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Introduction 
New national health expenditure data offer both promise and concern: The growth 

rate for health spending continues to moderate, but it still outpaces general inflation 

and growth in our economy. These dynamics create constant pressure on government 

budgets, employer finances, and consumers' pocketbooks, as health care demands an 

ever-increasing share. 

The fourth annual presentation of Health Care Costs 101 provides general background 

on U.S. health spending, with detail for California where available. It shows how much 

we spend, what services the funds are spent on, and how much of the spending comes 

directly from consumers. 

A revised companion guide for Califomia will follow when updated state-level data 

become available. The most current version of the California guide is posted at 

www.chcf.org. 

This guide is primarily based on 2005 national data, the latest information on health 

spending available from the U.S. Department of Health and Human Services, Centers 

for Medicare and Medicaid Services (CMS), Office of the Actuary. Except where noted, 

"health spending" refers to total national health expenditures (NHE) as collected and 

published by CMS. 

Spending projections for 2006 forward represent those released by CMS in February 2007 

and reflect provisions of the recently passed Medicare Prescription Drug Improvement 

and Modernization Act of 2003 (MMA). Note that the impact of the MMA would first be 

reflected in 2006, its year of implementation. Additional information on the sources used 

in preparing this document can be found on page 23. 
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National Health Spending 
in Billions 
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Health spending 

reached nearly 

$2 trillion in 2005. 
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Note: Selected rather than continuous yeats of data ure shown pdar to 2003. Yeats 2006 forward are eMS projections. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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National Health Spending 
as a Share of Gross Domestic Product 
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Health care's share 

of the economy 

continues to grow 

and is projected to 

reach 19.6 percent 

by 2016. 

1960 1970 1980 1990 2000 2003 2004 2005 2006P 2007P 2016P 


Note: Selected ramer than continuous years of datu arc shown prior to 2003. Years 2006 forward arc eMS projections. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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National Health Spending 
per Person 
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The amount spent 

per person increased 

77 percent between 

1995 and 2005. 

1995 1997 1999 2001 2003 2005 2007P 

Note: Selected rather (han continuous yeats of data afe shown. 2007 is it projection. 

Source: Centers for Medicare al\d Medicaid SClVices (eMS), Office of the Actuary. 
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Health Care Spending 
in Selected Developed Countries, 2004 
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U.S. health care 

spending far exceeds 

that of other developed 

countries, both in terms 

of per capita spending 

and percent of GDP. 

Per Capita. , % ofGDP 
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Spain Italy United Sweden Germany Australia France Canada Switzerland United 
Kingdom States 

8.1% 8.7% 8.1% 9.1% 10.6% 9.6% 10.5% 9.9% 11.6% 15.3% 

Note: U.S. per capita as rcported by OECD differs from eMS figures reported elsewhere in this snapshot. 

Source: DECO Hralth Data 2006: Statutits andindicators for 30 COlmtrirs, October 2006. 
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Spending Distribution 
by Category, 2005 
Total Spending: $2.0 trillion 
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Hospital and physician 

services take the 

largest share of 

the health care dollar. 

Prescription drugs 

account for 1 0 percent. 

,...-------0. Investment 
6% 

-,.----0. Government Public Health 
Activities 

\.. 3% 

~Administra~~ 

----0' Other Medical Products 
3% 

..L.__ Home Health Care 
2% 

Notes: See the Appendix for details 011 category breakdowns and definitions. Pic sections don't add to 100 percent due to rounding. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Spending Summary 
in Billions 
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Spending Categories 

In the last 20 years, 

the share spent on 

hospital care has 

declined, while the 

share spent on 

prescription drugs 

has grown. 

Health Care $47 $43 

Prescription Drugs $201 $190 

Other Medical Products $58 $56 

Administration $143 $135 

Government $57 $52 
Public Health Activities 

Investment $127 $120 

$26 

$11 

$31 

7.2% 

2.8% 2.5% • 

6.4% 7.0% 

$4.1 7.7% : 

$6.9 5.7% 

Notes: See the Appendix for details on category breakdowns and definitions. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Contributors 

Households, 

businesses, and 

government all 

contribute significantly 

to the financing of 

health care. 

I Estimates of !pcnding by contributor are organized according to the underlying entity (business, households. and government) financing (he health care bill 

payer. eMS refers m the~e contributors as "sponsors," Reflects spending on Health Services and Supplies. 


Note: Pie sections don't add to 100 percent due to rounding. 


Source: Centers for Medicare and Medicaid Services (eMS). Office of the Actuary. 


Household contributions include out-ol·pocket costs, 
henlth Insuronce promiums, and pay toll taxes. 

Privata Duslness contribulions include health 
tnsuumcG premiums lor walkers and payroll taxes. 
Other Private Contributors includes philanthropy, 
Foderal Government contributions include general 
tnx revenues, plus pnyrolt tax and private health 
insurance for its woikers. 

Stoto and lotal Government contributes general tax 
revonues, plus payroltta~ and private health insurance 
loritsworkors. 
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Contributors to Health Care 
Spending Detail, in Billions, 2005 

i Other Government Programs 

lEI Medicaid 

$582.3 • Medicare
[] Private Health Insurance 
• Out of Pocket 

$416.8 

;-$84.3 

$319.4 

Household Private Business Federal Government State & Local Government 

Note: Figures reflect Health Services and Supplies. Not shown: Other Private Contributors ($64.1 billion) includes philanthropy. 

Source: Centers for Medicare and Medicaid Services (eMS). Office of the Actuary. 

Health Care Costs 101 
Contributors 

NEXT » 

Contributors to health 

care buy services 

directly, purchase 

private insurance, and 

fund public programs. 

Other Government Programs: for private business, 
consists of wOlkers' compensation and temporary 
disabilily plus $5.6 billion forindustrialin·plant 
health selVices. For federal govemment, includes 
Veterans and Defense health programslf30 and $26 
billion respectivoly}. Forstotennd localgovemments, 
includes counly health programs. 

MedlC!'lid: Contributions from federal and state 
spending from general tax revenues. 

Medlc8re:Receivescontributionsfromthreernain 
sources: I) payroll tax on earnings funds Part A 
IhospitalinsUiance),2}beneficiarypremiumsfor 
ParlB(supplementnryrnedicalinsurance),and 
3} lederalgeneral tax revenues. For households, 
includes both payroll tax and $29.2 billion in Palt B 
premiums. For private business, as well as state 
and local govemment.consists of employer share of 
payroll tax. For ledelal government. consists primarily 
of general tax revenue spending plus $3.3 billion in 
payroll taxes for federal wo!kors. 

Private Health Insurance: For households, consists 
01 worker contributions to employer-sponsored cover
ege plus premium payments for individual insurance. 
For private business and govemment. consists of 
employer contributions to workers' health insurance. 

Out of Pocket Household spending for deductibles, 
copayments, and services not covered by insurance. 
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$321.4 

i 
!-$137.8 

$192.2 

Private Health 
Insurance 

·Medicaid includes $8.3 billion for buy~ins to Medicare. 

Medicare' Medicaid Other Government 
Programs' 

Health Care Sources of Payment 
Contributor Detail, in Billions, 2005 

$694.4 
:-$97.1 i : State and Local Government 

!l1i Federal Government 
U Private Business 

• Household 

tOther Government Programs includes Veterans and Defense health spending. public health activities. SCH[P, maternal and child health, and IIOSpital subsidies. 

Notes: Figllrt'S reflect Health Services :Ind Supplies. Not shown: OUt of pocket ($249.4 billion); ocher private. indllding philanthropy ($64.1); and itl-plant industrial 

health setvices ($5.6). 


Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Health care payers 

receive their funds 

from a variety of 

contributors. 

Slate end Local Governments contribute private 
insurance premiums on behalf of government woll<ers; 
the employors' shme of payrotl taxos for Modicsre; 
slaletax ravenuas lorinance ashora of Madicaid; 
and stataand local tax ravenues for county health 
programs, 

Federal Government COlltfibulas private Insurance 
premiums on behalf of government workers; general 
tax revonucstofinan~oasharoofMcdicoidand 
Medicara; and support for other programs, such as 
Veterans and Defense health, 

Private Business contributes employers' share of 
plivatelnsUianceplemiumsolldpoyrolitoKosfor 
Medicare and conlriOOtes to government programs 
through Workers' Compensation end temporary 
disabililyinsurancQ, 

Households contribute to private health insuronce 
through theiremp[oyees' share of private insurance 
premiums end purchaso of individual policy premiums 
($39.7 billionl,Householdscontribute to Medicare via 
payroll tsxesand Pari Bpremiums, 
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Historic Payment Sources 

1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2005 

Notes: Chan reflects national health expenditures (NHE) by source of funds. Some years don't add [0 100 percent due to rounding. The impact of the Medicate 

Prescription Drug Improvement Act of2003 will be reflected in 2006, its year ofimplementation. 


Source: Centers for Medicare and Medicaid Services (CMS), Office of tile Actuary, 
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Over time, the share 

of federal spending 

has increased, most 

dramatically following 

the creation of 

Medicare and Medicaid. 
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Spending Distribution 
by Payer, 2005 
Total Health Spending: $2.0 trillion 

Medicaid 

6.8% 


Note: Other federal indlldes Veterans, Defense. and the State Children's Health Insurance Program (SCHIP). Other state and locallndudes public health activity. state 
hospitals, and Workers' Compensation, Other private includes philantluopy and in-plant industtial health services. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Despite the perception 

that U.S. health care 

is primarily financed 

by the private sector, 

public funds account 

for 45 percent of 

medical spending. 
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Payment Sources 

The public sector 

spends more of its 

dollar on hospital and 

institutional care than 

the private sector. 

Spending Distribution 
Public vs. Private, 2005 
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 Hospital Care •••••••••••••l1li11••••••••••
Physician and Clinical Services ••••••••••111 

Nursing Home ••··.5.o/,.·~·I:•• 

"2%"1 
Dental/Other Professional ••••111 . 

Government Public Health Activities .0.%."••• 

[J Private 
• Public 

14%1 
Prescription Drugs •••• 

Administration 

Home Health Care 

Other Medical Products 

Notes: Figures reflect Health Services and Supplies. Sec the Appendix for details on category breakdowns. including definitions. 

Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary. 
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Spending Distribution 
Out of Pocket vs. Private Insurance, 2005 

Hospital Care 

Physician and Clinical Services ' 

Administration II Private Insurance 

• Out of Pocket 

Prescription Drugs 

Dental/Other Professional 

Nursing Home ••••••••1111 
Home Health Care 

Notes: Figures reflect Health Services and Supplies. Sec the At!pcndix rot de(ails on Clltegory brcakdowllS, including definitions, 

Source; Centers for Medicare and Medicaid Services (eMS), Office of the Actuary, 
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Health Care Costs 101 
Payment Sources 

Private insurance 

spending is 

concentrated in 

hospital, physician 

and clinical services, 

while prescription 

drugs, dental, and 

other professional 

services consume a 

greater share of the 

out-of-pocket dollar. 

Average Annual Growth Rates 
in National Health Spending 

1970 1980 1990 2000 2003 2004 2005 

Notes: Selected rather than continuous years of dua ate shown. Percentage increases are the average annual increase over me prior period shown. 

The 1970 figure represents the average annual incrClle since 1960. 


Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuaty. 
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Growth in health 

spending continues 

to slow. 
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16% 

14% 

National Health Spending 
6.9% 
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, Health Care Costs 101 
Growth Trends 

National health 

spending has been 

increasing at a faster 

pace than inflation. 

Annual Growth Rates 
Spending vs. Inflation 

Increase Over Prior Year 

NEXT » 

Sources: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary; Bureau ofLa.bor Statistics (CPI-D, U.S. city average, annual figures). 
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Cumulative Impact of Growth Rates 

Times More Expensive than in 1970 

20.-------------------------------------------

14~----------------------------------~ 

12~----------------------------__c 

1970 1980 1985 1990 1995 2000 2005 

NHE per Capita 
Health spending in 2005 
was 18.8 times 1970 levels. 

CPI 
Consumer prices in 2005, 

as measured by CPI, were 

5 times 1970 levels. 
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The impact of 

consistently higher 

growth rates in health 

care spending is seen 

in the comparison to 

1970 levels. 
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Annual Growth Rates 
by Health Spending Categories 

20% 

2005 Growth Rates 
- Physician and Clinical Services 
--- Hospitals 
- Prescription Drugs 
•..... , Consumer Price Index 
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3.4% 
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___J' " " 
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5% 

19a5 19a7 19a9 1991 1993 1995 1997 1999 2001 2003 2005 

Health Care Costs 101 
Growth Trends

Growth rates continue 

to moderate, with 

prescription drug 

increases at their lowest 

rates in 20 years. 

Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Prescription Drugs 
by Sources of Payment 
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60% 

50% 
Private 
Insurance 

40% 47%

Public30% __~27% 

Out of Pocket 
25%20% 
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Spending Trends 

A major shift in how 

prescriptions are paid 

for took place over the 

last 20 years. Beginning 

in 2006, Medicare will 

become a major payer 

as well. 

Notes: Sources don't add [0 100 percent due to rounding. The impact of me Medicate Prestriptlon Drug Improvement Act of2003 will be reflected in 2006, its year of 

implementation. 


Source: Centers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Health Care Costs 101 
Spending Trends 

Premium increases 

in California and the 

United States have 

moderated some, 

remaining in the single 

digits for the second 

year in a row, but still 

outpacing growth in 

overall health spending 

per capita. 

Annual Growth 
Private Premiums* vs. National Spending 


20% 
II CA Insurance Premiums 

• U.S. Insurance Premiums 

, ,National Health Spending Per Capita 

15% 

10% 

5% 

0% 
2000 2001 2002 2003 2004 2005 2006 

5.9% 7.5% 8.0% 7.1% 6.2% 5.9% 5.9% 
(projected) 

'Data on premiulll increases reflect the cost of employer-based health insurance covetllge for a family of four as reported by employers. 


Sources: KFF/HRET, Employtr Htdlth Bmpu, 2006 All/mal Survryi CHCF/HSC, ealifornia Employer Htn/th Bnufil1 Sttrvry. 2006. Centers for Medicate & 


Medicaid Services (eMS), Office of the Actuary. 
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Annual Out-of-Pocket Spending 

Per Capita. Share of Total 

$900 45%

40% 

$700 

$600 

$500 

\ \\ 
\ 

35% 

30%

25%

$400 20%

$300 15%

$200 10%

5% 

0% 


1970 1980 1985 1990 1995 2000 2004 2005 


40% 27% 26% 22% 17% 17% 15% 15% 
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Spending Trends 

Although out-of-pocket 

costs for consumers 

continue to rise, they 

have declined as a

share of overall health 

spending.

Notes: Selected rathu thall continuous years of data are shown prior to 2004. Out-of-pocket spending includes direct spending by consumers for all health care 

goods ahd services, such a$ coinsurance, deductibles, and any amounts not covered by insurance. Out-of-pocket premiums paid by individuals are not counted 
here but are counted as part of private health insurance. Out-or-pocket share computed as a percent of Personal Health Care; see appendix for spending detail. 

Source: Ccnlers for Medicare and Medicaid Services (eMS), Office of the Actuary. 
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Health Care Costs 101 
Appendix

Administration includes govetnmont program 
administration ond the not cost of private hoolth 
insurancQ,AdministrAtive costs incurred by providors 
and suppliers, such os hospital and physician Insurance 
billingexpensosormorketingcostsforprascrilltion 
dmgs, are reflected in Ihe seNice categories (hospital, 
physician, and prescriptioll drugs, respectIVely, for 
theseexomples). 

Research reflects dIet of nonprofit or govemment 
entities. Roscarchbycommorcinlontorprisosis 
reflectedintheirspandingcategolies,(I,g.,losearch 
bypharmec8Ulicai manufecturers is included in tho 
$lB9.7 billion spent on prescription drugs in 2005, 

St,uctures and Equipment loflects COllstlUction 
costs for medical ostabltshments,f},g"a new hospital 
wingormedicalorficebuilding,andinvostment 
in capital equipment fotmedical astalllishmllllts, 
e.g., new imaging equipment or hospital beds, 

Category Breakdown 

Government Public Health Activities 

[Investment 

Research 

Distribution Growth! 
2005 ' 2005/2004' 

Source: Centers for Mooicare and Medicaid SClVices (eMS), Office of the Actuary. 
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Data Resources 
CMS Online Resources (as of March 14, 2007) 


Overview of NHE Resources: 

www,cms,hhs,gov/NationaIHealthExpendData/ 


NHE Historical Information 


Tables (PDF format): www,cms,hhs,gov/ 

NationaIHealthExpendData/downloads/tables,pdf 


Data: www,cms,hhs,gov/NationaIHealthExpendData/ 

02_NationaIHealthAccountsHistorical,aspHTopOfPage 


Quick Reference Definitions: www,cms,hhs,gov/ 

NationaIHealthExpendData/downloads/quickref.pdf 


Methodology & Definitions: "National Health 

Expenditures Accounts: Definitions, Sources, and 

Methods Used in the NHEA 2005": www,cms,hhs, 

gov/NationaIHealthExpendOata/downloads/dsm-05,pdf 


Summary of Benchmark Changes: www,cms,hhs,gov/ 

NationaIHealthExpendOata/downloads/benchmark,pdf 


Health Expenditures by Sponsors: Business, 

Household and Government: www,cms,hhs,gov/ 

NationaIHealthExpendOata/06_NationaIHealthAccounts 

BusinessHouseholdGovernmenLaspHTopOfPage 


NHE Projections 


Data (projections & history): 

www,cms,hhs,gov/NationaIHealthExpendData/03_ 

NationalHealthAccountsProjected,aspHTopOfPage 


Tables (PDF format): www,crns,hhs,gov/ 

NationaIHealthExpendOata/downloads/proj2006,pdf 


Methodology: www,cms,hhs,gov/NationaIHealth 
ExpendOata/downloads/projections-methodology,pdf 

Journal Publications Authored by CMS Staff 

Aaron Catlin, Cathy Cowan, Stephen Heffler, 
Benjamin Washington et aL "National Health 
Speeding in 005: The Slowdown Continues." 
Health Affairs, Vol. 26, No, 1 (2007): 142-153, 
www,healthaifairs,org 

John A Poisal, Christopher Truffer, Sheila Smith, 
Andrea Sisko, Cathy Cowan, et aL "Health 
Spending Projections Through 2016: Modest 
Changes Obscure Part D's Impact" Health Affairs, 
Vol. 26, No, 2 (2007): w242-w253, Published online 
February 21, 2007 at www.healthaffairs,org, 

Economic Data 

Consumer Price Index, Bureau of Labor Statistics, 
data,bIs, 9ov/cg i-bin/surveym ost?cu 

Federal Revenues and Outlays, Congressional 
Budget Office, 
www,cbo,gov/budget/historical,pdf 

Organization for Economic Development GECD 
Health Data 2006: Statistics and Indicators for 
30 Countries, October 2006, 
www,oecd,org/document/16/0,2340,en_2649_37407_ 
2085200_1_1_U7407,00,html 

CHCF Resources 

California Employer Health Benefits Survey, 
November 2006, Wv\'W,chcf.org 
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Resources 

GIVE US YOUR FEEDBACK 

Was the information provided in this 

report of value? Are there additional 
kinds of information or data you would 

like to see included in future reports of 
this type? Is there other research in this 

subject area you would like to see? 
We would like to know, 

\'.- ,. ,; .'.. <\ 
"~to ---\ \ \ 

-,.... ~ \ 

_----_.-

Please click here to accesS 

our feedback form, Or visit
www.chcf om/feedback and 
enter Report Code #1157, 
Thank you, 

FOR MORE INFORMATION 

California HealthCare 
Foundation 

476 9th Street 
CALlfllRNIA 

HEAlTHCIIRE 


FnUNI"'ATlON 

Oakland, CA 94607 

510,238,1040

www,chcLorg 
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