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This article presents data on health care 
spending for the United States, covering 
expenditures for various types of medical 
services and products and their sources of 
funding from 1960 to 1994. Although these 
statistics for 1994 show the slowest growth in 
more than three decades, health spending 
continued to grow faster than the overall 
economy. The Federal Government contin
ued to fund an increasing share of health 
care expenditures in 1994, offset by a falling 
share from out-of-pocket sources. Shares paid 
by State and local governments and by other 
private payers including private health 
insurance remained unchanged from 1993. 

1994 HEALTH SPENDING 
AT A GLANCE 

National health expenditures (NHE) 
reached $949.4 billion in 1994. The 6.4-per
cent increase in 1994 marked the slowest 
growth rate recorded in more than three 
decades. Slower-than-average growth in 
health spending, combined with healthy-
growth in the gross domestic product 
(GDP), led to only a small increase in 
health care spending as a share of GDP; 
from 13.6 percent in 1993 to 13.7 percent in 
19941 (Figure 1). 

The public share of health spending 
rose from 43.4 percent in 1993 to 44.3 
percent in 1994, the highest level recorded 
in the NHE time series. Medicare's share 
was 17.8 percent of NHE in 1994, and 

Medicaid's share (including State funds) 
was 13.6 percent. Together, spending by 
HCFA programs represented more than 70 
percent of all public funding for health care. 

Growth in private health expenditures 
(including private health insurance premi
ums and out-of-pocket spending) dipped to 
4.7 percent, about one-half the 8.7-percent 
spending growth registered by the public 
sector. Private sector insurance, sponsored 
principally through employers, has been 
increasingly dominated by managed-care 
plans. These plans achieved cost savings 
through negotiated price discounts with 
providers and the use of gatekeepers to 
control utilization, while maintaining rela
tively little change in privately paid out-of-
pocket deductibles and copayments for 
services delivered. 

The temptation is to use aggregate fig
ures to infer that Medicare is less able than 
private health insurance to control costs. 
From 1969 to 1993, growth in Medicare 
and private health insurance benefits was 
comparable, increasing at average annual 
rates of 13.7 and 13.4 percent, respectively. 
In 1994 however, growth in spending 
diverged dramatically: Medicare spending 
grew 11.8 percent, almost 3 times the 4.0-
percent growth experienced by private 
health insurance. But aggregate figures 
mask important underlying factors. 
Differences in services covered by the two 
insurers and differences in enrollment 

The authors are with the Office of the Actuary, Health Care 
Financing Administration (HCFA). The opinions expressed are 
those of the authors and do not necessarily reflect those of HCFA 

1Benchmark revisions to estimates of GDP were introduced in 
January 1996 and have been included here. The substantial 
upward revision to GDP is the major reason why NHE fell as a 
share of GDP from the 13.9 percent reported last year for 1993 to 
the 13.6 percent recorded in this set of estimates for the same year. 
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Figure 1 

Percent Growth in National Health Expenditures and Gross Domestic Product, and National 
Health Expenditures as a Percent of Gross Domestic Product: Calendar Years 1960-94 
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growth contributed to this differential. In 
addition, Medicare volume performance 
standards (MVPS), set up to slow 
Medicare growth, paid bonuses to physi
cians in 1994 for restraint in volume 
growth exhibited in 1992; MVPS will also 
extract a penalty from physicians in 1996 
for volume growth above the 1994 target 
These factors have little to do with insurer 
performance. However, they are responsi
ble for one-half of Medicare's 1994 growth. 

Personal health care expenditures 
(PHCE) grew 6.3 percent in 1993 and 5.7 
percent in 1994 (Table 1). After removing 
the effects of medical price inflation and 
population growth, the quantity and inten
sity of personal health care per person 
increased only 0.5 percent in 1993 and 0.9 
percent in 1994, among the slowest growth 
years recorded since 1960 (Figure 2). Slow 
growth suggests that insurer incentives at 
work within the health care system con
strained the use of services. 

SLOWEST GROWTH IN DECADES 

NHE as a share of GDP measures the 
impact of health spending on the economy 
by quantifying the proportion of national 
resources devoted to health care. From 
1960 to 1994, this measure grew from 5.1 
to 13.7 percent. On average, this means 
that the economy sustained an increase in 
the share of expenditures devoted to 
health care of 0.2-0.3 percentage points per 
year. From 1988 to 1992, health care expen
ditures as a share of GDP grew at an aver
age rate of more than 0.5 percentage points 
annually. This 5-year period was the only 
time since 1960 that an increase in the 
NHE share of GDP of more than 0.3 per
centage points was sustained for 2 or more 
consecutive years. The enormous pressure 
that health care exerted on the Nation's 
economic resources provided a backdrop 
for the health reform debate of 1993-94. By 

the time the debate began in late 1993, this 
pressure had begun to subside, as the 
increase in the NHE share of GDP slowed 
to the average rate of 0.3 percentage 
points. In 1994, the share increased only 
0.1 percentage point to 13.7 percent—the 
direct result of slowing health care and 
accelerating GDP growth rates. 

After 5 years of double-digit and near-
double-digit growth in aggregate health 
care spending from 1988 to 1992, growth 
slowed to 7.0 percent in 1993 and 6.4 per
cent in 1994. The 6.4-percent rate in 1994 
was the slowest recorded in more than 
three decades. 

One way to interpret the slow growth in 
health expenditures is with real or infla
tion-adjusted NHE. When economywide 
inflation2 is removed from NHE, the 
results measure the value of health care 
purchases in terms of the foregone oppor
tunity to purchase other goods and serv
ices. In 1994, real NHE grew 4.0 percent, 
as additional purchases of health care were 
substituted for the purchase of other goods 
and services. However, this rate also 
matched the slowest real growth rates for 
health care spending recorded over the 
last three decades. The trend for 1993-94 
shows that the runaway health care expen
ditures experienced for most of the 1988-92 
period have subsided. However, history 
warns that a 2-year observation does not 
necessarily constitute the beginning of a 
long-run trend. Real growth rates identical 
to those measured for 1993 and 1994 were 
also recorded for 1978 and 1979 during the 
Voluntary Effort. During this period, the 
threat of explicit government cost controls 
provided incentives for the private sector 
to voluntarily exercise restraint on increas
es in hospital costs and physician fees. As 
the threat subsided, real growth escalated 

2In this report, the new GDP chain-type annual-weighted price 
index is used to measure economywide inflation (Landefeld and 
Parker, 1995). 
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Figure 2 
Growth in Nominal Expenditures and Use/Intensity of Personal Health Care per Capita: 1961-94 
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NOTE: Nominal expenditures with medical inflation removed equals use/intensity. 

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

to higher levels. The threat of health care 
reform during 1993 and 1994 may be hav
ing a similar, possibly short-lived, effect 
(Aaron, 1994). 

Spending for PHCE decelerated sharply 
in 1993 to 6.3 percent and less sharply 
again in 1994 to 5.7 percent. Growth in 
PHCE can be attributed to four factors: 
population growth, economywide inflation, 
medical inflation in excess of economywide 
inflation, and a residual (Figure 3). In 1994, 
population growth accounted for 17.5 per
cent of PHCE growth. Economywide infla
tion as measured by the GDP chain-type 
annual-weighted price index (Landefeld 
and Parker, 1995) accounted for 41.5 per
cent, and medical inflation above and 
beyond that recorded in economywide 
inflation accounted for 26.1 percent. The 
residual measures change in intensity per 
person, including quantity of services 

delivered, age/sex composition of the pop
ulation, and technological developments. It 
also includes the net effect of any error in 
the measurement of medical prices or 
medical expenditures. In 1994, this resid
ual accounted for 15.0 percent of PHCE 
growth. After removing the effects of gen
eral and medical price inflation and popula
tion growth, use and intensity of personal 
health care per person grew 0.5 percent in 
1993 and 0.9 percent in 1994.3 

3Caution should be used in interpreting real expenditure growth. 
With the expansion of managed care and increased use of nego
tiated price discounts, indices used to deflate nominal expendi
tures for some components of personal health care spending 
became less effective in measuring actual transaction prices or 
amounts paid. For that reason, we use a HCFA-developed hospi
tal transaction price index (Fisher, 1992) instead of the consumer 
price index (CPI) for years 1960-92. The U.S. Bureau of Labor 
Statistics began publishing a producer price index (PPI) for hos
pital services in 1993 and for physician services in 1994. PPIs are 
designed to measure transaction prices rather than full charge or 
list prices. As PPIs are incorporated in the calculation of the 
PHCE chain-weighted price index, our ability to measure medi
cal price inflation will improve. 
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Slow growth in personal health care use 
and intensity per person over the last 2 years 
suggests that insurer incentives at work with
in the health care system were successful in 
curbing utilization. Community hospital 
admission rates per capita for the population 
under 65 years of age continued to decline in 
1993 and 1994, at rates of-1.5 and -0.8 percent, 
respectively. Admission declines were accom
panied by declines in length of stay for the 
same age cohort (Sensenig, Heffler, and 
Donham, 1996). The mean number of hours 
worked by physicians in patient care activities 
has remained stable or declined since 1989 
(American Medical Association, 1996), and 
the number of physician contacts per person 
remained unchanged from 1993 to 1994, fol
lowing steady increases since 1988 (National 
Center for Health Statistics, 1996). 

Despite slow nominal health expenditure 
growth overall, some categories of spending 
still exhibited double-digit increases. 
Spending for the PHCE category of other per
sonal health care (dominated by Medicaid 
waivers) and for home health care services 
experienced double-digit increases (22.5 and 
13.8 percent, respectively). Other spending 
for services grew modestly: Expenditures for 
hospital care; physician services; drugs and 
other non-durable medical products includ
ing prescription drugs; and durable medical 
products including vision products and hear
ing aids, all increased by less than 5 percent 
in 1994. Expenditures for dental services; 
other professional services such as those fur
nished by optometrists, chiropractors, and 
podiatrists; and nursing home care grew 
slightly faster, between 7 and 8 percent 

MEDICARE AND PRIVATE HEALTH 
INSURANCE—A COMPARISON 

Comparing Unadjusted Growth Rates 

Figures for 1994 show a striking break 
in the traditional relationship between 

growth in Medicare benefits and that in pri
vate health insurance benefits. Both payers 
encountered rapid benefit payment 
increases between 19694 and 1993 (at aver
age annual rates of 13.7 percent for 
Medicare and 13.4 percent for private 
health insurance). But as previously men
tioned, in 1994 growth patterns diverged: 
Spending for benefits increased 11.8 per
cent for Medicare but only 4.0 percent for 
private health insurance. 

Although benefit growth rates in 1994 
appear unusually far apart, it is important 
to understand the underlying reasons for 
differential growth. Certain factors tended 
to exaggerate the growth rate of Medicare 
benefits, especially in 1994. These factors 
include enrollment growth, benefit cover
age, and government regulatory and poli
cy effects. These have little to do with 
insurer performance in providing benefits 
to enrollees. 

Sources of Differential Growth 

A substantial part of the difference 
between aggregate Medicare growth and 
private insurance growth is attributable to 
enrollment. The number of aged and dis
abled Medicare beneficiaries increased at 
an average annual rate of 2.5 percent from 
1969 to 1990 and has increased 1.9 percent 
annually since 1991. Enrollment in private 
health insurance has grown more slowly, 
averaging 0.7 percent annually from 1969 
to 1990; since 1991 enrollment has actually 
declined an average of 0.3 percent annual
ly. Thus, one would expect Medicare bene
fits in aggregate to grow more rapidly than 
private insurance benefits (Figure 4). 

On a per enrollee basis, however, 
Medicare benefits grew more slowly than 
4Medicare began in 1966. During the first 3 years of Medicare, 
the enrollment of new program beneficiaries and the accompa
nying pent-up demand for services created enormous growth 
rates in expenditures of up to 175 percent. Therefore, the first 
year used in this analysis is 1969, after the initial influx of aged 
beneficiaries but before the inclusion of the disabled population. 
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Figure 3 

Factors Accounting for Growth in Personal Health Care Expenditures: Calendar Years 1960-94 
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SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

private health insurance benefits from 1969 
to 1993. Medicare increased at average 
annual rates of 10.9 percent, compared 
with 12.6 percent for private health insur
ance. Prior to 1984, growth rates were gen
erally similar. During 1984-91, Medicare 
increased more slowly than private health 
insurance. For 1992 and 1993, growth 
rates were similar again. In 1994 however, 
spending changed dramatically. Medicare 
benefit expenditures per enrollee 
increased 9.8 percent, and those for private 
health insurance only 4.1 percent (Table 
2). Even enrollment growth differentials 
do not explain the wide gap in expenditure 
growth in 1994. 

In addition to differences in enrollment 
growth, coverage of services and products 
by these two insurers also differs. The func
tion of Medicare is to fund health care serv
ices for the aged and disabled. The target 

population for private health insurance is 
primarily the working-age population and 
their families. As a result of the different 
needs of these two insured groups, cover
age of health care services by Medicare 
and private health insurance differs sub
stantially. Per enrollee, Medicare funded 14 
times the home health care and 13 times 
the nursing home care funded by private 
health insurance in 1994. These differences 
are fundamental to serving the health care 
needs of the aged and disabled population, 
services that are needed less often by the 
non-aged. On the other hand, private health 
insurance covered almost two-fifths of all 
outpatient prescription drug expenditures 
and almost one-half of all expenditures for 
dental services, benefits that Medicare 
does not cover. Although both insurers paid 
benefits for durable medical equipment, the 
composition of these benefits differed: 
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Medicare paid for oxygen and oxygen-relat
ed equipment, prosthetics and orthotics, 
and rental and purchase of durable prod
ucts such as wheelchairs and walkers; the 
majority of private health insurance durable 
medical spending purchased vision prod
ucts. Medicare also provides the majority of 
payments for end stage renal disease 
(ESRD) treatments and hospice care, two 
benefits that are less frequently funded by 
private health insurance. 

Comparison of expenditure growth rates 
is complicated by yet another factor— 
changes in benefit coverages over time. In 
particular, government laws, regulations, 
and policies affected growth in Medicare 
benefit expenditures by abruptly altering 
coverage, eligibility, and reimbursement. 
Examples include the introduction of the 
Medicare Catastrophic Coverage Act of 
1989 (MCCA), the clarification of skilled 
nursing home conditions for payment 
(1988), and the clarification of home health 
coverage criteria (1988). These policies 
produced major expansions in eligibility 
and benefit payments for home health and 
skilled nursing home services. These 
actions and their residual effects produced 
average annual expenditure increases in 
home health care and skilled nursing 
home care of 35 and 44 percent, respec
tively, from 1988 to 1994. 

For private health insurance, the 
breadth of services covered by employer-
sponsored private health insurance5 

increased gradually from 1980 to 1994. 
During the early to mid-1980s, coverage for 
full-time workers participating in employ
er-sponsored plans expanded in the areas 
of mental health and substance abuse 
treatment. In the late 1980s and early 
1990s, coverage expansions have focused 
on preventive services, such as routine 
physicals, well-baby and well-child care, 

and immunizations and inoculations (U.S. 
Bureau of Labor Statistics, 1994; KPMG 
Peat Mar wick, 1992-94). Part of this expan
sion was the result of increased breadth of 
coverage by conventional, fee-for-service 
plans. Part was also the result of the chang
ing mix of plans in which employees enroll. 
HMO and other managed-care plans typi
cally emphasize preventive services. As 
these plans have become increasingly pop
ular in recent years, they have contributed 
to the overall expansion of benefit cover
age for preventive services. 

Government introduced another source 
of differential growth in spending, the 
MVPS, in 1990 and incorporated it into the 
physician fee schedule in 1992. These reg
ulations were designed to control growth 
in the volume of Medicare physician and 
other professional services. The MVPS 
penalizes physicians and other profession
als for volume-of-service increases that 
exceed a predetermined target. A penalty 
for overshooting the target is imposed by 
reducing fee increases 2 years later. 
Similarly, when the volume of services 
increases less than targeted amounts, 
bonuses are paid through higher fee 
increases in a subsequent year. 

In 1994, physicians and other profes
sionals received higher Medicare payment 
rates (bonuses) as a reward for limiting 
volume increases in the first year (1992) of 
the Medicare physician fee schedule. The 
large growth in Medicare physician expen
ditures in 1994 was partly the result of an 
increase in the volume of physician and 
other professional services. This increase 
exceeded the MVPS target for 1994 by 1.2 
percentage points and will result in a fee 
schedule penalty in 1996. 

Comparing Adjusted Growth Rates 

To make more meaningful comparisons 
between Medicare and private health insur-5Employer-sponsored private health insurance covers six out of 

every seven privately insured persons. 
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Figure 4 
Growth in Medicare and Private Health Insurance Aggregate and per Enrollee Benefits: 

Calendar Years 1970-94 
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Table 2 
Medicare and Private Health Insurance Expenditures 

per Enrollee for Personal Health Care: Selected Years 1969-94 

Source of Funding 
and Year 

Medicare 
1969 
1974 
1979 
1984 
1989 
1991 
1993 
1994 

1969-74 
1974-79 
1979-84 
1984-89 
1989-91 
1991-94 

1969-93 
1993-94 

Total 

$338 
535 

1,079 
2,127 
2,971 
3,436 
4,083 
4,484 

9.6 
15.1 
14.5 
6.9 
7.5 
9.3 

10.9 
9.8 

Private Health Insurance 
1969 
1974 
1979 
1984 
1989 
1991 
1993 
1994 

1969-74 
1974-79 
1979-84 
1984-89 
1989-91 
1991-94 

1969-93 
1993-94 

$82 
149 
314 
580 
969 

1,193 
1,395 
1,453 

12.8 
16.1 
13.1 
10.8 
11.0 
6.8 

12.6 
4.1 

Hospital 
Care 

$241 
394 
784 

1,502 
1,904 
2,175 
2,550 
2,743 

10.3 
14.7 
13.9 
4.9 
6.9 
8.0 

10.3 
7.6 

$50 
91 

188 
317 
461 
540 
615 
630 

12.5 
15.7 
11.0 
7.8 
8.2 
5.3 

11.0 
2.4 

Personal Health Care Expenditures per Enrollee 

Physician 
Services 

$79 
118 
236 
484 
799 
881 
930 

1,028 

8.3 
14.9 
15.4 
10.5 
5.0 
5.3 

10.8 
10.5 

$26 
46 
86 

161 
297 
385 
464 
488 

12.0 
13.2 
13.4 
13.0 
13.7 
8.2 

12.7 
5.2 

Dental 
Services 

Other 

Free
standing-

Home 
Professional Health 

Services 

Expenditures in 
— 
— 
— 
— 
— 
— 
— 
— 

$2 
5 

18 
39 
76 

117 
159 
184 

Care 

Dollars 
$4 
5 

20 
51 
59 

121 
214 
258 

Average Annual Percent Growth 
— 
— 
— 
— 
— 
— 

— 

27.4 
27.6 
16.9 
14.0 
24.2 
16.4 

21.2 
16.0 

Expenditures in 
$1 
3 

18 
43 
76 
86 
99 

108 

$1 
2 
6 

18 
52 
70 
80 
83 

7.3 
29.4 
21.1 

2.7 
43.5 
28.6 

18.3 
20.1 

Dollars 
$0 

0 
2 
4 

10 
14 
17 
18 

Average Annual Percent Growth 
23.5 
40.1 
18.9 
11.9 
5.9 
7.9 

20.3 
8.4 

25.4 
25.1 
26.0 
23.2 
16.1 
5.6 

22.5 
3.7 

29.0 
54.2 
17.3 
20.8 
15.3 
10.7 

26.7 
9.4 

Drugs and 
Other 

Medical 
Non-

Durables 

— 
— 
— 
— 
— 
— 
— 
— 

— 
— 
— 
— 
— 
— 

— 

$3 
5 

11 
29 
57 
82 

104 
109 

15.1 
16.8 
20.6 
14.3 
19.7 
9.8 

16.6 
4.7 

Vision 
Products 

and Other 
Medical 
Durables 

$2 
4 

12 
36 
62 
86 

104 
111 

19.3 
24.3 
25.7 
11.2 
18.0 
8.7 

19.0 
6.1 

$1 
1 
2 
3 
5 
5 
5 
5 

11.2 
18.0 
10.6 
7.6 

-1.8 
-1.5 

9.5 
-2.4 

Free
standing 
Nursing 
Home 
Care 

$11 
8 

10 
14 
72 
56 

126 
160 

-4.9 
3.9 
6.3 

39.1 
-11.7 
41.9 

10.8 
27.0 

$0 
0 
1 
4 
9 

11 
11 
12 

32.2 
24.2 
30.9 
19.5 
12.7 
2.7 

23.0 
6.7 

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

ance experience, it is important to make the 
two series as comparable as possible. 
Enrollment growth accounted for 13 per
cent of the 1994 increase in Medicare ben
efits. Services not traditionally covered by 
private health insurance (home health care, 
skilled nursing home care, ESRD treat
ment, durable medical products, and hos
pice care) accounted for another 29 percent 
of the increase. MVPS bonuses for 1992 

and the 1994 penalty to be imposed in 1996 
accounted for 10 percent of the increase. 
Adjusting for these three factors, which 
accounted for 52 percent of Medicare's 
increase (Figure 5), reduces the 1994 
growth rate to 5.6 percent per enrollee. 

A comparable analysis of private health 
insurance requires the removal of spend
ing associated with enrollment increases 
and coverage differences. In 1994, private 
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health insurance benefits grew 4.0 percent, 
and enrollment declined 0.1 percent. 
Creating a benefit package comparable to 
Medicare's stripped-down package already 
described requires the removal of spend
ing for prescription drugs, home health 
care, skilled nursing home care, dental 
services, and durable medical products 
(Table 2). These changes result in private 
health insurance benefit growth per 
enrollee of 3.6 percent. 

Comparing the adjusted figures shows 
much less divergence between Medicare 
and private insurance. The gap is narrowed 
from 7.8 percentage points on an unadjust
ed basis to 2.0 points on an adjusted basis. 

HIGHLIGHTS: 
SERVICE EXPENDITURES 

The Nation's health care bill totaled $949.4 
billion in 1994 for the 271 million persons 
residing in the United States. Spending per 
person amounted to $3,510 in 1994, 5.4 per
cent higher than the 1993 level. Data cited in 
the remaining discussion can be found in 
Tables 9-18 at the end of this article. 

Hospital Care 

The largest single component of NHE is 
hospital care (Figure 6). With spending of 
$338.5 billion in 1994, this sector account
ed for 35.7 percent of NHE. Eighty-eight 
percent of all hospital care in 1994 was 
delivered in short-term, acute-care com
munity hospitals, 63 percent for inpatient 
services alone (Table 3). The remaining 
hospital services were provided in Federal 
facilities such as Department of Veterans 
Affairs hospitals and military facilities, or 
in non-Federal, non-community institu
tions, such as psychiatric hospitals. 

Hospital expenditures experienced the 
fourth consecutive year of decelerated 
growth, increasing only 4.4 percent in 

1994. Price inflation accounted for 3.6 per
centage points of this increase, and 1.0 per
centage point was accounted for by popula
tion increases. Removing price and popu
lation increases from hospital growth pro
duced a decline in real hospital expendi
tures per person in 1994 (-0.2 percent), the 
first time since the introduction of 
Medicare's prospective payment system 
that such a decline occurred. 

Since the early 1980s, admissions per 
capita have been declining. In recent years, 
this decline almost halted, as admissions per 
population changed by only -0.3 percent in 
1993 and -0.1 percent in 1994 (Table 4). The 
slowing decline in admissions combined 
with the negative real growth in hospital 
expenditures suggests that the severity of ill
ness and use of services for each admission 
in 1994 may be less than in previous years. 
This may be particularly true for the popula
tion 65 years of age or over, for whom admis
sions per capita in this age group have been 
rising every year since 1991. 

Nearly all hospital care was financed by 
third parties, with only 2.9 percent paid by 
consumers through out-of-pocket expendi
tures. Private health insurance financed 
34.2 percent of hospital care, while 
Medicare paid for 30.0 percent, and 
Medicaid for another 14.6 percent. 

Professional Services 

Expenditures for physician services grew 
to $189.4 billion in 1994, accounting for 
almost 20 percent of all NHE. Similar to hos
pital care expenditures, expenditures for 
physician services increased modestly in 
1993 (3.7 percent) and 1994 (4.6 percent). 
Net income per physician as recorded by 
the American Medical Association experi
enced only a modest increase in 1993 and a 
first-time decline in 1994 (Moser, 1996) 
resulting, at least in part, from the effect of 
managed-care arrangements. For 1994, 
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Figure 5 

Factors Accounting for Growth in Medicare Expenditures: Calendar Year 1994 
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AMA reported that 77 percent of physicians 
participated in one or more managed-care 
arrangements, up from 61 percent in 1990 
(Emmons and Simon, 1995). These trends 
in physician expenditures reflect the grow
ing numbers of physician practices with 
managed-care arrangements (Terry, 1995; 
Arnold and Dobosenski, 1995). These 
arrangements accept negotiated fee reduc
tions for access to a pool of insured patients 
and may use gatekeepers as a way to limit 
referrals to specialists. 

Two-thirds of all funding for physician 
services came from private sources in 1994. 
Out-of-pocket expenditures accounted for 
18.9 percent, and private health insurance 
for 47.3 percent. The share of spending 
from out-of-pocket sources continued to 
fall, as the growth in aggregate copayments 
and deductibles required by third-party 
payers (KPMG Peat Marwick, 1992-94) 
failed to keep pace with third-party reim
bursement. As more privately insured per
sons moved from traditional fee-for-service 

to managed-care plans, they faced flat out-
of-pocket charges per visit or copayment 
rates that were frequently smaller than 
a percentage copayment required by 
conventional insurance plans. Similarly, 
slow growth in cost-sharing liability for 
Medicare beneficiaries resulted in out-of-
pocket expenditures accounting for a small
er share of Medicare benefits (Health Care 
Financing Administration, 1995). 

Spending for dentist services increased 
slightly faster than spending for most 
other health goods and services. In part, 
this is because third-party payments play a 
smaller role in the market for dental serv
ices than elsewhere; almost one-half of all 
dental spending was paid out of pocket. 
Growth in 1993 (6.0 percent) and 1994 (7.5 
percent) was slower than that experienced 
in 1992 (11.0 percent), when dentist 
offices raised fees to cover costs associat
ed with the Occupational Safety and 
Health Administration's standard on 
occupational exposure to blood-borne 
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Figure 6 

The Nation's Health Dollar: 1994 
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tion. Other personal health care includes dental, other professional services, home health care, drugs and other non
durable medical products, vision products and other durable medical products, and other miscellaneous health care serv
ices. 
Other spending covers program administration and the net cost of private health insurance, government public health, and 
research and construction. 
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pathogens such as acquired immunodefi
ciency syndrome (AIDS) (American 
Dental Association, 1994). Overall, the 
$42.2 billion spent on dental care account
ed for 4.4 percent of NHE. 

Other professional services include 
those provided by such licensed medical 
professionals as chiropractors, psycholo
gists, optometrists, podiatrists, and private 
duty nurses; by kidney dialysis centers and 
freestanding specialty outpatient clinics, 
such as those for substance abuse, rehabil
itation, and mental health; by ambulances 
paid under Medicare; and by miscella
neous health and allied services not else
where classified. This category accounted 
for 5.2 percent of NHE in 1994. 
Expenditures in 1994 amounted to $49.6 
billion, an increase of 7.1 percent over the 
1993 level. Although expenditure growth 
in this sector exceeded that of NHE over
all, spending for other professional serv
ices in 1994 represented the slowest expen
diture growth in this sector since 1968. 

Expenditures for freestanding private 
and public home health agencies6 amount
ed to $26.2 billion in 1994, a 13.8-percent 
increase over 1993 expenditure levels. 
Home health care expenditures were the 
second-fastest growing component of 
PHCE in 1994, although the 13.8-percent 
growth is substantially slower than the 20-
30 percent growth rates experienced in the 
late 1980s and early 1990s. Expenditures 
for services and products provided by 
these agencies were 2.8 percent of NHE, a 
small but rapidly growing share. In 1994 
Medicare and Medicaid financed more 
than one-half of all home health care 
expenditures. This share continues to rise, 

despite the deceleration in Medicare 
expenditure growth from the 40-50 percent 
range in 1990-92 to 22.3 percent in 1994. 

Non-Durable and Durable 
Medical Products 

Expenditures for drugs and other non
durable medical products amounted to 
$78.6 billion in 1994 (Table 5). Spending 
for these products has decelerated steadily 
since 1990, from a growth rate of 11.5 per
cent in 1990 to 4.5 percent in 1994. More 
than 60 percent of spending for non
durable medical products came from out-
of-pocket sources. This category is com
posed of two parts: (1) prescription drugs, 
and (2) over-the-counter medicines and 
medical sundries. Since 1987, the share of 
NHE attributable to spending for non
durable medical products has shrunk from 
9.0 percent to 8.3 percent. 

Two-thirds of all non-durable product 
expenditures, $51.9 billion, went for pur
chases of prescription drugs. Spending 
rose 5.1 percent in 1994, having steadily 
decelerated from 14.6 percent in 1990. 
During this period, prescription drug price 
increases, as measured by the Consumer 
Price Index (CPI), tumbled from 10 per
cent in 1990 to 3.4 percent in 1994. Price 
competition precipitated by an increase in 
the number of available generic drugs, the 
rise of pharmaceutical benefit managers, 
and the emergence of alternative pharma
cy sites forced consumer prices to fall 
(Genuardi, Stiller, and Trapnell, 1996). 
Through 1989, out-of-pocket expenditures 
paid for the majority of prescription drugs. 
By 1994, the share financed by this source 
fell to 42.3 percent. Private health insur
ance financed 38.5 percent in that year, 
with Medicaid and State-funded general 
assistance paying for 18.1 percent. 

Spending for durable medical products 
totaled $13.1 billion in 1994. Spending 

6Home health agencies also operate out of hospitals and other 
medical facilities. In these cases, expenditures for those services 
are included in the NHE category of the sponsoring establish
ment. Estimates shown for this category contain a conceptual 
revision: They now include home health services delivered by 
government agencies. In 1994, this adjustment added $3 billion 
to home health agency expenditures, amounts that would other
wise have been included in State and local government public 
health expenditures. 
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grew a modest 4.6 percent in 1994 for pur
chases such as vision products, hearing 
aids, wheelchairs, crutches, and artificial 
limbs. Almost two-thirds of all spending 
for durable products comes from private 
sources: 59.0 percent from out-of-pocket 
expenditures and 6.5 percent from private 
health insurance. Medicare paid for 31.2 
percent of durable products in 1994, and 
the Department of Veterans Affairs for 
another 1.7 percent. 

Nursing Home Care 

Expenditures for nursing home care rose 
to $72.3 billion in 1994, a 7.8-percent increase 
from the 1993 level of $67.0 billion. This esti
mate covers expenditures in three facility 
types: (1) private and State and local govern
ment nursing home facilities; (2) Department 
of Veterans Affairs facilities; and (3) interme
diate care facilities for the mentally retarded 
(ICFs/MR). The fastest growing component 
was spending in private, and State and local 
government facilities (9.0 percent); the slow
est growing component was spending in 
ICFs/MR (-0.7 percent). Expenditures by the 
Department of Veterans Affairs in their own 
facilities grew 6.9 percent 

In 1994 Medicaid funded a slightly small
er share (47.4 percent) of all nursing home 
care than in 1993 (48.4 percent). This 
share decline was offset by an increased 
share funded by Medicare (8.2 percent in 
1994, compared with 6.8 percent in 1993). 
Private funding, mostly through out-of-
pocket spending, amounted to 42.1 percent 
of the total nursing home bill. 

Other Personal Health Care 

In this fastest growing PHCE category, 
governments and businesses spent $21.8 
billion in 1994 to purchase services from 
establishments not usually recognized as 
medical care providers. In that year, busi

nesses spent $3.0 billion for inplant health 
services, and government programs spent 
$18.8 billion for services in schools, mili
tary facilities, and other non-medical loca
tions. More than one-half of all purchases 
for other personal health care came from 
the Medicaid program, mostly through 
waivers received by States for services not 
usually covered by that program. 

HIGHLIGHTS: SOURCE OF 
FUNDING EXPENDITURES 

Of the $949.4 billion spent for health 
care in 1994, $528.6 billion (55.7 percent) 
resulted from private sector expendi
tures, mostly through private health 
insurance (33.0 percent) and out-of-pock
et spending (18.4 percent). Another 
$420.8 billion (44.3 percent) came from 
government expenditures. Medicare and 
Medicaid alone accounted for more than 
70 percent of all public expenditures on 
health care. 

Spending shares have shifted between 
the Federal Government and private sec
tor since 1990, with the Federal 
Government assuming a larger share of 
total spending. From 1990 to 1994, the 
Federal share of spending rose from 28.1 
to 32.0 percent, and the private share fell 
from 59.2 to 55.7 percent. The increase in 
the Federal share results from growth in 
Medicare spending (from 16.1 in 1990 to 
17.8 in 1994) and in Federal Medicaid pay
ments (from 6.1 percent in 1990 to 8.6 per
cent in 1994). State and local governments 
were responsible for 12.3 percent of 
health expenditures, approximately the 
same proportion that they paid in 1990. 
Private health insurance funded about 33 
percent of NHE in both years, and the 
amount funded from out-of-pocket 
sources dropped from 21.3 percent in 
1990 to 18.4 percent in 1994. 
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Table 5 
Expenditures for Drugs and Other Medical Non-Durables,1 by Source of Funds: 

Selected Years 1960-94 
Source of Funds 

Drugs and Non-Durable 
Medical Products 

Prescription Drugs 
Out-of-Pocket Payments 
Third-Party Payments 

Private Health Insurance 
Medicaid 
General Assistance 
Other Government 

Non-Prescription Drugs and 
Other Medical Non-Durables2 

Out-of-Pocket Payments 

Prescription Drugs 
Out-of-Pocket Payments 
Third-Party Payments 

Private Health Insurance 
Medicaid 
General Assistance 
Other Government 

Non-Prescription Drugs and 
Other Medical Non-Durables2 

Out-of-Pocket Payments 

1960 

$4.2 

2.7 
2.6 
0.1 
0.0 
— 

0.0 
0.0 

1.6 
1.6 

100 
96 

2 
1 

— 
0 
1 

100 
100 

1970 

$8.8 

5.5 
4.5 
1.0 
0.5 
0.4 
0.0 
0.0 

3.3 
3.3 

1975 

$13.0 

8.1 
6.1 
2.0 
1.0 
0.9 
0.1 
0.1 

5.0 
5.0 

1980 

$21.6 

12.0 
7.9 
4.1 
2.4 
1.4 
0.1 
0.1 

9.6 
9.6 

1985 1990 

Amount in Billions 
$37.1 

21.2 
11.7 
9.4 
6.3 
2.5 
0.4 
0.2 

15.9 
15.9 

$59.9 

37.7 
18.2 
19.5 
13.0 
5.1 
0.9 
0.4 

22.2 
22.2 

1991 

$65.6 

42.1 
19.3 
22.9 
15.2 
6.2 
0.9 
0.5 

23.5 
23.5 

Percentage Distribution by Source of Funds Within 
100 
82 
18 
9 
8 
1 
1 

100 
100 

100 
75 
25 
12 
11 
1 
1 

100 
100 

100 
66 
34 
20 
12 

1 
1 

100 
100 

100 
55 
45 
30 
12 
2 
1 

100 
100 

100 
48 
52 
35 
14 
2 
1 

100 
100 

100 
46 
54 
36 
15 
2 
1 

100 
100 

1992 

$71.3 

46.6 
20.4 
26.2 
18.0 
6.7 
0.9 
0.5 

24.7 
24.7 

1993 

$75.2 

49.4 
21.2 
28.2 
19.1 
7.7 
0.9 
0.6 

25.7 
25.7 

Each Category 
100 
44 
56 
39 
14 
2 
1 

100 
100 

100 
43 
57 
39 
16 
2 
1 

100 
100 

1994 

$78.6 

51.9 
22.0 
30.0 
20.0 
8.4 
1.0 
0.6 

26.6 
26.6 

100 
42 
58 
38 
16 
2 
1 

100 
100 

1This class of expenditure is limited to spending for products purchased in retail outlets. The value of drugs and other products provided by hospitals, 
nursing homes, or health professionals is implicit in estimates of spending for these providers' sen/ices. 
2Assumes no third-party payments for non-prescription drugs and other medical non-durables. 
NOTES: Numbers and percentages may not add to totals because of rounding. The figure 0.0 denotes less than $50 million. 
SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

Private Health Insurance 

In 1994 private health insurance premi
ums equaled $313.3 billion, up 5.7 percent 
from 1993. This is the second consecutive 
year of decelerating growth and the fourth 
of single-digit growth. In large measure, 
the slower growth exhibited by private 
health insurance resulted from a shift by 
employees to lower cost managed-care 
plans offered through the workplace 
(Foster Higgins, 1994; KPMG Peat 
Marwick, 1992-94). These plans tended to 
restrict use to a preapproved list of 
providers in return for smaller premiums, 
copayments, and deductibles. An increas
ingly popular type of managed-care plan, 
known as a point-of-service (POS) plan, 
offers the option to go outside the plan 
provider list, but only by incurring larger 
out-of-pocket costs. Within various plan 

types, surveys note that premiums contin
ued to increase in 1994.7 This suggests that 
a portion of the slow growth in private 
health insurance premiums resulted from 
the change in mix of plans toward lower 
cost plans. It also fuels speculation about 
the insurance industry's ability to maintain 
slow growth in the future once the shift to 
managed care is completed. 

In 1994, private health insurance paid 
$266.8 billion in benefits. In general, the 
breadth of insurance coverage widened as 
more people enrolled in managed-care 
plans that more fully cover preventive serv
ices. The distribution of benefits paid by pri
vate health insurance for personal health 
care reflected this change. A smaller share 
7Foster Higgins (1994) reported 1994 premium increases of 2.1 
percent in preferred provider organization (PPO) plans and 10.5 
percent in POS plans, and KPMG Peat Marwick (1992-94) 
reported premium increases of 3.2 percent in PPO plans and 5.9 
percent in POS plans. 
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of benefits went for hospital care between 
1990 and 1994, offset by larger shares for 
physician services and prescription drugs. 
In response to increasing costs for pre
scription drugs, many employers switched 
to "carve-out plans," including prescription 
card plans and mail-order drug plans 
(Foster Higgins, 1994). Carve-out plans, 
such as those for prescription drugs or 
mental health, are offered by private insur
ers who specialize in the management of a 
specific part of a health benefit package. 
These private insurers promise to deliver 
effective and efficient care at a lower price. 

The net cost of private health insurance 
rose 16.0 percent in 1994, to $46.5 billion. 
This amount, 14.8 percent of total premi
ums, includes the administrative costs 
faced by private health insurers and self-
insurers, insurer's net additions to 
reserves, rate credits and dividends, pre
mium taxes, and profits and losses. From 
the late 1980s through 1994, the insurance 
industry maintained a net underwriting 
gain, rather than following the historical 
pattern of 3 years of gain followed by 3 
years of loss. The stability of the under
writing cycle in recent years contributed to 
the slow growth in premiums (Gabel et al., 
1991; KPMG Peat Marwick, 1992-94). 

Medicare 

Medicare expenditures for personal 
health care amounted to $166.1 billion in 
1994 (Table 6), an increase of 11.8 percent 
over spending incurred in 1993. Medicare 
provided health care coverage for 36.9 mil
lion aged and disabled enrollees in 1994. 
More than four-fifths of these enrollees, 
30.1 million, incurred expenses resulting 
in program payments. However, the distri
bution of benefits among enrollees was 
skewed: An estimated 11 percent of 
enrollees accounted for 73 percent of pro
gram payments in 1994. 

Medicare is the largest public payer for 
total PHCE and for each of the service 
components covered by the program 
except nursing home care. In 1994 
Medicare financed 20.0 percent of total 
spending for PHCE, 30.0 percent of spend
ing for hospital care, 20.1 percent for physi
cian services, 13.7 percent for other pro
fessional services, 36.5 percent for home 
health care, 31.2 percent for medical 
durables, and 8.2 percent for nursing home 
care. Medicare's shares have increased 
each year since 1991 (earlier for some 
services), except for physician services. 
Faster growth in the Medicare population, 
compared with the general population, and 
the aging of frail elderly Medicare 
enrollees are contributing factors to these 
increasing funding shares. 

In 1994, expenditures by Medicare for a 
broad range of services continued to 
exhibit strong growth. Medicare expendi
tures for hospital care reached $101.6 bil
lion, 9.6 percent higher than the $92.8 bil
lion spent in 1993. These expenditures for 
hospital care services include inpatient, 
outpatient, and hospital-based home health 
agency and skilled nursing facility serv
ices. Medicare spending for physician 
services increased 12.6 percent from $33.9 
billion in 1993 to $38.1 billion in 1994. A 
portion of the growth in 1994 is the result 
of bonuses paid to physicians for restrain
ing growth in volume below designated 
levels established for 1992; another portion 
represents increases in volume above the 
specified target that will be penalized in 
1996.8 Medicare paid $5.9 billion for nurs
ing home care provided in freestanding 
skilled nursing facilities in 1994. Growth in 
these expenditures decelerated for the sec
ond consecutive year. Between 1993 and 
1994, spending for nursing home care 
grew 29.3 percent. Other Medicare expen-

8See previous section on Medicare and Private Health 
Insurance—A Comparison. 
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ditures in 1994 included $6.8 billion for 
other professional services, $4.1 billion for 
medical durable products, and $9.5 billion 
for home health care furnished by non-
facility-based home health agencies. 

Unlike other Federal programs, 
Medicare is not financed solely by appro
priations from general tax receipts. 
Medicare has two parts, each with its own 
trust fund. The hospital insurance (HI) 
program pays for inpatient hospital serv
ices, post-hospital skilled nursing serv
ices, home health services, and hospice 
care. The supplementary medical insur
ance (SMI) program covers physician 
services, outpatient hospital services and 
therapy, and other services. In 1994 87.3 
percent of income for the HI program 
came from a 1.45-percent payroll tax 
levied on employers and employees for all 
taxable earnings. (Self-employed persons 
were required to contribute 2.9 percent, 
the equivalent of both the employer's and 
employee's share of the HI tax.) 
Beginning in 1994, the HI program 
received revenue attributable to income 
taxes imposed on a portion of Social 
Security benefits paid to individuals or 
couples whose total income exceeded pre
scribed amounts. In 1994 1.5 percent of HI 
program income was derived from taxa
tion of Social Security benefits (Table 7) .9 

The SMI program was financed through 
monthly premiums of $41.10 per enrollee 
in 1994 and through general revenue. The 
general revenue share of SMI receipts 
declined from 71.9 percent in 1993 to 65.1 
percent in 1994. This in the lowest share 
from general revenues since 1976. 
Increases in the SMI premium share offset 
general revenue declines. 

Medicaid 

Combined Federal and State Medicaid 
spending for personal health care account
ed for 14.8 percent of total PHCE in 1994. 
Since 1992 growth in Medicaid spending 
has been decelerating, slowing to 7.7 per
cent in 1994. Legislation that imposed State 
limits on disproportionate share hospital 
(DSH) payments (Levit et al., 1994) seems 
to have had an effect on controlling growth 
in program expenditures. 

Medicaid largely funds institutional 
services. In 1994, hospital and nursing 
home care consumed 68.1 percent of the 
$122.9 billion in PHCE funded by 
Medicaid. Medicaid is the largest third-
party payer of long-term care. In 1994, 
Medicaid financed $34.3 billion, 47.4 per
cent of total expenditures for care pro
vided in freestanding nursing facilities. 
The Medicaid share of total spending for 
nursing home care has fluctuated 
between 45 percent and 51 percent since 
the mid-1970s. 

Medicaid is funded jointly by Federal 
and by State and local governments. For 
States to receive Federal matching funds, 
they must adhere to minimum require
ments for eligibility and services set by 
the Federal Government. Within this 
broad framework, State governments are 
afforded considerable flexibility in 
designing the total scope of the program 
within the constraints of the State bud
getary process. 

In fiscal year 1994, 35.1 million people 
received some type of Medicaid benefit. 
Children and adults in families with depen
dent children represented 70.7 percent of 
all recipients, yet consumed only 28.5 per
cent of program payments. Conversely, the 
aged, blind, and disabled represented just 
over one-quarter of all recipients but con
sumed nearly three-quarters of program 
payments. Annual growth in the number of 

9Annual reports on the status and operations of the trust funds 
are published by the Board of Trustees, Federal Hospital 
Insurance and Supplementary Medical Insurance Trust Funds. 
These reports are available from the Office of the Actuary, 
Health Care Financing Administration. 
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recipients has decelerated in each fiscal 
year, from 12.0 percent in 1991 to 4.8 per
cent in 1994. 

REVISIONS TO NHE 

This section contains information on 
revisions in concept, method, and data 
sources introduced in expenditure esti
mates presented in this article. Detailed 
information on definitions, data sources, 
and methods can be found in previously 
published articles (Lazenby et al., 1992; 
Levitetal., 1994). 

Conceptual and 
Methodological Revisions 

The NHE have been revised to remove 
the double-counting of hospital-based nurs
ing homes. In the data sources previously 
used to estimate nursing home expendi
tures, hospital-based nursing homes could 
not be separately identified from freestand
ing nursing homes. Current NHE esti
mates for nursing homes are based on 
information from the Census Bureau's 
Service Annual Survey and the Census of 
Service Industries that includes only free
standing nursing homes. This correction 
resulted in a downward revision in nursing 
home expenditures and no change in the 
hospital expenditures. It also prompted a 
transfer of expenditures for Medicare and 
Medicaid hospital-based nursing homes 
from the nursing home category to the 
hospital category. 

In a major revision to home health care 
and government public health expendi
tures, home health services delivered by 
government agencies was transferred 
from government public health to home 
health services. The amount of the transfer 
was estimated using Medicare information 
on the proportion of total Medicare home 
health services delivered by government 

agencies. Home health care expenditures 
were revised upward because of this 
change, with an equal reduction in govern
ment public health spending (Table 8). 

Revisions in the estimates of retail 
spending for prescription drugs were 
mainly the result of the introduction of 
new methodologies and data sources that 
better capture expenditures for prescrip
tion drugs in retail outlets (Genuardi, 
Stiller, andTrapnell, 1996). Expenditures 
for vision and other durable medical 
products changed for two reasons. First, 
the concept was revised to better reflect 
the full range of durable medical products 
recorded in various categories of person
al consumption expenditures. Second, 
sun or glare glasses and magnifying non-
focus lenses (non-health-related items) 
were removed from the durable medical 
expenditure category. 

In January 1996 the U.S. Bureau of 
Economic Analysis (BEA) (1996) intro
duced revisions to the estimation of GDP. 
These revisions increased the size of 
GDP in 1993 by $207 billion. In addition, 
BEA introduced its GDP chain-type annu
al-weighted index to measure economy-
wide inflation (Landefeld and Parker, 
1995). This index was incorporated into 
the calculation of HCFA's PHCE index, 
which was also changed from a fixed-
weight index to a chain-type annual-
weighted index. 

Revisions Because of Data Sources 

Many of the expenditure estimates in 
NHE are based on data collected by the 
U.S. Bureau of the Census. Every 5 years 
(years ending in 2 and 7), economic data 
on the health care industry are collected 
in the Census of Service Industries; for 
intervening years, the Bureau provides 
estimates based on responses from sam
ple establishments in the Service Annual 
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Table 7 
Payments Into Medicare Trust Funds and Percent Distribution, 

by Type of Fund and Source of Income: Selected Calendar Years, 1967–94 

Year and 
Source of Income 

1967 
Total 

Payroll Taxes 
General Revenues 
Premiums 
Interest 

1972 
Total 

Payroll Taxes 
General Revenues 
Premiums 
Interest 

1993 
Total 

Payroll Taxes 
General Revenues 
Premiums 
Interest 

1994 
Total 

Payroll Taxes 
Taxation of Benefits1 

General Revenues 
Premiums 
Interest 

Total 

Amount in 
Billions 

$5.2 
3.2 
1.2 
0.6 
0.1 

9.2 
5.8 
1.8 
1.4 
0.2 

155.9 
84.5 
41.9 
14.9 
14.6 

165.2 
95.7 

1.6 
36.8 
18.3 
12.8 

Percent 
Distribution 

100.0 
62.0 
24.1 
12.4 

1.5 

100.0 
62.9 
19.7 
15.0 
2.4 

100.0 
54.2 
26.9 

9.5 
9.3 

100.0 
57.9 

1.0 
22.3 
11.1 
7.7 

Hospital Insurance 
Trust Fund 

Amount in 
Billions 

$3.6 
3.2 
0.3 
— 

0.1 

6.4 
5.8 
0.4 
— 

0.2 

98.2 
84.5 

0.4 
0.7 

212.5 

109.6 
95.7 

1.6 
0.6 
0.9 

10.7 

Percent 
Distribution 

100.0 
89.8 

8.8 
— 

1.4 

100.0 
90.5 

6.7 
— 

2.8 

100.0 
86.1 

0.5 
0.7 

12.8 

100.0 
87.3 

1.5 
0.5 
0.8 
9.8 

Supplementary Medical 
Insurance (SMI) Trust Fund 

Amount in 
Billions 

$1.6 
— 

0.9 
0.6 
0.0 

2.8 
— 

1.4 
1.4 
0.0 

57.7 
— 

41.5 
14.2 

2.0 

55.6 
— 
— 

36.2 
17.4 

2.0 

Percent 
Distribution 

100.0 
— 

58.4 
40.1 

1.5 

100.0 
— 

49.5 
49.2 

1.3 

100.0 
— 

71.9 
24.6 

3.5 

100.0 
— 
— 

65.1 
31.3 

3.6 
1 Income taxes on Social Security benefits. 
2 Includes a $1.8 billion transfer from the SMI catastrophic coverage fund. 
0 NOTES: The figure 0.0 denotes less than $50 million. Numbers and percents may not add to totals because of rounding. 
0 SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Statistics. 

Survey. When data from a new economic 
census become available, revisions to the 
annual estimates for years between the 
current and previous censuses are made. 
The estimates presented in this article 
incorporate new information from the 
1992 Census of Service Industries and 
associated revisions back to 1988 from 
Census Bureau's Service Annual Survey. 
The new and revised information affected 
estimates for physician, dental, other pro
fessional, nursing home care, and home 
health care expenditures. Similarly, the 
value of new construction put in place, 
estimated by the U.S. Bureau of the 

Census (U.S. Bureau of the Census, 1995), 
was revised from 1982 forward and the 
changes incorporated into NHE. 

The private sources of funding include 
out-of-pocket spending, private health 
insurance expenditures, and non-patient 
revenues. Estimates of private sources of 
funding were developed for each type of 
service by subtracting total public 
sources of funding from each of the inde
pendently derived service expenditure 
totals. Most of the revisions to private 
health insurance premiums were the 
result of changes in benefits, mainly from 
hospital and physician estimates. 
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