Within the Medicare program, the reduction in the rate of increase appears to result 

primarily from slower growth in hospital spending per enrollee. In contrast, 

spending for physicians' services has grown at a substantial, and increasing, rate both 

for Medicare and for the nation. 

Trends in Consumer S~ending 

One consequence of the rapid rise in total expenditures per person under Medicare 

has been an increase in health spending by the elderly that exceeds the growth in 

their disposable income. While the health spending of all households (direct 

payments for services plus households' share of health insurance premiums and 

Medicare taxes) has been essentially constant as a percentage of after-tax income-- 

4.9 percent in 1972-1973 and 5 percent in 1988--it has grown considerably for the 

elderly, from 7.8 percent in 1972-1973 to 12.5 percent in 1988 (see Table 4). 

Throughout this period, Medicare has consistently paid for about 83 percent 

of Medicare-covered services. Total health care costs, which include spending for 

both Medicare-covered and other services, however, have grown more rapidly than 

Medicare enrollees' income. As a result, even with the same fraction of covered 

services being offset by Medicare, spending for health care has absorbed an 

increasing portion of Medicare enrollees' incomes. 



TABLE 4. HOUSEHOLD SPENDING FOR HEALTH AS A PERCENTAGE 
OF AFTER-TAX INCOME 

Year 
All 

Households 
Aged 

Households 

SOURCE: Congressional Budget Office calculations using data from the Consumer Expenditure Survey 
of the Bureau of Labor Statistics. 

NOTE: Data are tabulated by age of reference person. Aged households are those in which the 
reference person is age 65 or over. Such households may include some individuals under age 
65. 



Factors affect in^ Growth in S ~ e n d h  

The growth in spending overall and for the Medicare program has been influenced 

by many factors, including population increases, the aging of the population, new 

technologies, and medical care price inflation above the economywide rate of 

inflation. The Medicare program, in addition, has been modified in ways that have 

affected total and per enrollee spending-often differently for hospital and physician 

services. Expansions of benefits and 'eligibility have increased spending, while 

reimbursement policies that limit or reduce per service costs and utilization review 

that is meant to reduce unnecessary use are intended to constrain total spending. 

Hospital Services. Over the 1980s, hospital use declined both for the nation and for 

Medicare enrollees. Hospital admissions show a consistent pattern of decline for 

people under age 65 beginning in 1982 and continuing through 1989; admissions 

declined for the Medicare population (age 65 and over) beginning in 1984, after 

Medicare's PPS and peer review of admissions were implemented (see Table 5). 

The decline in admissions for this group continued only through 1987, however, with 

admissions rising from 1987 to 1989. These data may understate the decline in 

Medicare admissions relative to the decline in admissions for those under age 65, 

since the number of Medicare enrollees is increasing more rapidly. Between 1984 

and 1988, Medicare enrollment grew nearly 9 percent compared with 3.3 percent 

growth in the population under age 65. The average annual decline in length of stay 

was greater for the population over age 65 than for the total population over the 

entire period. 



TABLE 5. CHANGE IN HOSPITAL ADMISSIONS AND LENGTH OF STAY, 
1978- 1989 (In percent) 

Year 

Lennth of Stav 
Admissions Adults 
Under Age 65 All Age 65 

All Age 65 and Over Adults and Over 

Annual Change 

Average Annual Change 

SOURCE: Congressional Budget Office calculations based on data from the American Hospital 
Association, National Panel Surveys, 1978-1989. 



Despite these substantial reductions in admissions and in length of stay, 

spending for hospital services has continued to rise, both for Medicare and for the 

nation. Even in the 1985-1988 period, when real growth in spending per person was 

at its lowest point, the average annual rates of increase in spending per person for 

hospital services were 0.8 percent for Medicare and 3.6 percent for the nation. 

A comparison of hospital margins under the PPS and overall margins 

provides additional insight into the role of Medicare in the market for hospital 

services. Total margins in the first year of the PPS reached 9.2 percent, assisted by 

PPS margins that averaged 14.4 percent (see Table 6). The exceptionally high PPS 

margins in the first year probably resulted from at least three factors. First, because 

the rate-setting process had to use data from several years earlier, the initial PPS 

rates exceeded the expected costs per case by approximately 4.3 percent. Second, 

faced with the incentives offered by the PPS, hospitals apparently made operational 

changes to increase efficiency and reduce costs per case below the previous values 

upon which the initial PPS rates were set. Finally, hospitals appear to have 

responded to incentives to refine the diagnosis codes used for payment purposes in 

order to maximize the payment received per admission. 

The initial PPS rates that created the high margins on Medicare cases were 

partially corrected by Congressional actions that held increases in the PPS rates (or 

"updates") since the first year of the PPS below the increase in the cost of the 

market basket of inputs that hospitals purchase, as measured by the Market Basket 



TABLE 6. TOTAL, MEDICARE PPS, AND NON-PPS MARGINS, BY TYPE OF HOSPITAL, 
FIRST AND FIFTH YEARS OF THE PPS (In percent) 

?Lpe of 
Hospital 

First Year of PPS 
Total PPS Non-PPS 

Fifth Year of PPS 
Total PPS Non-PPS 

All 

Urban 
Rural 

Major Teaching 
Other Teaching 
Nonteaching 

Voluntary 
Urban Public 
Rural Public 
Investor-Owned 

Disproportionate Share 
MSA ) 1 million a 
Other urban 
Rural 

Nondisproportionate Share 

Urban 
MSA ) 1 million a 
Other urban 

Rural 
Rural referral center 
Sole community 
Other rural 

SOURCE: Congrerrional Budget Office calculationr baeed on data from the Health Care Financing 
Adminirtration. 

NOTES: Data for each proepective payment ryrtem (PPS) year correepond t o  each hospital's cost 
reporting period beginning in that year. For inrtance, the first year of the PPS includes data 
from each horpital'r coet report beginning during federal fiecal year 1984. The total margin is 
defined ae the ratio of total revenuer minur total cortr to  total revenuer. The PPS margin ie 
defined ae the ratio of PPS paymentr minur the operating cortr associated with providing 
inpatient rewica for Medicare beneficiarier to  PPS  payment^. The non-PPS margin ir defined 
ae the ratio of total revenuer minur PPS paymentr minue total costs leee the operating costs 
aesociated with providing inpatient rewica to  Medicare beneficiaries to  total revenues less PPS 
paymentr. 

a. MSA ) 1 million refers to  a metropolitan rtatietical area (MSA) containing more than 1 million people 
(970,000 people in New England). 



Index. These constrained updates are reflected in the low rate of growth subsequent 

to 1984 in real hospital payments per Medicare enrollee. 

Phvsician Services. The narrowing of the differential in growth rates of spending for 

physician services between the nation and the Medicare program over the latter part 

of the 1980s may stem, in part, from continuing legislative attempts to constrain 

price increases under Medicare. These legislative actions included a freeze on all 

physicians' fees from July 1, 1984, through April 30, 1986, which was extended for 

nonparticipating physicians through December 1986.9 In addition, prices for 

selected procedures identified as "overpriced" have been kept constant or reduced 

each year starting in 1987. 

Despite these constraints on the prices of individual procedures, Medicare 

spending on physician services has continued to rise faster than for the nation 

overall. Three factors contributed to the growth under the Medicare program in the 

1976-1988 period--general inflation (45 percent), real increases in physicians' fees 

above the general inflation rate (6 percent), and growth in the volume of services 

provided per enrollee (48 percent). Except for the late 1970s, when general inflation 

was high, growth in the volume of services per enrollee has been the major 

contributing factor to increased spending for physician services under the Medicare 

program. 

3. Under Medicare, physicians may choose to participatethat is, to accept the Medicare-allowed 
amount as payment in full in return for receiving payment directly from the Medicare program 
and a higher allowed fee. Nonparticipating physicians may bill Medicare beneficiaries for the 
full amount and are allowed to keep the difference between their actual charge and the 
Medicareallawed amount. 





MEDICARE SPENDING AND THE F E D E W ,  BUDGET 

The rapid growth of national spending for health care, overall and per capita, and 

the comparable patterns of growth observed for the Medicare program, have 

significant implications for the federal budget. In 1970, spending on health 

constituted 7.6 percent of the federal budget. By 1990, that share had grown to 14.4 

percent. The average annual rate of increase of federal health spending between 

1980 and 1990 was 10.5 percent, compared with 7.7 percent for total outlays, 13.2 

percent for net interest, 8.3 percent for defense, and 7.7 percent for the Social 

Security program (see Figure 18). 

The Medicare program is accounting for a growing share of these federal 

health dollars. In 1970, Medicare spending was 49 percent of total federal spending 

on health care, increasing to 54 percent in 1980 (see Table 7). By 1990, Medicare 

spending is estimated by CBO to account for 61 percent of federal spending for 

health care. Other components of federal outlays for health have grown at a more 

moderate rate or have declined as a share of federal health spending. The Medicaid 

program accounted for 18 percent of federal health spending in 1970 and 23 percent 

in 1990, while combined spending for veterans' health care and for other health 

services and research declined from 33 percent of federal health spending to 17 

percent between 1970 and 1990. 



IGURE 10. AVERAGE ANNUAL PATES OF G R O W  OF F E D E N  OUTLAYS, SELECTED 
COMPONENTS, 1970 - 1990 

SOURCE: Congressionol Budget Office calculatiions, February 1990, based on actual outlays in 1970 and 1980 and CEO projections 
of federal outlays for 1990. 

NOTE: Rates of growth in nominal spending, unadjusted for the underlying rates of inflation in each period. 



TABLE 7. DISTRIBUTION OF FEDERAL OUTLAYS FOR HEALTH, BY 
COMPONENT, 1970- 1990 (In percent) 

me of 
Health Outlay 

Medicare 49 54 6 1 

Medicaid 18 22 23 

Other Health Services 
and Research 21 15 10 

Veterans' Health Care 12 10 7 

SOURCE: Congressional Budget Office calculations, February 1990, based on actual outlays in 1970 
and 1980 and CBO projections of federal outlays for 1990. 



Growth in Medicare spending has persisted despite consistent legislative 

efforts to constrain it. CBO has estimated that legislation enacted by Congress 

between 1981 and 1988 was expected to reduce Medicare spending by an average 

of nearly 2 percent a year from previously projected levels. In fact, the rate of 

increase in real Medicare spending per enrollee from 1980 to 1985 was the same as 

in the 1975-1980 period, but it did drop sharply in the 1985-1990 period. The 

patterns of growth for Medicare's Hospital Insurance (HI) program and the 

Supplementary Medical Insurance (SMI) program (which reimburses physicians and 

other health care providers) are quite different, however (see Figure 19). After 

averaging 7 percent a year from 1975 to 1985, the HI real annual growth rate per 

enrollee dropped to 0.4 percent between 1985 and 1990. In contrast, real spending 

per enrollee for SMI grew about 10 percent annually, on average, through the 

1975-1980 period, before dropping to about 8 percent a year between 1980 and 1990. 



FIGURE 19. AVERAGE ANNUAL GROWTH RATES OF REAL MEDICARE SPENDING PER 
ENROLLEE, BY COMPONEM 1975-1990 
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SOURCE: Congressionol Budget Office colculolions, February 1990, based on octuol outlays in 1970 and 1980 and CEO projections 
of federal outlays for 1990. 

NOTE: Rotes of growth in nominal spending, unadjusted for the underlying roles of inflation in eoch period. 





APPENDIX 

DATA SHOWN IN FIGURES IN THE TEXT 

This appendix presents the data that were used to construct the figures presented 

in the text. 



TABLE A- 1. REAL NATIONAL HEALTH EXPENDITURES, 1965- 1988, 
AND PROJECTED TO 2000 (Data for Figure 1) 

Real National 
Health Expenditures 

(Billions of 
Year 1987 dollars) 

SOURCE: Congressional Budget Ofice calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, and Committee on Ways and Means, staff 
projections for 1990 and 2000. The latter are based on assumed rates of increase in health 
expenditures from the National Institute of Aging, Macroeconomic-Demographic Model. 

NOTE: The projections assume an average annual real rate of growth of 5.1 percent between 1988 and 
1990 and of 4.0 percent between 1990 and UW)O. 

n.a. = not available. 



TABLE A-2. REAL PER CAPITA HEALTH EXPENDITURES, 1965-1988, 
AND PROJECTED TO 2000 (Data for Figure 2) 

Year 

Real Per Capita 
Health Expenditures 

(1 987 dollars) 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary-, and Committee on Ways and Means, staff 
projections for 1990 and 2000. The latter are based on assumed rates of increase in health 
expenditures from the National Institute of Aging, Macroeconomic-Demographic Model. 

NOTE: The projections assume an average annual real rate of growth of 4.0 percent between 1988 and 
1990 and of 33 percent between 1990 and 2000. 

n.a. = not available. 



TABLE A-3. NATIONAL HEALTH EXPENDITURES AS A PERCENTAGE OF 
GROSS NATIONAL PRODUCT, 1965-1988 (Data for Figure 3) 

National Health 
Expenditures as 

Percentage of Gross 
Year National Product 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of National Cost Estimates. 



TABLE A-4.  DISTRIBUTION OF HEALTH SPENDING BY P A Y E R ,  1965-1987 
(Data for Figure 4) 

Distribution of Health Spending 
bv Paver (Percent) 

Year Federal State Business Household 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, Health CUR Financing Review (Spring 1989) 10:l-11. 

NOTE: Households' spending includes direct payments by individuals, their share of health insurance 
premiums, and Medicare taxes. 



TABLE A-5. REAL PER CAPITA HEALTH EXPENDITURES, UNITED 
STATES AND SELECTED COUNTRIES, 1965- 1987 
(Data for Figure 5) 

Real Per Capita Health Expenditures 
(1987 U.S. dollars) 

United West United 
Year States Canada Germany Japan Kingdom 

SOURCE: Congressional Budget Office calculations based on data from the Organization for 
Economic Cooperation and Development, Health Data File, 1989, as reported in Healtit 
C m  Financing Review, 1989 Annual Supplement. 

NOTES: Expenditures in different countries were expressed in a common currency (U.S. dollars) using 
OECD estimates of a "purchasing power parity" (PPP) rate of exchange between national 
currencies. PPP is an estimate of the exchange rate at which a dollar can buy the same basket 
of goods in each country. 

Nominal currency values have been converted to 1987 dollars using the GDP deflator, because 
GNP-fied weighted deflators are not available for other countries. The use of different 
deflators accounts for the differences in real per capita health spending between this figure and 
Figure 2. 



TABLE A-6. HEALTH EXPENDITURES AS A PERCENTAGE OF GROSS 
DOMESTIC PRODUCT, UNITED STATES AND SELECTED 
COUNTRIES, 1965-1987 (Data for Figure 6) 

Year 

Health Expenditures as a 
Percentage of Gross Domestic Product 

United West United 
States Canada Germany Japan Kingdom 

SOURCE: Congressional Budget Oftice using data from the Organization for Economic Cooperation 
and Development, Health Data File, 1989, as reported in Hedth C m  Finmcing Review, 
1989 Annual SuppIernrnt. 



TABLEA-7. TOTAL REAL SPENDING FOR HOSPITAL SERVICES, 
1965-1988 (Data for Figure 7) 

Total Real Spending 
for Hospital Services 

Year (Millions of 1987 dollars) 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Aauary, 1990. 



TABLE A-8. DISTRIBUTION OF SPENDING FOR HOSPITAL SERVICES BY 
SOURCE OF PAYMENT, 1965-1988 (Data for Figure 8) 

Spending for Hospital Services 
bv Paver (Percent) 

Private Out-of State and 
Year Insurance Pocket Federal Local Philanthropy 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, 1990. 



TABLE A-9. HOSPITAL MARGINS BASED ON TOTAL REVENUES, 
1965-1989 (Data for Figure 9) 

Hospital Margins on 
Total Revenues 

Year (Percent) 

SOURCE: Congressional Budget Office calculations based on data from the American Hospital 
Association, National Hospital Panel Surveys, 1965-1989. 

NOTE: The total margin is defined as the ratio of total revenues minus total costs to total revenues. 



TABLE A-10. REAL UNCOMPENSATED AND UNSPONSORED CARE 
PROVIDED BY HOSPITALS, 1980-1988 (Data for Figure 10) 

Real Uncompensated and Unsponsored Care 
(Billions of 1987 dollars) 

Year Uncompensated Unsponsored 

SOURCE: Congressional Budget Ofiice calculations based on tabulations from the American Hospital 
Association, June 1990. 

NOTES: Uncompensated care is the estimated cost of bad debt and charity care to the hospital. It is 
calculated for each hospital by multiplying the portion of the difference between total charges 
(gross patient revenue) and payments (net payment revenue) attributable to bad debt and 
charity care, by the hospital's ratio of total expenses to total charges. 

Unsponsored care is equal to uncompensated care minus hospitals' revenues from state and 
local govenunental tax appropriations. 



TABLE A- 11. TOTAL REAL SPENDING FOR PHYSICIANS' SERVICES, 
1965-1988 (Data for Figure 11) 

Total Real Spending 
for Physicians' Services 

(Millions of 
Year 1987 dollars) 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, 1990. 



TABLE A-12. DISTRIBUTION OF SPENDING FOR PHYSICIANS' 
SERVICES BY SOURCE OF PAYMENT, 1965-1988 
(Data for Figure 12) 

Spending for Physicians' Services 
bv Paver (Percent) 

Private Out-of State and 
Year Insurance Pocket Federal Local Philanthropy 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, 1990. 



TABLE A- 13. AVERAGE REAL PHYSICIAN INCOME, UNITED STATES AND 
SELECTED COUNTRIES, 1965-1987 (Data for Figure 13) 

Average Real Physician Income 
(1987 U.S. dollars) 

United West United 
Year States Canada Germany Japan Kingdom 

SOURCE: Congressional Budget Office calculations based on data from The Organization for 
Economic Cooperation and Development, Health Data File, 1989, as reported in Health 
Care Financing Review, 1989 Annual Supplement. 

NOTES: Data for the following were missing and values were imputed by Congressional Budget Office: 
1971, 1976, 1980, and 1984 for the United States; 1966, 1%7, 1969, 1970, 1972, and 1973, for 
West Germany, and 1985 for Japan. Data missing at the beginning and end of the time period 
were not imputed. Missing and not-imputed data are indicated by dashes. 

Incomes in different countries were expressed in a common currency (U.S. dollars) using 
OECD estimates of a "purchasing power pariw (PPP) rate of exchange between national 
currencies. PPP is an estimate of the exchange rate at which a dollar can buy the same basket 
of goods in each country. 



TABLEA-14. RATIO O F  AVERAGE INCOME OF PHYSICIANS T O  AVERAGE 
COMPENSATION OF ALL EMPLOYEES, UNITED STATES AND SELECTED 
COUNTRIES, 1965-1987 (Data for Figure 14) 

Year 

Ratio of Average Physician Income to 
Averaee Compensation of All Em~lovees 

United West United 
States Canada Germany Japan Kingdom 

SOURCE: Congrerrional Budget Office calculationr bared on data from the Organication for Economic 
Cooperation and Development, Health Data File, 1989, ar reported in Health Care Financing 
Beview. 1989 Annual Su~~ lemen t .  

NOTES: Data for the following were miuing and valuu were imputed by the Congressional Budget 
Ofice: 1971, 1976, 1980, and 1984 for the United Statu;  1966, 1987, 1969, 1970, 1972, and 
1973 for Wart Gennany, and 1986 for Japan. Data miuing at the beginning and end of the 
time period were not imputed. Miuing and not-imputed data are indicated by daaher. 

The conceptr and ertimatingmethodologiw uwd to compile average compenration per employee 
are not the name acrou countriw, nor necwruily within each country over time. Among the 
iuuer that cannot be taken fully into account an the regional or national barir of the estimates, 
whether or not both ralaried and wlf-employed profeuionalr am included in the figures, the 
exact nature of the profeuional group covered, the treatment of part-time and female workers, 
and whether or not the income definitionr uwd reflect income-tax, cenrur, or national-accounts 
conceptr. 



TABLE A-15. REAL PER CAPITA NATIONAL EXPENDITURES AND PER 
ENROLLEE MEDICARE EXPENDITURES FOR HEALTH 
CARE, 1965-1988 (Data for Figure 15) 

Real Spending Per Capita 
f 1987 dollars) 

Year National Medicare 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuq, 1990. 



TABLE A- 16. AVERAGE ANNUAL GROWTH RATES OF REAL NATIONAL 
AND MEDICARE EXPENDITURES FOR HEALTH, TOTAL 
AND PER CAPITA, 1970-1988 (Data for Figure 16) 

Total Ex~enditures Per Person Ex~enditures 
Period National Medicare National Medicare 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, 1990. 



TABLE A- 17. AVERAGE ANNUAL GROWTH RATES OF REAL NATIONAL 
AND MEDICARE EXPENDITURES FOR HOSPITAL AND 
PHYSICIAN SERVICES, TOTAL AND PER CAPITA, 1970-1988 
(Data for Figure 17) 

Hosvital Services Phvsician Services 
Period National Medicare National Medicare 

Total Expenditures 

Per Person Expenditures 

SOURCE: Congressional Budget Office calculations based on data from the Health Care Financing 
Administration, Office of the Actuary, 1990. 



TABLE A-18. AVERAGE ANNUAL RATES OF GROWTH OF FEDERAL 
OUTLAYS, SELECTED COMPONENTS, 1970-1990 (Data for 
Figure 18) 

N e t  Social 
Period Total Health Interest Security Defense Other 

SOURCE: Congressional Budget Office, February 1990, based on actual outlays in 1970 and 1980 and 
CBO projections of federal outlays for 1990. 

NOTE: Rates of growth in nominal spending, unadjusted for the underlying rates of inflation in each 
period. 



TABLE A-19. AVERAGE ANNUAL GROWTH RATES OF REAL 
MEDICARE SPENDING PER ENROLLEE, BY COMPONENT, 
1975-1990 (Data for Figure 19) 

Supplementary 
Total Hospital Medical 

Period Medicare Insurance Insurance 

SOURCE: Congressional Budget Office, February 1990, based on actual outlays in 1970 and 1980 and 
CBO projections of federal outlays for 1990. 






