‘Demographic characteristics and
health care use and expenditures

by the aged in the United
States: 1977-1984

by Daniel R, Waldo and Helen C. Lazenby

In recent years, increasing attention has been given to
the use and financing of health care for the aged. The
authors of this article summarize much of the data
refated to that use, and present original estimates of

health spending in 1984 on behalf of the aged. The
estimaltes are designed to indicate trends in health
expenditures and are tied fo aggregate personal health
care expenditures from the National Health Accounts.

Overview

Spending for health care has become a source of
concern for increasing numbers of Americans. From
1977 through 1982, annual personal health care
expenditures for all Americans rose at an annual rate
of 14 percent, 1 times the rate of growth of the
gross national product (Gibson, Waldo, and Levit,
1983). Over that same period, that part of the gross
national product used to provide health care goods
and services, research, construction, and adminis-
tration rose from 8.8 percent to 10.5 percent; despite
cost containment measures in both the public and
private sectors, this upward trend is expected to
continue,

Perhaps no group of Americans has a greater stake
in the issues raised by the rapid growth of health care
spending than the elderly—those 65 years of age or
over. The elderly consume a share of the Nation’s
health care that is disproportionate to their numbers,
They have been growing (and will continue to grow)
both in numbers and as a proportion of the tota!
population. In 1977, per capita health care spending
for people 65 years of age or over was, on the
average, 3% times that for the total population
{Fisher, 1980); that ratio is higher today than it was in
1977. Increased numbers of the elderly and increased
spending per capita on their behalf have placed
enormous pressure on the Medicare program—the
financing mechanism through which almost half of
the funds for their care flow. The viability of this’
program, its cost to American workers and taxpayers,
and the effects that potential changes in the program
would have upon the beneficiary population have
sensitized the aged and the Nation to the future of
health care spending as never before in modern
history,

Demographic characteristics of the
aged population

The aged population has increased both in numbers
and as a proportion of the total population, There
were 27 million people, or 11.7 percent of the total
population, 65 years of age or over in the United
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States in 1983, compared with 23 million, or 10.8
percent of the total population in 1977 (U.S. Bureau
of the Census, 1982, May 1984).2

The aged are living longer. Life expectancy at age
65 was 16.8 vears in 1982, up from 16.4 years in 1977
(Table ). Despite large increases in the number of
“‘recently aged” people (those 65-69), the median age
of the aged population rose from 71.6 in 1977 to 71.9
in 1983, reflecting lower death rates for people over
85 years of age.

The death rate for the aged has been falling
steadily, especially for women (Figure 1). The overall
age-adjusted death rate for people 65 years of age or
over fell 29 percent during 1950-82.° The death rate
for males in 1980 ranged from 34 deaths per 1,000
men aged 65-69 years to 188 per 1,000 men aged 85
years or over, approximately a quarter less than 1940
rates. Rates for females dropped 35 to 50 percent,
ranging from 17 deaths per 1,000 women 65-69 years
to 148 per 1,000 women 85 years or over (National
Center for Health Statistics, 1984). Some causes of
death have become relatively less frequent than
others; for example, from 1950 through 1982 the age-
adjusted death rate for the aged attributable to
diseases of the heart fell 34 percent and that for
cerebrovascular diseases dropped 56 percent; however,
the rate for malignant neoplasms rose 15 percent
{National Center for Health Statistics, 1983a),

During 1977-83, there was little change in the
employment status of the aged population. Data from
a sample of the U.S. noninstitutional population show
a decline in the proportion of the population 65 years
of age or over still in the labor force, from 13.1
percent in [977 to 11.7 percent in 1983 (Table 2). The
unemployment rate for this age group was 3.7 percent
in 1983, up slightly from previous vears but lower
than in 1977. As time progressed from 1977 through
1983, the employed elderly were found more
frequently in nonagricultural wage and salary jobs,

M hese population figures are somewhat lower than those uzed in the

Natiohal Health Accounts, which include estimates of the population of

oullying territones and of civilian employees and dependents overseas.
Further details on the demographic characieristics of the aged population

are in ap excellent Census Bureaw (1983) publication,

3During the same period, due to great declines in death rates for the very

voung, the age-adjusted rate for the population under 65 dropped 38 percent.



Table 1
Life expectancy at birth and at 65 years of age, by sex: United States, selected years 1900-1982

At birth ) At 85 years
Both Both
Year sexes Male Fernale sexes Male Female
1900 F. 2 _ 47.3 46.3 48.3 11.9 11.5 12.2 X
1950 2 68.2 65.6 711 13.¢ 12.8 15.0
1960 2 69.7 66.6 73.1 143 128 158
1970 70.9 67.1 74.8 15.2 13.1 17.0
1971 714 67.4 75.0 15.2 13.2 171
1972 71.2 67.4 75.1 15.2 134 171
1973 714 67.6 75.3 15.3 13.2 17.2
1974 720 68.2 75.9 156 13.4 17.5
1975 728 68.8 76.6 161 13.8 18.1
1976 729 £9.1 768 16.1 138 181
1977 73.3 69.5 77.2 16.4 14.0 18.4
1978 735 69.6 77.3 16.4 14.1 18.4
1979 739 70.0 77.8 16.7 14,3 18.7
1980 73.7 70.0 775 16.4 141 18.3
19813 T4 70.3 779 16.7 14.3 18.7
19823 745 70.8 78.2 16.8 14.4 18.8

1Death registration area only. The death registration area increased from 10 Siates and the District of Columbia in 1900 to the coterminous
United States in 1933.
Ing¢iydas deaihs of nonresidents of the United States.
Provisional data.
SOURCE: National Genter for Health Statistics: Heaith United States, 1983. DHHS Pub. No, (PHS) 84-1232. Public Health Service. Washington. U.S,
Government Printing Office, Dec. 1983,

Figure 1
Age-adjusted death rates for persons 65 yea?s of age or over, by sex: United States, 1940-78
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Table 2

Number and percent distribution of the noninstitutional population 65 years of age or over,
by average employment status: United States, 1977-1983

Civilian labor force

Unemployed Not in the labor force
o Percent
Civilian of Going Unable
noninstitutional labor Kesping to lo Other
Year population Total Employed Total force Total house school work reasons
Numbers in thousands
1977 22,264 2,908 2,762 147 5.1 19,355 9,832 11 1,035 8,477
1978 22,789 3,043 2,919 124 4.1 19,746 9,903 8 1,030 8,805
1979 23,344 3,073 2,969 104 34 20,271 9,863 14 1,079 8,315
1980 23,891 3,029 2,927 94 3.1 20,870 9,896 11 1,036 9,927
1981 24,379 3,007 2,90 97 3.2 21,372 9,865 7 1,009 10,491
1982 25,388 3,029 2,922 107 3.5 22,359 10,248 6 963 11,141
1983 25,893 3,041 2,927 114 37 22,852 10,337 11 961 11,543
Percent distribution
1977 100.0 13.1 12.4 Q0.7 86.9 44,2 0 4.6 8.1
1978 100.0 13.4 12.8 0.5 86.6 43.5 £0 4.5 s
1979 100.0 13.2 127 0.4 86.8 42.3 0.1 4.6 39.9
1980 100.0 . 126 12.3 0.4 87.4 41.4 K] 4.3 416
19814 100.0 12.3 11.9 0.4 87.7 40,5 .0 4.1 43.0
1982 100.0 11.9 11.5 0.4 88.1 40.4 .0 38 43.9
1983 100.0 1.7 11.3 0.4 88.3 39.9 .0 3.7 44.6

SCURCE: Bureau of Labor Statistics: Household data from the Cutrent Population Survey, 1977-1984,

and less frequently in agricultural and household jobs
(Table 3). Almost half the employed elderly were part-
time workers by choice, and another third held full-
time jobs of 40 hours or less per week (Table 4).
Reflecting the recent economic recession, slightly
fewer of the employed elderly worked more than 40
hours a week in 1983 than in 1977, and slightly more
were emploved part time. Of the population 60 years
of age or over not in the labor force, almost %0
percent were retired or keeping house; there was a
decline in the proportion who withdrew from the
labor force because of itlness or disability, to about 7
percent in 1983 (Table 5).

From 1977 through 1982, money income of house-
holds headed by an elderly person increased faster
than the rate of consumer price inflation. During that
same period, the median income of these households
rose 74 percent, from $6,300 in 1977 to $11,000 in
1982 (Table 6). This increase exceeded substantially
the 49-percent increase in the median income of ail
households and a 59-percent growth in the annual
average of the Consumer Price Index for All Urban
Consumers.

Although employment status and money income
influence the ability to finance consumption of health
care, the presence of third-party reimbursement
reduces the importance of the income-consumption
link found in so many other markets. Because
enrollees and providers both tend to treat health
insurance as a permanent reducer of the cost of health
care (rather than as a deferrment or shifting of that
cost), more healih care tends to be used at any given
price or income level or health status than would
otherwise be the case. The very high incidence of
Medicare enrollment, the availability of Medicaid
benefits, and the increasing purchase of individual
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“Medigap’’ private health insurance policies have
effectively reduced the point-of-purchase price of
health care over time, to the extent that it may even
be treated by some as a “‘free” good, divorced from
the premiums paid for coverage.

In recent years, there has not been much change in
the way aged Americans perceive their health status,
The results of a survey of the noninstitutionalized
population, in which respondents were asked to assess
their own health, showed that in 1981 30 percent of
those 65 and over believed themselves to be in ““fair”
or “‘poor’’ health compared with others in their age
group, almost unchanged from responses in 1976
(Table 7). By excluding the institutionalized aged,.
most of whom would assess their health as fair or
poor, the survey oversampled the healthy in the aged
population, but the results are interesting none the
less. In a study of responses for 1978, the National
Center for Health Statistics (NCHS} cbserved that
“‘self-assessed health status has been found to be
highly associated with an individual’s . . . utilization
of health-care services, For instance, . . . persons
assessed to be in excellent health spent 3.3 days in bed
per person per year due to illness or injury and made
2.5 doctor visits per person per year, while the
corresponding estimates for persons assessed to be in
poor health were 64.2 bed days and 15.3 doctor visits
per person per year” (Natonal Center for Health
Statistics, Mar, 1983). It should be noted that the
direction of causality is both ways: increased doctor
visits may induce a low assessment of health status,
and a low assessment of health status may induce
more doctor visits. Further, the incidence of fair or
poor self-assessed health status increases with age, up
to age 80, even though respondents were asked to



Table 3

Number and percent distribution of employed persons 65 years of age or over,
by class of worker: United States, 1977-1983

Nonagricultural industries Agriculture
Wage and salary workers
Private Unpaid  Wage and i Unpaid
household ' Govern- Self family salary Self family
Year Total Total workers ment Other employed workers workers employed workers
Number in thousands '
1977 2,763 1,895 172 302 1,421 503 25 63 257 20
1978 2,919 2,18 181 303 1,634 522 25 76 262 16
1979 2,969 2,076 173 337 1,566 540 26 78 233 16
1980 2,928 2,07 150 358 1,564 533 19 59 232 13
1981 2,913 2,044 141 337 1,567 547 19 50 237 15
1982 2,922 2,051 140 337 1,574 556 19 45 239 12
1983 2,926 2,054 130 337 1,587 566 21 45 224 16
Percent distribution
1977 100.0 68.6 6.2 10.9 51.4 18.2 0.9 2.3 9.3 0.7
1978 100.0 69.1 6.2 10.4 52.6 17.9 0.8 286 90 0.5
1979 100.0 69.9 58 11.4 52.7 18.2 09 26 7.8 05
1980 100.0 707 5.1 12.2 53.4 18.2 0.6 2.0 79 0.4
1981 100.0 70.2 4.8 116 53.8 i8.8 0.7 1.7 8.1 0.5
1982 100.0 70.2 48 11.5 53.9 19.0 0.7 1.5 8.2 0.4
1983 100.0 70.2 4.4 15 54.2 19.3 0.7 1.5 7.7 0.5

SOURCE: Bureau of Labor Statistics: Household data from the Current Population Survey, 1977-1884.

Table 4

Number and percent distribution of persons 65 years of age or over at work in nonagricultural
industries, by full- or part-time stafus: United States, 1977-1983

On part On full-time schedules Average hours
Total time for On Workers on
at economic voluntary 40 hours 41 hours Al fulk-time
Year work - reasons part time Total or less or more workers schedules
Number in thousands
1977 2,201 87 1,071 1,043 707 336 291 43.1
1978 2,334 a8 1,151 1,085 736 349 28.6 428
1979 2,404 102 1,169 1,133 798 335 29.0 42.4
1980 2301 - 99 1,164 1,128 786 342 200 42.5
1981 2317 99 1,151 1,127 806 K-y 28.9 42.0
1982 2,389 121 1,146 1,122 801 A 291 42.5
1983 2,408 118 1,154 1,136 803 333 29.2 42.7
Percent distribution
1977 100.0 4.0 48.7 47.4 321 15.3 - -—
1978 100.0 4.2 49.3 46.5 315 15.0 - -
1979 100.0 42 48.6 47.1 33.2 139 - —
1980 100.0 4.1 48.7 47.2 329 14.3 —_ —
1981 100.0 4.2 45.4 47.4 339 13.5 — —
1982 100.0 5.1 48.0 47.0 335 13.4 -_ -_
1863 100.0 49 47.9 47.2 333 13.8 -— —

SCURCE: Bureau of Labor Stalistics: Household data from the Current Population Survey, 1977-1984.
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Table 5

Number and percent distribution of persons 60 years of age or over not in the labor force,
by job desire and reasons not seeking work: United States, 1977-1983

ltem 1977 1978 1979 1980 1981 1982 1983
) Number in thousands
Total not in labor force 24,270 24,725 25,204 26,082 26,845 28,176 28,747
Do not want a job now 23,672 24,132 24,749 25,546 26,302 27,573 28,195
Current activity:
Going to school 18 1 22 15 12 10 21
{1, disabled 2,177 2,183 2,186 2,076 2,044 1,985 1,898
Keeping house 12,176 12,477 12,188 12,352 12,291 12,845 12,962
Retired 8,769 9,158 9,728 10,505 11,335 12,043 12,679
Other 532 603 615 598 620 690 635
Want a job now 588 594 544 §37 543 601 556
Reason for not looking:
School attendance 3 3 4 6 4 3 7
11t health, disabitity 174 177 170 155 164 168 147
Home responsibilities 38 41 i3 38 34 32 37
Think cannot get a job: 214 180 152 176 181 238 212
Job market factors 93 74 68 74 88 131 109
Personal factors 122 106 83 103 92 107 103
QOther reasons 159 193 185 162 160 160 153
Percent distribution
Total not in tabor force 1060.0 100.0 100.0 130.0 100.0 100.0 100.0
Do not want a job now 975 97.6 97.8 97.9 98.0 97.9 98.1
Current activity:
Going to school 0.1 .0 0.1 0.1 .0 0 0.1
I, disabled 2.0 88 8.7 8.0 1.6 7.0 6.6
Keeping house 50.2 49.2 48.2 47.4 458 45.6 45.1
Retired 36.1 70 38.5 40.3 42,2 42.7 441
Other 2.2 2.4 2.4 2.3 2.3 2.4 2.2
Want a job now 2.4 24 2.2 2.1 20 2.1 19
Reason for not fooking:
School attendance 0 0 0 0 O .0 D0
Il health, disability 0.7 0.7 0.7 0.6 0.6 08 05
Home responsibilities 0.2 0.2 0.1 .1 0.1 0.1 01
Think cannot get a job: 0.9 0.7 0.6 0.7 0.7 0.8 0.7
Job market factors - 04 0.3 0.3 0.3 0.3 0.5 0.4
Personal factors 0.5 0.4 0.3 0.4 0.3 0.4 04
Other reasons 0.7 0.8 0.7 0.6 0.6 0.6 05

SOURCE: Bureau of Labor Statistics: Household data from the Current Population Survey, 19771984,

Table 6

Number and percent distribution of households with an aged head, by total money income:
United States, 1877 and 1982

1977 1982
Number Number
Total money income in thousands Percent in thousands Percent
Total 15,226 100.0 17,672 100.0
Under $5,000 5,009 8.8 2,952 16.7
$5,000-5,999 4,857 N9 5,154 292
10,000-14,999 2,052 13.5 3117 176
15,000-17,49% 598 39 1,123 6.4
17,500-19,999 409 2.7 897 5.1
20,000-24,999 557 37 1,480 84
25,000-29,999 330 2.2 861 49
30,000-49,999 377 2.5 1,426 8.1
50,000 and over 137 0.9 662 a7
Median income . $6,347 — $11,041 —_
Mean income $9,309 -— $15,869 -

SOURCE: U.S. Bureau of the Census (1978, February 1984)
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Table 7

Percent of popuiation, by self-assessment of health, limitation of activity, and age:
United States, 1976 and 1981

With limitation of activity

Sell- Limited Limited in Unable to
assessment but not amount or carry on
of health as in major kind of major major
fair or poor Total activity activity activity

Age 1976 1981 1976 1981 1876 1981 1976 1981 1976 1981

Percent of population

Totai ! 12.1 11.8 13.9 13.7 3.5 33 7.0 6.8 3.4 36
Under 17 years 4.3 4.0 ar 38 1.8 18 1.7 1.8 0.2 0.2
Under 6 years 4.5 4.2 25 2.2 — - 21 1.8 0.5 0.4
6-16 years 4.2 38 43 4.6 26 2.7 16 1.8 0.1 0.1
17-44 years 8.3 8.3 89 8.4 34 3.0 4.4 4.2 1.1 1.2
45-64 years 22,2 22.0 24.3 239 5.2 4.8 134 12.4 5.9 6.8
65 years or over 313 304 45.4 457 6.0 6.6 218 21.7 17.6 17.5

1 Age adjusted by the direct method to the 1970 civillan noninstitutional popuiation, using 4 age intervals.

SOURCE: National Center for Health Statistics: Health United States, 1883. DHHS Pub. No. (PHS) 84-1232. Public Health Service. Washington,
U.S. Government Printing Office, Dec. 1983.

Figure 2
Percent of persons assessed in fair or poor health by age: United States, 1978
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Table 8

Number of persons and percent distribution, by respondent-assessed heaith
status and age: United States, 1978

Respondent-assessed health status

All Excellent Falr
All health or or
Age persons statuses good poor Excellent Good Fair Poor
Number in
thousands Percent distribution 1 Percent distribution 2
All ages 213,828 100.0 876 12.4 48.6 38.5 9.5 28
Under 5 years 15,389 100.0 953 4.7 60.7 33.7 4.2 0.5
59 years 16,860 100.0 855 4.5 60.0 348 4.0 05
10-14 years 18,531 100.0 95.9 4.1 60.2 351 37 0.4
15-19 years 20,550 100.0 94.4 5.7 58.7 37.2 50 06
20-24 years 19,414 100.0 92.8 7.2 52.9 39.6 6.4 0.8
25-29 years 17,487 100.0 92.3 7.7 535 385 6.7 1.0
30-34 years 15,526 100.0 a1.5 8.5 53.3 379 6.8 1.7
35-39 years 12,749 100.0 89.5 10.5 508 38.3 8.4 2.0
40-44 years 11,134 100.0 87.5 125 47.1 40.1 98 27
45-49 years 11,251 100.0 841 - 159 421 416 12.2 a7
50-54 years 11,720 100.0 80.0 20.0 38.2 41.5 14.4 55
55-59 years 10,964 100.0 75.7 243 329 42.5 16.8 7.4
60-64 years 9,468 100.0 72.4 27.6 30.7 41.3 19.6 7.8
65-69 years 8,243 100.0 70.2 29.8 28.5 41,2 216 8.1
70-74 years 6,353 100.0 70.3 29.7 28.4 41.2 2.2 8.2
75-79 years 4,297 100.0 68.3 Ny 259 419 23.0 84
80-84 years 2,429 100.0 68.0 320 26.7 41.0 22,0 9.8
85-89 years 1,062 100.0 70.3 29.7 325 378 183 115
90-94 years ka3 | 100.0 76.4 236 354 39.2 16.4 8.8
95 years or over 93 100.0 67.7 3323 329.0 38.7 318.3 3140
T Excludes persons with health status not assessed.
Includes persons with health status not assessed.
3 Relative standard error of 30 percent o maore.
SQURCGCE: National Center for Health Statistics, Mar. 1983,
Table 9
Discharges from non-Federal short-stay hospitals, by age: United States, 1977-1982
All ages
Total Excluding deliveries 65 years of age or aver
Number Number Number
in thou- Percent  Per 1,000 in thou- Percent Per 1,000 in thou- Percent Per 1,000
Year sands change population sands change  population sands change  population
1977 35,902 - 167 32,570 - 152 8,344 - 355
1978 35,616 -08 164 32,255 -1.0 149 8,708 4.4 362
1979 36,747 3.2 168 33,101 26 181 9,086 4.3 368
1980 37,832 3.0 168 34,070 29 151 9,864 86 384
1981 38,544 1.9 169 34,631 1.6 152 10,408 5.5 396
1982 38,593 a1 168 34,648 0 151 10,697 28 399

SOURCE: National Center for Health Statistics: Data from the Naticnal Health Survey, 1977-1982,
NOTE: Discharges per 1,000 population have paen recalculated using fotal ¢ivilian population rather than civilian noninstitutional population.

rank themselves in relation to their age cohort (Figure
2 and Table 8). In the NCHS study of 1978 responses,
the decline in the percent of people self-assessed in
fair or poor health after age 80 was attributed largely
to the relatively high rate of institutionalization or
death for the group; those who remain uninstitu-
tionalized were much more likely to be in the healthier
part of the subgroup than was the case for younger
subgroups.

The aged tend to use more hospital care per capita
than the general population does. A survey of non-
Federal short-stay hospitals showed 10.7 million

Health Care Financing Review/Fall 1984/ volume 6, Number |

elderly patients discharged in 1982, 28 percent of all
discharges (National Center for Health Statistics, Dec.
1983). Those estimates imply a discharge rate of 399
per 1,000 population for the aged, up 12.4 percent
from a rate of 355 per 1,000 in 1977 (Table 9).* By
comparison, the discharge rate for the entire
population (168 per 1,000 in 1982) was essentially
unchanged over the period, and it actually declined

4The estimate of 1977 discharges per 1,000 population shown here and in
Table 9 is lower than the published National Censer for Health Stanistics
figare; we have used the total civilian population, rather than the civilian
noninstitelional population as the denominawor to make estimates [or earlier
years consistent with the 1982 published data.



somewhat if deliveries are excluded from the analysis.

The increase in the discharge rate for the aged
population runs counter to other evidence of health
status—the constance over time of self-assessed health
status and the slight decline in the percent of the
noninstitutionalized population that withdrew from
the labor force because of illness or disability, The
apparent contradiction can be explained by two
factors. First, the declining average length of stay for
the aged has been accompanied by an increase in the
incidence of multiple admissions during the year
(Heibing, 1980, especially pp. 32-33), raising the
discharge rate even though days of care per 1,000
population may change little, Second, the effect of
increased health insurance coverage would be to
increase consumption of health care for any given
health status. .

A listing of discharges by first-listed diagnosis
indicates that diseases of the circulatory system
{specifically heart disease) were the most frequent
reason for hospitalization for the aged, followed by
diseases of the digestive system and malignant
neoplasms; the most rapidly growing cause of
hospitalization was endocrine, nutritional, and
metabolic diseases (including diabetes) (Table 10).
Although the average length of a hospital stay has
been falling, from 11.1 days for an aged patient in
1977 to 10.1 days in 1982, the aged tend to remain in
a hospital longer than the general population does
(National Center for Health Statistics, March 1979,
Dec, 1983b). By first-listed diagnosis, the aged remain
2 to 3 days longer than average, not significantly
different from the 1977 relationship.

Types of services consumed

The estimates of personal health care expenditures
presented in this section are tied to several sources.
Estimates of spending for the aged in 1977 are based
on the work of Fisher (1980}, updated to reflect more
recent Medicare and Medicaid data and revised
aggregate spending estimates. Projections for 1984 are
tied, in addition to Fisher’s work, to projections of
Medicare and Medicaid spending prepared in HCFA's
Office of Financial and Actuarial Analysis and to
Freeland and Schendler’s (1984) projections of
national health expenditures,

Spending on behalf of the aged for personal health
care—the direct provision of goods and services—has
nearly tripled over the last 7 years, rising from a level
of $43 billion in 1977 to a projected $120 billion in
1984 (Table 11), From 2.3 percent in 1977, the
portion of the gross national product used to provide
personal health care for the aged is projected to reach
3.3 percent in 1984. Part of the 15.6-percent annual
growth in spending is due to an increase in the sheer
number of aged people, whose count increased at a
rate of 2.3 percent annually from 1977 to 1984.
However, spending per capita rose from $1,785 to a
projected 34,202 (Table 12), still averaging a 13-
percent annual growth.

Two-thirds of the expenditures in 1984 for personal
health care on behalf of the elderly is projecied to

8

come from public programs, mostly from Medicare
{Table 13). The hospital insurance and supplementary
medical insurance trust funds combined to account
for nearly half of the aged health bill (including items,
such as prescription drugs, not covered by Medicare).
Federal and State Medicaid payments will absorb
another 13 percent of the total {principally nursing
hoine care}, and other Government programs, mainly
the Veterans Administration, will pay 5 percent of the
bill.

The remaining third of personal health care
expenditures for the aged will be paid mostly by
consumers of care. About a quarter of the aged health
bill in 1984—consisting of coinsurance, deductibles,
and noncovered services and goods—is projected to be
paid with ‘‘out-of-pocket’” funds. In addition, private
health insurance, including Medigap policies, is
projected to cover 7 percent of total speading.

Two-thirds of the money spend on health care for
the aged goes for institutional care (Table 14). In
1984, hospital care is projected to account for 45
percent of the total, and nursing home care to absorb
another 21 percent. Expenditures for physicians’
services will account for 21 percent of the total; of the
remaining 13 percent, about half will be for services
of dentists and other health practitioners and half for
consumer durable and nondurable goods.

One of the reasons why the aged account for a
disproportionate share of spending for health care is
that the last year of a person’s life tends to be very
health care intensive, a factor that weighs more '
heavily upon the aged population than upon younger
cohorts. A recent study of the Medicare population,
comparing reimbursement and use of services by
enrollees who died in 1978 with those of enroilees who
survived the year, illustrates this point (Lubitz and
Prihoda, 1984). The study reported that reimburse-
ments per user were four times as great for enrollees
who died during the year as for those who did not die
(Figure 3). Decedents comprised 6 percent of the
group studied and accounted for 28 percent of
Medicare reimbursement. Hospital discharges per
1,000 enrollees were five times as great for decedents
as for survivors, and days of care per 1,000 enrollees
were seven times as high (Table 15). Assuming that
the direction, if not the magnitude, of this relation
translates o the general population, it is easy to see
how the aged, with relatively high death rates, could
spend more per capita for health care on this basis
alone. :

The major components of spending for health on
behalf of the elderly, as noted earlier, are hospital and
nursing home care and physicians’ services.

Hospital care

Hospital care for the aged is projected to cost $54
billion in 1984, up an average of 16.2 percent per year
since 1977; this is an amount eqgual to $1,900 per
capita. Medicare reimbursement will account for
three-quarters of that amount, and Medicaid, the
Veterans' Administration, and other Government
programs each will pay about 5 percent of the bili.
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Table 10

Number of inpatients discharged from short-stay hospitals, by category of first-listed diagnosis
and age: United States, 1977 and 1982

1977 1982 Percent change
Category of tirst-listed diagnosis All ages Ages 65+ All ages Ages 65+ All ages Ages 65+
Discharges in thousands

All conditions 35,902 8,343 38,594 10,688 7.5 28.2
Infective and parasitic diseases 837 111 695 135 -17.0 216
Neoplasms 2,549 810 2,594 1,117 13 227
Endogcrine, nutritional, and metabolic diseases 941 271 1,161 426 234 57.2
Diseases of the blood and blood-forming organs 298 11 367 151 23.2 495
Mental disorders 1,625 193 1,746 269 7.4 324
Diseases of the nervous system and sense

organs 1,556 476 1,828 739 175 56.3
Diseases of the circulatory system 4,758 2,471 5,488 3,128 15.3 266
Diseases of the respiratory system 3,454 784 3,459 1,003 0.1 27.9
Diseases of the digestive system 4,298 1,073 4,628 1,354 7.7 26.2
Diseases of the genitourinary system 3,565 627 3,411 748 —-43 19.3
Complications of pregnancy, childbirth, and the

puerperius 919 — 1,018 —_ 10.8 —
Diseases of the skin and subcutaneous tissue 575 106 566 135 -16 27.4
Diseases of the musculoskeletal system 1,895 379 2,377 518 254 525
Coengenital abnomalities 333 19 335 25 06 316
Certain causes of perinatal morbidity and

mortality 20 —_ 166 - 7300 -
Symptoms and ill-defined conditions 699 92 624 88 -10.7 —43
Accidents, poisonings, and violence 3,752 701 3,568 747 -49 6.6
Special conditions and examinations without

sickness, or tests with negative findings 3,828 29 4,563 55 19.2 89.7

Discharges per 1,000 population

All conditions 167 355 168 399 0.3 12.4
Infective and parasitic diseases 4 5 3 5 -225 6.6
Negoplasms 12 39 1 42 -5.0 7.6
Endocrine, nutritional, and metabolic diseases 4 12 5 16 15.1 378
Diseases of the bload and blood-forming organs 1 4 2 6 14.9 KAK
Mental disorders 8 8 8 10 0.3 22.2
Diseases of the nervous system and sense

organs 7 20 8 28 9.6 36.1
Diseases of the circulatory system 22 105 24 117 7.6 11.0
Diseases of the respiratory system 16 33 15 37 -85 121
Diseases of the digestive system 20 46 20 50 0.5 10.6
Diseases of the genitourinary system 17 27 15 28 -10.7 4.6
Complications of pregnancy, childbirth, and the

puerperius 4 0 4 0 3.4 —
Diseases of the skin and subcutaneous tissue 3 5 2 5 -8 116
Diseases of the musculoskeletal system 9 16 10 22 171 K g
Congenital abnormalities 2 1 1 1 -6.1 15.3
Certain causes of perinatal morbidity and ’

mortality 0 0 1 0 6746 _
Symptoms and ill-defined conditions 3 4 3 3 —-16.7 -16.2
Accidents, poisonings, and violence 17 30 16 28 -11.3 ~8.6
Special conditions and examinations without

sickness, or tests with negative findings 18 1 20 2 11.2 66.2
All conditions except childbirth 152 355 151 399 -0.7 124 -
Tolal civilian population 214,746 23,513 230,117 26,826 7.2 14.1

SOURCE: National Center for Heaith Statistics: Data from the National Health Survey.
TFemales with delivaries have been moved from this category to “specigl conditions” for 1977, in order to make the data consistent with those

for 1982,
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Table 11

Personal health care expenditures in millions for people 65 years of age or over,
by source of funds and type of service: United States, 1984 and 1977

. Type of service
Year and Total Nursing Other

source of funds care Hospitai Physician home care
1984
Total $119,872 $54,200 . $24,770 $25,105 $15,798
Private 39,341 6,160 9,827 13,038 10,316
Consumer 38,875 5,964 9,818 12,856 10,237
Qut-of-pocket 30,198 1,694 6,468 12,569 8,467
Insurance 8,677 4,270 3,350 287 770
Other private 456 196 9 182 79
Government 80,531 48,040 14,943 12,067 5,482
Medicare 58,519 40,524 14,314 539 3,142
Medicaid . 15,288 2,595 467 10,418 1,808
Other government 6,724 4,920 162 1,110 532
Exhibit: Population {in millions) 28.5
1977
Total 43,425 18,906 7,782 10,696 6,041
Private 15,669 2,319 3,323 5,424 4,603
Consumer 15,499 2,263 3,320 5,352 4,564
Qut-of-pocket 12,706 927 2,147 5,264 4,368
insurance 2,793 1,336 1,173 88 195
Cther private 170 56 3 72 39
Government 27,756 16,587 4,458 5,272 1,438
Medicare 19,171 14,087 4,158 348 578
Medicaid 6,049 733 232 4,453 631
COther government 2,536 1,767 68 470 230
Exhibit: Population (in millions} 24.3

SOURCE: Office of Financial and Actuarial Analysis, Health Care Financing Administration

Table 12

Personal heaith care expenditures per capita for people 65 years of age or over,
by source of funds and type of service: United States, 1984 and 1977

Type of service
. Year and Total Nursing Other
source of funds care Hospital Physician home care

1984 .
Total $4,202 $1,900 $868 $880 $554
Private 1,379 216 344 457 362
Consumer 1,363 209 344 451 359
Out-of-pocket 1,059 59 227 441 332
Insurance 304 150 117 10 27
Other private 16 7 L 6 3
Government 2,823 1,684 524 423 192
Medicars 2,051 1,420 502 19 110
Medicaid 538 o 16 365 63
Other government 236 172 6 39 19

1977

Total 1,785 T 320 440 248
Private . 644 95 137 223 188
Consumer 637 93 136 220 188
Out-of-pocket 522 38 88 216 180
Insyrance 115 55 48 4 8
Other private 7 2 . 1 3 2
Government 1,141 682 183 217 59
Medicare 788 579 171 14 24
Medicaid 249 30 10 183 26
Qther government 104 73 3 19 9

1Less than $.50.
SOURCE: Office of Financial and Actuartal Analysis, Health Care Financing Administration
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Table 13

Percent distribution of personal health care expenditures per capita for people'es years of age
or over, by source of funds and type of service: United States, 1984 and 1877

Type of service

Year and Total Nursing Other
source of funds care Hospital Physician home care

1984
Total per capita 100.0 100.0 100.0 100.0 100.0
Private 32.8 1.4 39.7 519 65.3
Consumer 32,4 11.0 39.6 51.2 64.8
Qut-of-pocket 25.2 34 26.1 50.1 59.9
Insurance 7.2 7.9 135 1.1 4.9
Other private 04 0.4 0 0.7 05
Government 67.2 88.6 _ 60.3 481 34.7
Medicare 48.8 74.8 57.8 2.1 19.9
Medicaid 12.8 48 1.9 415 11.4
Other government 5.6 &1 0.7 4.4 3.4

1977
Total per capita 100.0 100.0 100.0 100.0 100.0
Private 36.1 12.3 42.7 50.7 76.2
Consumer 357 12.0 427 50.0 .75.5
Out-of-pockst 29.3 4.9 276 49.2 72.3
Insurance 6.4 7.1 15.1 0.8 3.2
Other private 0.4 0.3 .0 0.7 0.8
Government 63.9 87.7 57.3 43.3 238
Medicare - 441 745 53.4 33 9.6
Medicaid 13.9 3.9 3.0 41.6 10.4
Other government 5.8 9.3 09 4.4 3.8

SOURCE: Office of Financial and Actuarial Analysis, Health Care Financing Administration

Table 14

Percent distribution of personal health care expenditures per capita for people 65 years of age
or over by type of service, according to source of funds: United States, 1984 and 1977

Type of service

Year and Total Nursing Other o
source of funds per capita Total Hospital Physician home care =~ { };’{
1984 HO /o
Totel per capita $£4,202 100.0 45.2 20.7 209 13.2 -'3‘1' 4{1}4
Private 1,379 100.0 15.7 25.0 azan 262 - \ '
Consumer 1,363 100.0 15.3 25.3 331 26.3 :
Out-of-pocket . 1,059 100.0 5.6 21.4 416 313
Insurance 304 100.0 49.2 38.6 3.3 89
Other private 16 100.0 421 1.9 39.1 17.0
Government 2,823 100.0 59.7 18.6 15.0 6.8
Medicare 2,061 100.0 69.2 24.5 0.9 5.4
Medicaid 536 100.0 17.0 31 68.1 11.8
Other government 236 100.0 73.2 2.4 16.5 79
1977
Total per capita 1,785 100.0 43.5 17.9 248 13.9
Private - 644 100.0 148 21.2 348 294
-Consumer 637 100.0 148 21.4 U5 29.4
Qut-of-pocket 522 100.0 73 16.9 41.4 34.4
Insurance 115 100.0 47.9 42.0 31 7.0
Other private 7 100.0 327 1.9 425 22,9
Government 1,141 100.0 59.8 16.1 19.0 52
Medicare 788 100.0 73.5 21.7 1.8 3.0
Medicaid 249 100.0 12.1 3.8 736 10.4
Other government 104 100.0 69.7 2.7 186 81

SOURCE: Office of Financial and Actuarial Analysis, Health Care Finahcing Administration
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_ Figure 3
Medicare utilization by the aged:decedents last year of life vs. survivors in 1978

Number of Survivors Decedents
enrollees
{in thousands)
Liability $4.909
19.484 . for $4.527
coinsurance
and
deductibles
{in millions)
Medicare
Reimbursement $2,501
{in millicns)
$18.334
94.1%
79.7% $1.253
721% :
$729
$444
$109
5.9% | I | | ] “ Average Average Average
20.3% reimbursement reimbursement liability
27 .9% ' per enroltee per per enroliee
person sarved
NOTE: Based on & Spercenl sample of enrollees
SCURCE: Lubitz. J. and Prihoda. R.: The use and costs of Medicare servicas in (he last 2 years of life. Health Care Financing Review, HFCA
Pub. No, 03169, Health Care Financing Administration. Washington. U.S. Government Printing Oflice, Mar. 1984.

Table 15

Selected measures of short-stay hospital use by
Medicare decedents in their last year, and
survivors, by age: All areas, 1978

Survival status

Measure and age Decedents Survivors
Persons hospitalized Per 1,000 enrollees
67 years or over 739 202
67-74 years 769 179
75 years or over 727 226
Discharges Per person hospitalized
87 years ot over 241 15
67-74 years 2.3 1.4
75 years or gver 20 1.5
Discharges Per 1,000 enrollees
67 years or over 1,537 294
67-74 years 1,771 260
75 years or over 1,444 330
Days of care .
67 years or over 20,607 3,033
67-74 years 23,795 2,530
75 years or over 19,342 3,566
Average length of stay In days
67 years or over 13.4 10.3
67-74 years 13.4 9.7
75 years or over 13.4 10.8

NOTE: Based on a 5-percent sample of enrclless.

SOURCE: Lubitz J. and Prihoda R.: The use and costs of Medicare
services in the last 2 years of life, Health Care Financing Review.
HGFA Pub. No. 03169. Health Care Financing Administration. Wash-
ington, U.8. Governmeni Printing Office, Mar. 1984.
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Private health insurance benefits will cover 8 percent
of total spending for hospital care, and philanthropic
sources will fund another half percent. The remaining
3 percent (for coinsurance, deductibles, and
noncovered services) will be paid “‘out of pocket.”
(Further discussion of this type of expenditure can be
found later in this article.) _

In addition to the hospital discharge data discussed
earlier and the Medicare data to be discussed later,
there is additional evidence that hospital use among
the elderly is increasing. In a survey of community
hospitals, the American Hospital Association found
that admissions among the elderly reached a level of
11.8 million in F983, an average increase of 4.8
percent per vear since 1977 (Hospital Data Center,
1983). Patient days for the aged rose 3.0 percent
annually, to a 1983 level of 114 million, and the
length of stay fell, from 10,7 days in 1977 t0 9.7 in
1983, (During the same period, admissions for the rest
of the population fell 0.4 percent per year, and
inpatient days fell 1.1 percent per year,)

Nursing home care

Nursing home care includes services provided in all
facilities or parts of facilities that are Medicare- or
Medicaid-certified skilled nursing homes, Medicaid-
certified intermediate care homes, or any oiher home
providing some level of nursing care, whether certified
by either program or not. Facilities that provide only
domiciliary care are excluded.
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Based on 1984 estimates, spending for nursing
home care for the aged is projected to have grown an
average of 13 percent per year since 1977; 1984
estimates imply an expenditure of $880 per person.
There has not been much change in the way in which
this care has been financed; about half of the money
comes from patients and their families and most of
the rest comes from Government programs. Medicaid
paid 42 percent of the biil, and Medicare (which
provides limited coverage of nursing home care) paid
2 percent. Private health insurance coverage of
nursing home care is minimal, leaving a large out-of-
pocket liability for consumers of care.

The growth of expenditure for nursing home
services is attributable to price inflation, to increased
numbers of aged people, and 10 changes in the
number and types of days of care per capita for the
aged.

The most recent national data for nursing home
residents showed a wide variety in the monthly
charges for nursing home care (National Center for
Health Statistics, July 1979), Charges varied by age of
resident, ranging from $636 per month in 1977 for
residents 65-69 years of age to $755 per month for
those 95 years of age or over. Monthly charges also
varied by length of stay, with lower monthly charges
being associated with longer lengths of stay (and,
presumably, more chronic conditions as opposed to
acute conditions). Although charge data do not exist
for more recent periods, prices paid by nursing homes
for goods and services used to provide care increased
8.4 percent per year on average between 1977 and
1983,

The number of aged people in nursing homes has
increased, in absolute terms and as a fraction of the
aged population. According to the 1970 Decennial
Census of Population, 0.8 million people 65 years of
age or over were in homes for the aged and
dependent; 1.2 million such people were enumerated
in the 1980 census, an annual increase of 4.5 percent.
The group increased in size from 4.0 percent of the
1970 population to 4.8 percent of the 1980
population. The proportion of the population in
nursing homes in 1977 varied with age, from 1 percent
of those 65-69 years of age to 22.6 perceni of those 85
years or over {National Center for Health Statistics,
July 1979, U.S. Bureau of the Census 1982). The
percent of residents that required assistance in one or
more daily activities (bathing, dressing, etc.) rose
from 86 percent of residents 65-74 years of age to 96
percent of those 85 years of age or over.

Length of stay initially falls and then rises with age
among the aged population. The median length of
stay for people 65-69 years of age discharged in 1976
was 62 days; that median dropped to 47 days for
people 70-74 years of age and then rose to 379 days
for people 95 years or over (National Center for
Health Statistics, July 1979). Further, more of the
*‘elderly aged”’ end their lives in nursing homes: 1976
discharge data from the same survey show that of
those 63-69 years of age at discharge, 82 percent were
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discharged alive, a rate that diminished steadily to the
point that only 48 percent of those 95 years or over
were alive when discharged.

Physician services

Spending on behalf of the aged for physicians’
services grew an average of 18 percent per vear from
1977 to 1984, reaching a projected level of $24.8
billion for 1984. Per capita annual growth of 15.3
percent exceeded the 9-percent growth of the
consumer price index for physician services,
suggesting a substantial increase in use per capita of
physician services by the aged. The Medicare program
will pay 58 percent of the $870 projected to be spent
per capita by the aged in 1984. Another quarter of the
total is estimated to be direct patient payments—
liability for coinsurance, deductibles, and services not
covered by third parties. Private health insurance
benefits will pay 14 percent of the total, bringing the
consumer share of the total to 40 percent, and
Medicaid and other Government programs will pay 3
percent of the bill.

Existing data suppert the increased consumption of
physician care by the elderly. There was little change
in the pattern of per capita visits for physician
services among the aged noninstitutionalized
population from 1977 to 1981: the number of visits
increased 2.1 percent per year, less than the 2.8-
percent growth of the noninstitutional population;
and the number of visits per person and the average
time between visits remained almost unchanged over
the 4-year period (National Center for Health
Statistics, 1978, October 1982). However, a relatively
large portion of physician services for the elderly
occurs in a hospital, and patient days, as has been
noted already, grew 3.0 percent per year during the
period 1977-83, faster than the increase in the total
aged civilian population (including the institu-
tionalized); physician visits to hospital inpatients are
not included in the visits data above. In addition, the
number of surgeries and other procedures performed
on aged patients has increased dramatically, in
numbers, per hospital discharge, and per 1,000
population {National Center for Health Statistics,
March 1979, Dec. 1983b). These trends explain much
of the growth in physician expenditure per capita
among the aged.

Other health care

Spending for health care other than hospital and
nursing home care and physicians® services rose 14,7
percent per year from 1977 to 1984, reaching a pro-
Jjected $554 per person in 1984, About two-thirds of
this amount will be paid by private sources, and
Medicare and Medicaid will pay most of the rest,

The extent of third-party coverage in this category
of consumption varies by type of care, The category
includes the services of dentists and other health
professionals {including home health care), consumer
medical durables and nondurables, and care not
identified by type or not classified elsewhere, In
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general, these goods and services tend to be purchased
more with out-of-pocket funds than the other classes
mentioned above are: although accounting for 13
percent of total spending, they accounted for 31
percent of out-of-pocket spending (Table 14).

Use of goods and services in this group by the aged
varies by service. Table 16 shows data collected during
the 1977 National Medical Care Expenditure Survey
for four such types: prescription drugs, vision aids,
medical equipment and supplies, and dentists visits.
Except for dentists’ services, the data indicate that a
greater proportion of the aged than of the general
pepulation consume these types of care and that they
consume more of these types of care per user than the
general population does,

Home health care is a benefit covered by Medicare,
Medicaid, and private insurers as a lower cost alterna-
tive to institutional care. Medicare home health
benefits, previously limited to 100 visits per benefit
period under hospital insurance and 100 visits per
calendar year under supplementary medical insurance,

Table 16

Use of other health services and goods, by age:
United States, 1977

QOther health services Total 65 years
and goods population or over
Dental visits
Pegople with at least one visit 411 29.9
Visits per person 1.3 1.0
Visils per user? 3.2 33
Prescribed medicine
People with at least one prescription 58.2 75.2
Prescribed medicines per person 4.3 10.7
Prescribed medicines per user? 7.5 14.2
Vision aids
People with purchase or repair of
glasses or contact lenses 12.4 16.6

Purchases or repairs of glasses or
contact lenses per thousand
population 143 193
Medical equipment and supplies
People with at least one purchase or

rental 6.2 13.3
Purchases or rentals per thousand

population 93 245
Purchases or rentals per user1 15 1.8

14 useris a person with at least one of the items in question {a visit,
a prescription, etc).

SCURCES: Hagan, M.: Meadical squipment and supplies: purchases
and rentals, expendilures, and sources ol paymeni. Mational Health
Care Expenditure Study Data Preview No. 10, DHHS Pub. Ng. {PHS)
82-3321. Pubiic Health Service. Washingten. U.S. Government Printing
Office, Oct, 1982,

Kasper, J.. Prescribed medicines: use, expenditures, and sources of
payment. National Health Care Expendilures Study Data Preview No,
9. DHHS Pub. No. {(PHS) 82-3320. Public Health Service. Washington.
U.S, Government Printing Office, Oct. 1982,

Rossiter, L. Dental services: use, expenditures, and sources of pay-
ment. Mational Health Care Expenditure Study Data Preview No. 8.
DHHS Pub. No. {PHS) 82-3219. Public Health Service. Washmgton
1.8, Government Printing Office, Qct, 1982,

Walden, D.: Eyeglasses and contact lenses: purchases, expendi-
tures, and sources of paymeni. Nationa! Health Care Expenditure
Study Data Preview No. 11. DHHS Pub. No. {PHS) 82-3322. Public
Health Service. Washington. .S, Govarnment Printing Office, Oct.
1982.
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were liberalized over time to provide coverage of an
unlimited number of home health visits.

Home health care is a growing segment of the
health care delivery system. In 1980, 21 miilion home
health visits were made to the aged under Medicare
alone,’ up 12.9 percent per year from 1977, serving
888 thousand aged beneficiaries (Table 17). Use of
home health services varies by age: 14 out of every
1,000 Medicare enrollees 65-66 years of age received
Medicare-reimbursed home health services in 1980,
compared with 74 out of every 1,000 85 years and
over. Similar variation existed in the number of visits
per 1,000 enrollees. Use among the very elderly
increased faster between 1977 and 1980 than among
the recently aged.

The use of home health services by Medicare
enrollees is concentrated among a fairly small group
of users. Although visits per user averaged 23 in 1980,
the median was 12.5—that is, half the people who
used home health services in 1980 received 12 visits or
fewer. That the mean of the distribution is so much
greater than the median indicates that the bulk of
visits is received by users at the high end of the range.

Funding personal health care

Like the general population, the aged in the United
States have extensive third-party coverage of their
health care costs. About three-quarters of the total to
be spent on their behalf in 1984 is projected o come
from Government programs or private health
insurance, a higher proportion than for the general
population and sltightly higher than the same share in
1977 (Table 13). The largest single source of funds is
Medicare, which will pay an estimated $59 billion in
1984 for health care for the aged; private health insur-
ance, on the other hand, while growing rapidly as a
source of funds for the elderly, will not be nearly as
large a source for the aged as it will be for the general
population. In general, the aged receive far more ser-
vices from Government programs than younger
cohoris do.

In addition to personal health care expenditures, the
aged or their agents must pay health insurance
premiums in order to obtain coverage. Part of these
payments are not included in the estimates presented
in this article, as will be explained later,

Medicare

The Medicare program was enacted into law on
July 30, 1965, as Title XVIII of the Social Security
Act—Health Insurance for the Aged. Benefits under
its two parts——hospital insurance (HI} and

3To date, almost all home heahh care lor the aged has been covered by
Medicare, 50 that Medicare program datz provide an acoutaie picture of
grawih in this indusery.
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Table 17

Medicare home health services for the aged: Persons served, visits, and charges by age:
1977 and 1980

Users Visits Charges
Visit charges
Year Number of Per 1,000 Per Per 1,000 Per Per
and age  enroliees? Number enrollees MNumber user enroliees  TotalZ  Amount visit user
1980
All ages 25515 888.2 34.8 20,621 23.2 808 $707,125 $674,840 $33 §760
65-66 3,572 48.3 13.5 1,084 22.4 303 38,416 36,533 34 756
67-68 3,335 59.1 17.7 1,324 22.4 397 46,868 44,622 34 755
6970 3,050 66.1 21.7 1,515 229 497 52,694 50,263 33 761
7172 2,798 72.6 25.9 1,665 229 595 57,826 55,185 33 760
7374 2,459 77.3 N4 1,789 231 727 62,061 59,244 a3 766
7579 4,809 203.1 42.2 4,758 23.4 989 163,443 156,328 33 770
80-84 3,081 183.5 50.6 4,261 23.2 1,383 144,418 138,222 32 753
85 or over 2,410 178.1 73.9 4,226 23.7 1,753 141,399 134,442 32 755
1977
Al ages 23,838 842.9 27.0 14,332 223 601 375,769 355,178 25 552
65-66 3,349 36.9 11.0 782 21.2 234 21,012 19,810 25 537
67-68 3,150 44.2 14.0 976 221 310 26,330 24,796 25 561
69-70 2,932 49.6 16.9 1,079 21.8 368 28,771 27,796 26 560
71-72 2,585 54.0 20.9 1,202 22.3 465 31,993 30,295 25 561
7374 2310 57.2 24.8 1,267 22.2 548 33,661 31,943 25 558
7579 4,463 146.1 27 3,284 225 736 86,208 81,736 25 559
80-84 2,963 134.4 45.4 3,004 224 1,014 77,559 73,482 24 547
85 or over 2,086 117.1 56.1 2,681 229 1,285 68,630 64,325 24 549

1Counts of aged persons enrolled in the hospital insurance andfor supplementary medical insurance programs as of July 1.
2Includes charges for durable medical equipment and supplies in addition to visit charges.

NOTE: Based on a 40-percent sample of enrollees.
SOURCES: Callahan (1981) and unpublished data.

supplementary medical insurance (SMI)—began

July 1, 1966. From 1977 10 1984, Medicare’s share of
health care spending for the elderly increased from 44
percent to 49 percent of the total. In 1984, Medicare
is projected to finance $59 billion of the estimated
$120 billion spent on behalf of the elderly, making it
the largest public source of funding for personal
health care expenditures for the aged.

Hospital insurance covers inpatient care in a
hospital or skilled nursing facility and home health
visits. Supplementary medical insurance covers a
variety of medical services and supplies furnished by
physicians or others in connection with physicians’
services, outpatient hospital services, and home health
services. There are limits on services covered {Health
Care Financing Administration, 1983) and cost-
sharing features associated with each of these
programs.

Enrollment

The number of aged people covered by the
Medicare program increased from 23.8 million in 1977

to 27.1 million in 1983, an average annual increase of

2.2 percent (Table 18). The aged population has
grown over twice as fast as the total population
during this 6-year period due to a number of factors,
including improved health status and declining birth
rates. Most of the elderly are covered by the Medicare
program; the current slight decline in the proportion
covered is expected to be reversed as employees of
nonprofit organizations and of the Federal
Government “‘age”’ into the program.
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Coverage under this program was extended to
Federal employees under the Tax Equity and Fiscal
Responsibility Act of 1982; Social Security coverage
was mandated for employees of nonprofit organiza-
tions under the Social Security Amendments of 1983,
{See the 1983 annual HI report (Board of Trustees,
1983} for further details).

The age and sex composition of the aged HI popu-
lation has changed over time. The median age of the
group increased from 73.0 years of age in 1977 to
73.2 years of age in 1983. Also, the number of
enrollees 85 years of age or over grew from 9 percent
of the aged population in 1977 (0 over 10 percent in
1583 (Table 19). The HI aged population currently
has a slightly higher proportion of women than in
1577, In 1983, there were 3 females for every 2 males
65 years of age or over (Table 20}. In the age group
85 years or over, the ratio of females to males was 5
o 2.

Users

In 1982, over 17 million aged enrollees, 641 out of
every 1,000 enrolled, were *‘users,” that is, they
received Medicare-reimbursed services after satisfying
the program deductible. The number of aged users
increased 5.8 percent per year from 1977 through
1981, rising to 65.5 percent of aged enrollees before
dropping in 1982, By the end of 1984, it is expected
that 66 out of every 100 enrollees will have received
reimbursed services during the yvear (Tables 21 and
22},

In 1982, the SMI deductible was raised from $60 to

15



‘gjEp paysygndun pue uojeasiLWpy Budueuld sied yleaH ‘Absiens pue yuswoeleuely eleg jo nesing JOHNOS
*Buipunos 9} Shp (2101 0] PPE 10U ABW Heled :FLON

ig : fA>A Lol T 06l 9Z ¥zTe 0001 0.9'92 €361
Le L 00l 2'cL 6'8L £ae 9ce 0001 cL1°ge 861
0g L'es g6 L'gl 6'8L €9 62 : 000} L66'ST 1861
62 0L 96 44" 88l £9z L'ee o001 rOL'GE 0861
LT o€ 68 AR 0’6l R vy'ee 0’00t SiV'EZ 2461
j*T4 oes re STh €61 €92 SES Q001 2Iy'TT G261
T 0'gs ¢z 02k £02 ¢'iZ £'ee 000t 19c'0Z 0461
:{8 9cL 29 et 28t '8¢ L've Q001 78061 298¢

69-G9 abe (s1mad) +G8 ¥8-08 6L-GL Pi0L 6969 jeyr| spuesnoyl u 1eap

m:MMMQM:WWwMMQ :MMMS_ afie Aq uonnginsip Juadlad Jequiny
JO 18qIUNN

£861-9961 ‘1 Ainp
‘sea ||y :s1eeh §9-G9 suosied ool 1ed 18A0 JO siesk Gg suosied jo ajes pue ‘ebe uelpaw
‘aBe Ag uonngUIsSIp Jusdsed pue JaquinN :$004j0IUS edurInsuy (eldsoy eiedipeiy peby
61 oiqel

‘uoneNSIIWRY Budueuld 3wy YleeH ‘ABateng pue jusuabauel BiBQ JO NBAINg ‘SI1SA|BUY |ELENIDY PUE |BIDUBLLL JO 3240 FOHNOS
‘suonosloid aie £g6L 10] 1Bp UORE(IRdO "Salewls] voneIndod Besy AlLUNISS [B120G 'UONBLSIIWPY AURISS (21905,

4 90— tAA Lo- (N8 e abueyo uanied
: jenuue sbeioay
o g0 §'6Z c'ag (1 Vig €861
] g0 . 62 596 oLt Gaz 2861
70 g0 8ve 996 604 o'9e 1861
0 20 £vZ 296 g0l 5S¢ 0861
0 g0 1'te 2'96 FA] 6're 661
ro g0 Rord 6'96 S0l LA 4 881
1) g0 9°g2 2'l6 oL aee LiGL
SUOHIIW Ul SUOHL U} SUOI L U 1840 10 (wonendod SUOI W Wt esx
Auo Auo aoueInsyy sIesh 6g rejol anuelnsul
anuRINSU| aJuRINSUL |1BDIpaLd uog(ndod 10 anlad leoipaw
lesipaw reudscH Arjusws|ddng JO Wamed Aejuaweddns
Areuawejddng : pue iofpue
2ouBIRISUY agueINSUl
[endsoH reudsoy

abeienos Jo adh |

£86L-2Z61 ‘seeaie ||y abe18A00 Jo adh) pue ‘1040 1O
abe o sieak g9 uoneindod jo Jusssad ‘voneindod jejo} jo Juadiad ‘saajjoiua aiedpaly pabe jo JequinN

gt |a|qe)

Health Care Financing Review/Fall 1984/ volume 6, Number |

16



‘glEP peUsSNqndun pue ucENSILILPY Buloueul4 210 YiiesH 'ABsjens pue yuawsbeuepy ereq jo neang :304N08
"§5@)|0Jud Jo ejdwes Juadsd-g B uo paseq JL0N

‘Buipeaisiw 9q Aew selies pue LgEL 10) BIEP YLIM LE6L i9ye spopad 104 Bjen 10 2uosuedwod ‘uosedl jey} 104 786t ‘| Aenuep
2AND8]12 G2§ 0) 9% WOI PISEBIIUI BIQUINPSP [BNUUE NS QY] "SPRU oM SIUSWISSINGLUIIAI WOUM I10) PUE S21QIIONHADP SIBJIPAY (BNUUE &4) PBPIISNS OUsm SussIad 10) BIUBLBAX apN|dul 31E],

Lat £Ll 096'z 2067  9E9't g4~ PE 0ees  E9vL 9269 vz £g BI6'L €871 198t IDAC IO 6B
9'02 0Ll S04 E¥ZT BiFIL 91 - e g069 2102 T209 oL s 869°S  ¥¥9'S  60G'P ve-Gs
10z g0t LT 008 E6LL 9¢- Ve LO09 8G9 ¥'BES - ¥'s 90F's  BLE'6  vILL vL-59
§02 okt BEY'ZS 2028 ZEELS (e St »ipP9 0689 8695 to- g6 £20°2L  QEOZL  ¥BGCL FETY:
pue sieah
59 |ejo)
Ze-L86L 181261 Z86l 186l 2.6l 281861 L8-L/6L 2861 186} 1461 79186l 182261 zo6l L86L 126} aby
abueys Jussiad abeiany afiueyo weaiad sley abuey2 usaiad SPUBSNOYL U IBGUINN
1enuuy |enuuy |Bnuuy
paates uosised J1ad Juswssinquisy pa)cius QoL +od paAlas UCSIad PBAIDS SUDSISd
. 1861 Pue ‘Lg6l ‘1161
. seale ||y :obe Aq eBueyd Juadsed pue ‘panies uosiad Jad pasinquis) Juncwe ‘pejjoiua poo‘s Jed eyl
edueInsul jedipew Alejuews|ddns Jo/pue sdueinsul |eldsoy 13pun peales $89)j0Jus aiedpely pabe }0 JequinN
IZ 8iqel
‘BIER Pausngandun pur uoieinsivwgy Budueuy aied yyesy Abaensg pue juswebieuel e1eg 10 neang (JOHNOS
‘Buipuncs of anp B0 O PPE 10U ABW 18187 FLON
89 8l 0'¢ 626 L85 L Y §gE £or 0'00} £861
89 ! 0's 626 965 Ll X 9'6e 44 0001 261
89 I 0 6'¢5 965 1L e 9Ge v'ov 0004 1861
89 L 6y 628 565 Lk e 1'GE vov 0001 0861
89 I g 626 V6 at 2t 09¢ gor 000t 2161
69 I Ly LAY Z'85 o 9¢ 9 gov 0001 §L81
gL Ly ! vy 815 Z'8% 60 gt v2e gLy 0’001 0L61
vL Sz Lo 809 v'Lg 90 ve 98¢ 1 X4 0°00L 9961
SS1BWa) Q0L UMOU UL saoel SHYM el umouyun sanel SHUAA le1oq suosiad 1ea)
19d sajew 13410 )Y 1310 )Y 110y
10 ssquInp

apwad

E=11:10)

£861-9961 ‘seale ||y sejewe} 00l sed
Sojew Jo ajel pue ‘edes pue xes Aq UOPNQLISIP JuddIBd $99||0IUS BouRINSY] Jelidsoy sJedIpep paby

02 2148 L

17

Health Care Financing Review/Fall 1984/ voume s, Number 1



‘ucensiviwpy Guioweurs alen yjeay Abaeng pue juswalbeuey gieg 10 nesung (304HN0S
'$99()04u2 Jo Bjdwes Juadiad- B ue paseq RLON

‘pPRBWNST;
‘Buipedisiuz aq ABW 1811088 PUR LIAL JOJ BIED YUM LRE) oY spousd 10} BIED JO suosedwos ‘uosea 1ey) 104 2851 ‘L Alenuep

uo Gi¢ 01 09 W0J) PESESITUL 8)QHINDAP [BNUUR WG SYL FPEW SJam SIUSWDSINAUISI WOoYM 10 PUE S9|QNONPED SIEDIPSI (2RUUR AU} PEReaOXe Oym Suosiad 10] 92usuedxs apn|ouy eleq,

'l 9'¢ 020 099 ¥Go 699 259 ¥29 £09 L85 soueinsuy leypew Asejuswelddng
g £l 09e jHier 1Se £¥E ore FAYA 2eT LET aoueansuy [e)dsoH
gL 5t 099 1) §:¢) 559 8e9 0L9 65 0s8 SOUBINSU] BIIPALL Al
-uawsa|ddns Jofpue asueinsu) [eNdSOH
¥8-286) 18-£61 zedl z £861 2861 L861 086! 661 861 £L6L alfelan00 Jo adAt
abueys yaoiad Jeal Jepusien
[enuue abesony
7861-2261

‘sejyels paun

:oBei13r092 Jo adAy Aq ‘pajjoiue 000°L 10d pemiss soajolua aledipay pelie jo Jaquiny
22 o|qel

Health Care Financing Review/Fall 1984/ volume 6, Number |

18



$75. Persons incurring allowed charges under SMI in
excess of $60 but less than $76 were not included in
the 1982 estimate of persons served. However, persons
incurring these charges were included in the 1981 esti-
mates and earlier. The effect of the increase in the
SMI deductible would be even greater if one were to
adjust for the effects of inflation upon medical costs.
User rates vary with age (Table 21). In 1982, 733
enrollees per 1,000 aged 85 years or over received
reimbursed services, compared to 600 per 1,000 aged
65-74 vears. However, use rates have grown at about
the same rate for each of the age cohorts—about 34
percent per vear between 1977 and 1981.

Reimbursement per user is not uniform for

Medicare enrollees in age groups 65-74, 75-84, and 85
years or over. For example, there is a 36-percent
difference between the reimbursement of $2,200 per

user 63-74 years of age and that of $3,000 per user 85
years and over (Table 21). Although reimbursement

was made for services provided to three-fifths of the
enrolled population, about 2 percent of enrollees
accounted for a third of the reimbursements and 8§
percent accounted for two-thirds (Table 23).

Funding

Two separate trust funds were established under the

Social Security Act to pay benefits and administrative

expenses for the Medicare program. Two-thirds of
Medicare benefit expenditures are paid from the
hospital insurance (HI) trust fund, primarily for
inpatient hospital care. The other third is paid from
the supplementary medical insurance (SMI) trust fund

for physician and related care {Table 24).

Table 23

Number of aged Medicare enrollees with and without relmbursement under hospital insurance
and/or supplementry medical Insurance, by reimbursement interval: United States, 1977, 1981,

and 1982
Enrollees Reimbursement
Item Number Percent Cumulative Amount Percent Cumulative
in millions distribution percent in millions distribution percent
1982
All aged persons enrolled 28.0 100.0 — $41,526 100.0 -
Persons with no reimbursement 11.0 39.2 100.0 — — —
Persons with reimbursement? 17.0 60.8 - 41,526 100.0 —
Reimbursement interval:
Less than $100 4.1 14.7 60.8 188 0.5 100.0
$100-499 5.1 18.2 46.2 1,225 3.0 99.5
500-1,499 2.4 8.4 27.9 2119 5.1 96.6
1,500-2,999 1.7 6.2 19.5 3,788 9.1 91.5
3,000-4,999 13 4.5 13.3 4,954 11.9 82.4
5,000-9,999 1.4 49 8.8 9,707 234 70.4
10,000-14,999 0.5 19 3.9 6,527 15.7 471
15,000 or more 0.5 1.9 1.9 13,017 31.3 31.3
1981
All aged persons enrolled 27.5 100.0 - 34,490 100.0 -
Persons with no reimbursement 10.4 38.0 100.0 —_ - —
Persons with reimbursement? 17.0 62.0 —_ 34,430 100.0 -
Reimbursement interval:
Less than $100 4.7 17.1 82.0 214 .6 100.0
$100-499 52 188 449 1,212 35 99.4
500-1,499 2.3 8.2 261 2,042 59 95.9
1,500-2,999 1.7 6.2 17.9 3,699 10.7 80.9
3,000-4,999 1.2 4.3 1.7 4,569 13.2 79.2
5,000-9,999 1.2 4.5 75 8,635 250 66.0
10,000-14,999 0.4 1.6 3.0 5,340 15.5 40.9
15,000 or more 04 1.4 1.4 8,779 25.5 255
1977
All aged persons enrolied 25.2 100.0 —_ 18,098 100.0 —
Persons with no reimbursement 1.6 46.1 100.0 — —_ —
Persons with reimbursement! 13.6 53.9 — 18,098 100.0
Reimbursement interval:
Less than $100 4.7 185 53.9 203 11 100.0
$100-499 37 145 353 831 4.6 98.9
800-1,499 2.0 78 20.8 1,854 10.2 94.3
1,500-2,999 1.4 57 13.0 3,085 17.0 84.0
3,000-4,999 09 3.4 7.3 3,362 18.6 67.0
5,000 of more 1.0 38 3.8 8,764 48.4 48.4

1pata include experience for persons who exceeded the annual Medicare deductibles and for whom reimbursements were made. The SMi
annual deductible increased from $60 to $75 effective January 1, 1982, For that reason, comparisons of data for periods after 1981 with data for

1981 and earlier may be misleading.

NQTE: Based on a 5-percent sample of enrollees.
BOURCE: Bureau of Data Management and Strategy, Health Care Financing Adminisiration and unpublished data.
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The HI trust fund is financed primarily through a
tax on a portion of current earnings in employment
covered under Social Security, with a small amount of
voluntary premiums and interest income. In 1983, the
maximum amount of annual earnings to which the tax
applied was $35,700, and the contribution rate was
1.30 percent of taxable earnings. The same rate
applied to employers, empioyees, and self-employed
people 8. Approximately 90 percent of HI income is
from payroll taxes. Employers pay a slightly larger
share of payroll taxes than employees do because of
the limit on taxes an individual worker must pay. The
employers’ share of taxes was 49 percent, the
employees’ share was 48 percent, and that of the self-
employed was 3 percent in 1983 (Table 25). In 1983,
the working population, employees and self-employed,
contributed $18 billion to the HI trust fund through
payroll taxes,

Aged people who are not eligibie for Medicare hos-
pital insurance coverage through Social Security are
permitted to enroll in HI voluntarily by paying a
monthly premium, The HI premium was $45 per
month in the first half of 1977 and $54 per month in
the second half of the year. During 1983, the monthly
premium was $113, and it is set at $155 currently in
1984. Only a small percent of HI enrollees purchase
HI coverage each year. In 1977, 22,000 aged people
paid the Hi premium for 1 month or more, and in
1981, 25,000 paid the premium. Trust fund income
from voluntary premiums paid by aged HI enroflees
increased from $11 million in fiscal year 1977 to $26
million in fiscal year 1983. (Estimates of consumer

6The current maximum taxable carnings is $37,800, with contribution rates
of 1.30 percent each for employees and employers, and 2.60 percent for self-
employed persons.

payments for personal health care for the aged in this
report do not include these nor SMI premiums.)

The SMI trust fund is financed from rwo sources—
monthly premiums paid by or on behalf of enrollees
and Federal general tax revenue.

Over time, the proportion of trust fund income
accounted for by individual premiums has fallen, leav-
ing taxpayers (o foot an increasing share of SMI
expenditures. Originally, the monthly SMI premium
was designed to cover one-half of program costs, so
that enrollees and Government would share the bill
equally. By law, however, the premium could be
raised by no more than the percentage increase in
social security benefits, while SMI costs increased at a
much faster rate. Consequently, increased infusions of
general revenues were needed to pay program obliga-
tions. In 1983, Federal revenue contributions for the
aged amounted to $12 billion, three times as much as
the $4 billion paid in monthly premiums (Table 26) 7.

The Medicaid program, financed by general tax
revenue, also pays into the SMI trust fund. In 1983,
State Medicaid programs having buy-in agreements
with Medicare paid $300 million in SMI premiums on
behalf of aged Medicaid recipients also eligible for
SMI coverage—slightly less than a tenth of the total
$4 billion in SMI premiums paid for the vear. Accord-
ing to a study covering 1978, a greater proportion of
buy-in enrollees than of the general enrollee popula-
tion with both HI and SMI coverage use reimbursed
services; further, reimbursement per user was higher
for the buy-in group (McMillan et. al., 1983).

"'Beginning January 1984, (he SMIL premium is se1 10 equal one-quarter of
actuarily-determined program costs,

Table 25

Medicare: Hospital Insurance Trust Fund income and percent distribution of payroll taxes by
type: Fiscal years 1977.1983

Payroll taxes

Fiscal Total Self- Voluntary Other
year income Total Employer Employee employed premiums income
Amount in millions
1977 315,374 $13,649 $ 6,714 $ 6,477 $ 457 $11 $1,714
1978 18,543 16,677 8,235 7,949 494 12 1,854
1979 21,810 19,927 9,815 9,482 630 17 1,967
1980 25415 23,244 11,420 11,084 738 17 2,154
1981 32,863 30,425 15,023 14,603 799 21 2417
1982 37,611 34,390 16,872 16,405 1,113 25 3,195
1983 43,940 36,387 18,295 17,158 934 26 7,528
Percent distribution of payroll taxes

1977 -_— 100.0 49.2 47.5 3.3 —_ —_
1978 — 100.0 49.4 47.7 30 - —
1979 - 100.0 49.3 47.6 3.2 — —
1980 - 100.0 491 47.7 3.2 — —
1981 - 100.0 49.4 48.0 2.6 — -
1982 - 100.0 49.1 47.7 3.2 — —
1983 - 100.0 50.3 47.2 2.6 — —

11984 Annual Repon of the Board of Trusiees of the Federal Hospital Insurance Trust Fund and unpublished data.

NOTE: Totals do nol necessarily equal the sum of rounded components.

SCQURCE: Office of Financial and Actuarial Analysis, Bureau of Data Managemeni and Strategy, Health Care Financing Administration,
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Cost-sharing under Medicare

The Medicare program rules require cost sharing on
the part of enrollees who use services. These copay-
ments take two forms, deductible and coinsurance.
Copayments in the HI program differ from those in
the SMI program, In addition, beneficiaries are liable
for the costs of noncovered services and for some
differences between what a provider charges and what
Medicare reimburses.

HI benefits are tied to a ““benefit period.’” Simply
put, a benefit period begins with use of HI services
and ends after the beneficiary has been out of a hos-
pital or nursing home for 60 consecutive days. During
each benefit period, the user must pay a deductible
equal to the actuarily-determined cost of a day of
care, currently $356. In addition, the user must pay a
coinsurance amount for each covered day of care in a
benefit period beyond the 60th day of inpatient hospi-
tal care and the 20th day of skilled nursing facility
care. The coinsurance amount for a hospitalized
patient is set at one-fourth of the deductible for the
61st through 90th day, and at one-half of the deduc-
tible for life-time reserve days. For the 2Ist through
the 100th day of care in a skilled nursing facility, the
coinsurance rate is set at one-gighth of the deductible,
Just as there is no limit to the number of benefit
periods to which an enrollee is entitled, there is no
limit to the liability for deductibles and coinsurance.

Deductible and coinsurance copayments of $1
billion were incurred by aged Medicare beneficiaries
receiving HI inpatient care in 1977; by the end of
1984, copayments are projected to rise to $3.3 billion,
an increase of 241 percent from 1977 (Table 27).
From 1977 to 1983, copayments per enrollee increased
17.4 percent annually, due primarily to the increase in
the inpatient hospital deductible (from $124 per bene-
fit period in 1977 to $304 in 1983) and the attendant
effects upon coinsurance,

SMI benefits are paid after the beneficiary has met
an annual deductible, currently $75. Users aiso are
liable for coinsurance equal to 20 percent of most
reimbursable charges. Unlike the HI deductible, the

SMI deductible is tied to a calendar year rather than
to a benefit period. Like the Hl coinsurance, there is
no limit on a beneficiary’s coinsurance liability.

Total copayments for SM! covered services to the
aged are projected to reach $6.3 billion in 1984,
comprising $1.6 billion in deductibles and $4.7 billion
in coinsurance (Table 28). SMI copayments per
enrollee increased 13.5 percent beiween 1977 and
1984,

SMI beneficiaries are responsible for what are
known technically as reasonable charge reductions on
unassigned claims. If a physician agrees to accept the
Medicare allowed charge as payment in full—if he or
she accepts assignmeni—the physician is reimbursed
directly and the patient is liable only for the 20-
percent ceinsurance part of the allowed charge
(assuming that the deductible has been met). If the
physician does not accept assignment, the patient is
liable for the total charge and is reimbursed by
Medicare for the allowed portion of the charge (less
any deductible and coinsurance owed), The difference
between total charges and allowed charges is the
reasonable charge reduction on the unassigned claim,
From Medicare program data, we have estimated 1983
reasonable charge reductions for aged beneficiaries to
be $2.2 billion, up from $0.7 billion in 1977; these
data translate to $85 per enroliee in 1983 and $31 per
enrollee in 1977,

Finally, Medicare beneficiaries are liable for the
costs of goods and services not covered by the pro-
gram. Medicare was not intended to cover the full
range of medical care available to the aged, but rather
to reduce the financial burden of certain essential ser-
vices. [t does not cover prescription drugs and drug
sundries, long-term nursing care, routine or preventive
medical and dental care, or eyeglasses, nor does the
program pay for deductible and coinsurance amounts
incurred under other insurance plans. .

Medicaid

The other large Government source of funds for
personal health care is Medicaid. The program is pro-
jected to purchase $39 billion of care in 1984, 40

Table 27

Maedicare hospital insurance —estimated total and per enrollee deductible and coinsurance
amounts for the aged: United States, 1977-1984’

Total in millions

Per enrollee 2

Calendar Total Total
year Deductible Coinsurance copayments Deductible Coinsurance copayments

1977 $ 756 $216 $ 973 $33 $9 § 42
1978 907 253 1,159 kS 11 49
1979 1,035 297 1,333 43 12 55
1980 1,239 354 1,594 50 14 65
1981 1,433 398 1,831 57 16 73
19823 2,026 606 2,632 78 23 102
19833 2,233 669 2,903 a5 25 110
19843 2,566 754 3,318 95 28 123

1April 1984 current-law estimates of copayment amounts based on 1984 Trustees Report—Alternative 11-B. Data are subject to revision.

2pverage annuat enrcliment is used to calculate thase items.
Projecied.

SOURCE: Office af Finangial and Actuarial Anatysis, Bureau of Data Management and Strategy, Heaith Care Financing Administration,
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Table 28

Medicare supplementary insurance— estimated total and per enrollee deductible and coinsurance
amounts for the aged: United States, 1977-1984"

Total in millions Perenrollee 2

Calendar Total Total
year Deductible Cotnsurance copayments Deductible Coinsurance copayments

1977 $ 969 $1,244 $2,213 $42 $ 54 $ 97
1978 1,011 1,454 2,485 43 62 105
1979 1,056 1,736 2,79 44 72 116
1980 1,103 2,112 3,215 45 86 131
1981 1,148 2,576 3,724 46 103 148
1982 1,525 3,235 4,760 60 126 186
1983 1,571 3,967 5,538 60 152 212
19843 1,616 4,678 6,294 61 175 236

1Januarg,r 1984 current-law estimates of copayment amounts baged on ingurred charges. Data are subject to revision.

Average annual enrollment is used to calculate these items.
3Proiected,

SOURCE: Office of Financial and Actuarial Analysis, Bureay of Data Management and Strategy, Health Care Financing Administration.

percent of it on behalf of aged recipients. Medicaid is
projected to account for 13 percent of all spending for
health care for the aged and for 42 percent of nursing
home care in specific.

Medicaid was established in 1966 by Title XIX of
the Social Security Act. It is a joint Federal-State pro-
gram that provides medical assistance to certain cate-
gories of low income people, including aged, blind,
and disabled people and members of families with
dependent children. The program is set up and run by
individual States, under broad Federal guidelines; the
Federal Government contributes, through what are
called “*matching funds,”’ a portion of the cost of
providing medical benefits to the categorically eligible.
If the State chooses, Federal matching funds also are
available for medical benefits for the ““medically
needy’’—people in one of the categories listed above
who have incomes too high to qualify for cash assis-
tance, but not adequate to pay their medical bills.?
The basic Federal formula match ratio—its share of
Medicaid payments—for a given State is determined
by a formula which incorporates the State’s per capita
personal income. The Federal formula match ratio
currently ranges from 50 to 78 percent, with an esti-
mated national average of 53 percent.

Since Medicaid programs are administered by each
participating State or jurisdiction, it is more difficult
10 obtain a central collection of data for Medicaid
than it is for the Federal Medicare program. Medicaid
statistics consist of counts of the number of recipients
(people receiving services paid for by Medicaid) and
expenditures. Data are not available on the number of
people eligible to receive medical services under
Medicaid, a number that changes daily.

Recipients

In 1982, almost 22 million people were recipients of
medical care paid for by Medicaid. Recipient counts
fluctuate from year to year, but over time, there has
been a downward trend. This trend may be the result

85ec (Muse, 1982) for a detailed descriprion of the Medicaid program: eligi-
bilily calegories, services covered, reporting requirements, and the sources
and limitations of statistical daca.
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of States’ attempts to curb Medicaid growth since, in
most States, Medicaid expenditures have outpaced
increases in revenues (Gibson, Waldo, and Levit,
1983).

In any given year, the number of recipients 65 years
and over ranges from 3'% to 4 million people, most of
whom also are enrolled in Medicare. The elderly poor
represent 15 to 17 percent of all Medicaid recipients,
but account for 40 percent of program payments. Fis-
cal year 1980 data for 38 jurisdictions reporting recipi-
ent and payment information for aged and nonaged
recipients ° indicate that the average medical vendor
payment per aged recipient was $2,200, compared
with $740 for nonaged recipients.

In 1982, more than a quarter of all aged recipients
received inpatient hospital services, 70 percent were
treated by a physician, and 4 out of every 5 received
prescription drugs.

Yeterans' Administration

The Veterans’ Administration (VA) spent $0.9
billion for health care for theaged in 1977 and expects
to spend $3.3 billion in 1984. The VA provides care
through Veterans’ Administration medical centers
across the United States, including £72 hospital
centers, their associated outpatient clinics, and 101
nursing home units. Additional care is financed in
community nursing homes, State veterans nursing
homes, and through the Civilian Health and Medical
Plan of the Veterans’ Administration.

The VA health care system was established to pro-
vide service-disabled veterans with health care for
service-related conditions, Approximately 10 percent
of the patients treated fall into this category; an
additional 20 percent of the patients are service-
disabled veterans with conditions unconnected to their
service. Special groups, including aged and indigent
veterans, account for the remaining 70 percent of the
patients treated in VA facilities (CBO, 1984).

Over the next 20 years, there will be dramatic

Mot all States idenify demographic characieristics of program recipients,
New York is the largest of such Siaies.
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changes in the VA population. The total number of
veterans will be declining, but the average age of vet-
erans will increase significantly, greatly affecting the
cost of VA health care, Three-quarters of World War
II veterans will reach age 65 by 1990, doubling the
1982 size of this age cohort (Table 29). In the year
2000, the number of veterans over 65 years of age will
reach 9.0 million, accounting for 37 percent of the
total veteran popuiation.

The cost of VA health care for the aged in the
future will rise not only due to the rising number of
aged veterans, but also to the higher per capita cost
associated with providing hospital care to the aged.
The aged tend to have more frequent hospital
stays: 12.3 percent of the veteran population
accounted for 27 percent of all hospital discharges
and 32.1 percent of all medical and surgical bed dis-
charges in 1982. They require more expensive ser-
vices: a VA hospital day in 1982 cost $191, but the
cost of a medical bed-day and a surgical bed-day—
which the elderly use more frequently—cost $199 and
$271, respectively (Veterans’ Administration, 1982).
They also have longer lengths of stay: the 1982 aver-
age VA hospital length of stay was 26.6 days, but
stays for aged veterans averaged 31.9 days (Veterans’
Administration, June 1983).

Similar utilization patterns exist for nursing homes,
The discharge rate per 1,000 veterans 65 years or over
is over four times that of the total veteran population
(Table 30}, Utilization for the population 85 years or
over is the highest, at 14.9 discharges per 1,000 vet-
erans. With the veteran population 85 years or over
expected to grow 3.5 times by 2010, the increase in
nursing home demand provided or funded by the VA
could be significant.

Other Government programs

In addition to the three governient programs men-
tioned already, there are other public sources of funds
for health care for the aged (Gibson, Waldo, and
Levn, 1983). They include:

s Department of Defense programs providing
treatment to active and retired military forces,
their survivors and dependents.

* Indian Health Services hospitals and clinics
providing care to Indians and Alaskan natives.

¢ Workers’ Compensation programs providing
benefits for work-related disability and death. In
1982, about a third of the pavments made under
these programs were for medical services; the
other two-thirds, not considered here, were
income-loss payments for workers and survivors.

o State and local government hospitals providing
community and psychiatric hospital services to
citizens,

e Federal grant programs, including health block
grants, preventive health grants, alcohol, drug
abuse and mental health grants, and primary
care grants, helping States and local governments
to provide services to local populations.
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» State and local public assistance programs, fund-
ing medical care for the poor who are not eligi-
ble for Medicaid or providing services not
eligible for Federal matching funds under the
Medicaid program,

*  Other programs, providing temporary disability
insurance and vocational rehabilitation,

Private health insurance

Private health insurance, although growing rapidly
as a source of funds, is nowhere near as large a
source of funds for the aged as for the general
population. We estimate that private health insurance
benefits will account for less than a tenth of all spend-
ing for health care for the aged, compared with more
than a quarter of that for the general population.

The extent of health insurance coverage for the
aged varies by type of service. On the extensive end of
the spectrum in 1981, about 60 percent of the aged
population had private health insurance coverage of
hospital expenses; on the other end of the spectrum,
12 percent had privaie coverage of major medical
expenses (Table 31). Because of the extent of Medi-
care enrollment, much of private insurance coverage
takes the form of “Medigap’” insurance (Table 32).
This *““wrap-around”’ coverage usually pays the
Medicare deductible and coinsurance amounts, but it
has the same limits as Medicare with respect to
covered services and length of stay. Thus, the aged
are afforded little protection against catastrophic ill-
ness.

The aged are less likely than the general population
to be uninsured. in 1977, 4.3 percent of the aged
population were without coverage of any kind,
compared with 12.6 percent of the total population
(Kasper, Walden, and Wilensky, 1980).

Out of pocket

The aged consumed $4,202 of health care per capita
in 1984, of which $3,143 (or 75 percent} was paid by
third parties of one kind or another. The remaining
$1,059, termed direct patient payments or out-of-
pocket payments in the National Health Accounts, is
projected to represent a slightly smaller share of the
heaith biil per capita in 1984 than it did in 1977.

Out-of-pocket payments represent a net patient lia-
bility. Calculated as a residual, the difference between
total expenditures and known third-party payments,
the figure reflects Medicare copayments (less any
Medigap benefits) and collected reasonable charge
reductions, net private health insurance copayments,
and the purchase of care not covered by any third
party.

Because of the prevalence of Medigap insurance,
which tends to have the same coverage and limitations
as Medicare does, three-quarters of 1984 out-of-
pocket payments are projected to be for services other
than hospital care and physicians’ services: care that
accounts for one-third of the total aged health bill.
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Table 31

Number of aged people with private health insurance protection, by type of coverage and type of
insurer: United States, 1981

Type of coverage

Major

Hospital Surgical Physicians’ medical

Type of insurer expense expense expense axpense

Number in thousands

Total’ 15,614 11,260 10,625 3,189
Alt insurance corru»anies.1 7,175 2,655 2,655 1,319
Group policies 3,991 1,881 1,881 1,334
Individual and family ?oiicies 5178 1,402 1,402 187
Blue Cross/Biue Shield 9,430 8,456 8,028 1,000
Other 4,373 3,51 3,230 2,542

1The data in these rows refer {o the net tolal of people protected, that is, duplication among people protected by more than one kind of insur-
ing organizatlion or more than one insurance policy providing the same king of coverage has been eliminated.

2Estimated.

SOURCE: Health Insurance Assaciation of America: Source hook of health insurance data 1982-7983. Health lnsurance Association of

America. Washingten, 19883,

Table 32

Number of aged people with selecied types of
private health insurance: 1981

Number

Type of insurance of persons

Hospital indemnity 3,078,000
Medicare Part A—hospital copayment cover-

age 4,007,000
Medicare Part B—surgical copayment cover-

age 2,655,000

Prescribed drugs and medicines 1,319,000

Nursing home care 2,177,000

Private duty nurse 1,559,000

SOURCE: Health Insurance Association of America: Source book of
health insurance data 1982-1883, Health Insurance Association of
America. Washington, 1983,

Qut-of-pocket expenditures shown here are not the
only payments the aged make in connection with
health care. The aged also pay private health
insurance premiums, as well as the monthly SMI pre-
mium. Part of private health insurance premiums is
returned in the form of benefits; consequently, for a
more complete picture of payments by the aged for
health, it may be useful to examine consumer pay-
ments—the sum of out-of-pocket expenditure and
insurance benefits (Tables 11-14). Consumer payment
for health care will come to almost a third of the total
in 1984. (The difference between premiums and bene-
fits—the net cost of health insurance—is considered a
purchase of risk aversion rather than of medical ser-
vices and is not included in these estimates. The net
cost of private health insurance is generally positive,
and that of SMI is negative.)

Summary

The aging of the population has placed an increas-
ing strain on the mechanistns for financing health care
consumption. From 11 percent of the civilian
population in 1965, the group 65 years or over has
risen to 12 percent in 1983 and is expected to reach 13
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percent by the year 2000. The aged use more health
services in general, and more hospital and nursing
home care in specific, than the general population
does. Thus, the aging of the population seems certain
to increase demand for health care, and for the more
expensive forms of health care, at a rate in excess of
the growth of the population itself. Compounding the
rate of growth of demand for health care, advances in
medical technology have resulted simultaneously in
better diagnosis and treatment of diseases that affect
the elderly and in increased demand for those services.

Without changes in reimbursement practices or
coverage, the ability of Government programs to
finance this increased demand will be diminished
greatly. If current laws continue, for example, the
Medicare HI trust fund could be exhausted as early as
1989 (Health Care Financing Administration, 1984).
On a smaller scale, the Veterans’ Administration
could face a tripled demand for nursing home care at
the turn of the century.
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