
Health Expenditures 
In 2007, $2.24 trillion was spent in the 
United States on health care. Table I con-
tains the health care expenditures in total 
and on a per capita basis for the years 
2000 through 2007 as well as the year- 
over-year rate of increase for each.1 

In addition to the absolute annual rates 
of growth, another metric of concern is 
the percentage health care expenditures 
represent of the gross domestic product 

(GDP). As Table II indicates, spending 
on health care reached 15.9% of GDP in 
2007, up from 13.6% in 2000.2

The aggregate health care expenditures 
include payments for (i) the cost of 
personal health care, (ii) public health 
activities, (iii) the cost of administration 
of care, and (iv) investment in research, 
structures and equipment. Table III 
broadly outlines the dollars in these cat-
egories of expenditures for 2007.3
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Concerns over the rising costs of health coverage and the number of people 

without health insurance have fueled significant debate over ways to control health care 

expenditures while increasing access. These concerns are rooted in the expectation that, 

if uninterrupted, the economic burden to industry and government is unsustainable.

TABLE I:

Health Care Expenditures

Year Per Capita
Total

($ in billions)

2000 $4,789 na $1,353 na

2001 $5,149 7.5% $1,469 8.6%

2002 $5,560 8.0% $1,602 9.0%

2003 $5,967 7.3% $1,735 8.3%

2004 $6,319 5.9% $1,855 6.9%

2005 $6,687 5.8% $1,981 6.8%

2006 $7,062 5.6% $2,113 6.7%

2007 $7,421 5.1% $2,241 6.1%

TABLE II:

Health Care Expenditures (GDP)

Year
GDP

($ in billions)
Health Care
as % of GDP

2000 $9,952 13.6%

2001 $10,286 14.3%

2002 $10,642 15.1%

2003 $11,142 15.6%

2004 $11,868 15.6%

2005 $12,638 15.7%

2006 $13,399 15.8%

2007 $14,078 15.9%

TABLE III: 

Health Care 
Expenditures

($ in billions)

Personal 
Health Care

$ 1,878.3

Gov’t Public 
Health 
Activities

$ 64.1

Administration $155.7

Investment $143.1

              TOTAL: $2,241.2

NB: Numbers in this Brief are approximations. Numbers in tables and charts may not add due to rounding.



For the year 2007, personal health care 
expenditures were $1,878.3 billion or 
83.8% of the total. A description of these 
categories follows.4

Government Public Health Activities: Federal 
($9.7 billion) and State ($54.4 billion) 
public health activity spending totaled 
approximately $64.1 billion in 2007. 
These expenditures facilitated organizing 
and delivering publicly provided health 
services such as epidemiological surveil-
lance, inoculations, immunization and 
vaccination services, disease prevention 
programs, and the operation of public 
health laboratories.

Administration Expenditures: Approxi-
mately $155.7 billion was spent in the 
private and public arenas in 2007 to fund 
administrative costs, the largest portion 

of which ($94.6 billion) was the net cost 
of private health insurance (the differ-
ence between benefits and premiums). 
This number also includes administrative 
expenses of government programs and 
philanthropic organizations.

Investment Expenditures: This category 
includes both research activities ($42.4 
billion) and investment in structures 
and equipment ($100.6 billion). The 
majority of research expenditures are 
publicly funded (National Institutes of 
Health). Approximately $77.3 billion of 
the structures and equipment was funded 
privately. 

Personal Health Care Expenditures: This 
category accounts for the vast majority 
of spending and relates to the facility, 
service and product costs of personal 

health care. Table IV above 
provides the distribution and 
percentage of dollars spent 
in 2007 by personal health 
care category by private and 
public payers.5 Approxi-
mately 75% of private and 
public expenditures were 
concentrated in hospital and 
professional service costs.

Additional detail of the ex-
penditures for public benefi-
ciaries is outlined in Table V.
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TABLE IV: 

PERSONAL Health Care Expenditures, 2007
($ in billions)

  Catergory Private % Public    %

Hospital $312.2 30.4 $384.3 45.2

Professional Services $454.5 44.2 $247.6 29.1

Nursing & Home Health $62.4 6.1 $128.0 15.0

Prescription Drugs $146.6 14.3 $80.8 9.5

Other Medical Products $52.0 5.1 $9.9 1.2

                                                   TOTAL: $1,027.7 100.0 $850.6 100.0

TABLE V: 

PUBLIC PERSONAL Health Care Expenditures, 2007
($ in billions)

  Catergory Medicare
Medicaid & 

SCHIP
Other Fed 
& State6 TOTAL

Hospital $196.2 $124.7 $63.3 $384.3

Professional Services $110.0 $94.4 $40.2 $247.6

Nursing & Home Health $47.0 $75.7 $5.3 $128.0

Prescription Drugs $47.0 $23.1 $10.7 $80.8

Other Medical Products $9.3 $0.1 $0.5 $9.9

                                                    TOTAL: $409.5 $318.0 $120.0 $850.6



Chart I shows the relative ex-
penditures by service type. The 
distribution by payer group for 
service type varies significantly. 

A previous Issue Brief, titled 
Who Has Health Care Coverage in 
the U.S. and From What Source, 
detailed the population served 
by private insurers and public 
insurers. That Brief pointed out 
that approximately 200 million 
people were covered by private 
insurance, while approximately 
41 million were enrolled in Medi-
care, 40 million were enrolled in Medic-
aid and 11 million were Military. Exclud-
ing the overlapping covered persons, the 
aggregate net covered population was 
approximately 253 million people. 

For simplicity, the following Table VI 
ignores the complication of multiple 
coverage and who is the primary or sec-
ondary payer and calculates a per capita 
average using the total covered lives in 
the denominator of each payer group. It 
is worth noting that Medicare and Med-
icaid spend significantly more per capita 
on hospital services than is spent on 
individuals covered by private insurance. 

This point accentuates the importance of 
the hospital payments to the public insur-
ers as an expenditure category.

By comparison, Table VII shows the 
same calculation applied to professional 
services expenditures. These payments 
are more equally distributed per capita 
across private and public payers.

While both private and public payers 
spent three quarters of every personal 
health expenditure dollar on hospitals 
and professional services, the concentra-
tion of public payments for hospital care 
is significant.
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illustratrate the Personal 

Health Expenditures
for 2007.

 
  TABLE VI

Covered Lives
(millions7)

Hospital 
Spending

($ in billions) Per Capita

Private 202.0 $312.2 $1,645.5

Medicare 41.4 $196.2 $4,773.7

Medicaid 39.6 $124.7 $3,148.9

PRIVATE MEDICARE MEDICAID OTHERCHART I

 
  TABLE VII Covered Lives

(millions8)

Professional
Services 

Spending
($ in billions) Per Capita

Private 202.0 $454.5 $2,250.0

Medicare 41.4 $110.0 $2,657.0

Medicaid 39.6 $94.4 $2,383.8



Sources of Funding for 

Health Expenditures 
The funding to pay for the total health 
care expenditures comes from private 
and public sources. The private sources 

include health insurance 
premiums, paid by indi-
viduals or shared between 
employers and employ-
ees, and consumer out-
of- pocket payments. The 
funding sources for public 
beneficiaries come through 
government expenditures, 
primarily Medicare and 
Medicaid. 

The specific sources of 
funding are presented in 
Table VIII. The funding 
sources represent dol-
lars needed to pay for 
total health expenditures 
($2.241 trillion).9

Out of Pocket: Household 
out-of-pocket spending for 
health care ($269 billion) 
consists of direct spending 
by consumers for all health 
care goods and services, 

including deductibles and non-covered 
goods and services not paid by third par-
ties. The out-of-
pocket category 
includes pay-
ments made by 
private as well as 
public beneficia-
ries, but excludes 
premium share 
payments.

Private Health 
Insurance: $775 
billion is the 
amount of 
premium dollars 

paid to private health insurers for health 
coverage. This private insurance premi-
um is a combination of money (i) paid by 
private business ($400 billion) to cover 
their employees, (ii) paid by individuals 
($240 billion) for either their premium 
contribution or the purchase of direct 
coverage or supplemental coverage, and 
(iii) paid by government ($135 billion) 
to cover Federal, State and local govern-
ment workers. 

Other Private Funds: The most widely 
recognized source of other private funds 
is philanthropy.
 
Other Federal: Other federal government 
funding programs ($137.0 billion) include 
Veteran’s Administration, Department of 
Defense and NIH (approximately $100 
billion for all three in 2007). 

Other State and Local: Other state and 
local funding programs ($138.1 billion) 
included workers’ compensation and 
entities that funded public health (ap-
proximately $85 billion).

As the health expenditures rise, so must 
the sources to fund them. Graph I below 
charts relative distribution of expendi-
tures by payer type for the years 1992 to 
2007.10
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TABLE VIII:

Funding Sources of Health 
Care Payments, 2007

($ in billions)

PRIVATE

Out-of-Pocket $268.6

Private Health Insurance $775.0

Other Private Funds $162.0

            Total Private: $1,205.6

PUBLIC

Federal

Medicare $431.2

Medicaid $186.1

Other Federal $137.0

Subtotal $754.4

State and Local

Medicaid $143.3

Other State/Local $138.1

Subtotal $281.3

              Total PUBLIC: $1,035.7

       Total PRIVATE        
           PLUS PUBLIC:

$2,241.2
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Table IX presents the compound 
annual growth of total health 
expenditures over the period of ap-
proximately 6.7%. The component 
payer growth rates do not appear to 
differ dramatically, but an annual 
difference of about 1.6% explains 
why public spending continues to 
be responsible for more and more 
of overall spending.

The Distribution of the 

Cost of Health Care

Concerns over the amount of money 
being spent on health care derive from 
the perceived economic burden of health 
costs on various constituents from em-
ployer to consumer. It may not, however, 
be the aggregate dollars being spent 
on this particular industry sector which 
underlies the concern. Rather, it is the 
relative burden imposed by virtue of:

(i) The increasing size and proportion of 
government health program payments, 
accentuated by (a) rising share of the 
available tax dollars and (b) the aging 
population; and 

(ii) The increasing share of private health 
care costs as a percentage of business ex-

penses. This private share appears to be 
exacerbated by (a) the low payment rates 
of public payers and (b) the absorption 
of uninsured and underinsured persons’ 
bad debt.

A distribution of the expenditures by 
State and Local Governments, the 
Federal Government and the Private 
sectors is show in Graph II below. As is 
evident, the percentage of total spending 
on health represented by government 
payments has increased substantially 
over this period. As the United States 
continues to shift to an older, non-
working population, funding the increase 
in public sector spending is falling on 
relatively fewer tax-paying individuals 
and on companies.11

Total federal payments as % of federal spend-
ing: For the periods 1993 through 2007, 
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  TABLE IX
Annual Compound Rate 

of Growth of Health 
Expenditures, 1992-2007

Private 6.3%

Medicare 8.0%

Medicaid 7.9%

                        TOTAL: 6.7%
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Table X shows 
that federal public 
health expenditures 
(excluding State 
Medicaid payments) 
have risen as a 
percentage of total 

federal expenditures and now represents 
over one quarter of all federal spending12. 
Although relative growth has been mod-
est over this period, the data show that 
health care is consuming a greater share 
of federal money.

Shift of taxpaying population: As the 
population of the United States continues 
to age, people receiving benefits from 
both Medicare and Social Security will 
increase from 12.6% of the population 
in 2007 to a projected 16.1% in 202013 
(Table XI). This aging trend will not only 
increase the payments from these pro-
grams but also diminish the tax base due 
to retirements exceeding new workers. 

The cost shift of the uninsured and public 
programs: Private health care bears the 
burden of two unique influences: it 
absorbs the unreimbursed cost of serving 
the uninsured and underinsured and it 
subsidizes the providers (primarily hospi-
tals) who must “make-up” for low public 
reimbursement rates. Graph III below 
charts the individual and aggregate im-
pacts on private payers by virtue of the 
reimbursement differentials of Medicare 
and Medicaid and the burden of the 
unreimbursed costs of the uninsured and 
underinsured.14

The changes in private health insurance pay-
ments: In 2008 there were approximately 
116 million people employed in the 
private sector (excluding self-employed); 
80% of these were full-time employees. 
Data from the Medical Expenditure 
Panel Survey15 regarding employee 
health coverage premiums for the years 
2000 and 2008 is presented in Table 
XII below (2007 was unavailable). The 
data details the total premium and the 
amounts paid by either the employer or 
employee for single or family coverage. 
This data excludes deductible (estimated 
2008 annual $889 per single plan and 
$1,656 for family plan), co-pays and out-
of-pocket payments made by the em-
ployee or covered beneficiaries relating 
to their care. 

During this time a greater percentage of 
the total premium has been shifted to 
the employee. For example, the em-
ployee bore 13.6% and 18.6% of the total 
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TABLE X ($ in billions) 1993 2000 2007

Total Federal Expenditures $1,409.5 $1,789.2 $2,728.9

Federal Public Health 
Expenditures

$279.4 $417.7 $754.4

% Health of Total Federal 
Expenditures

19.8% 23.3% 27.6%

TABLE XI
(mid-year; in millions)

2000 2007 2020

Actual/Projected 
Population

281.4 301.6 341.4

Population 65 
or Older

35.0 37.9 54.8

% 65 or Older 12.4% 12.6% 16.1%
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TABLE XII

  2000 Total Employer Employee

SINGLE $3,042 $2,628 $414

FAMILY $6,931 $5,645 $1,286

2008

SINGLE $4,386 $3,504 $882

FAMILY $12,298 $8,904 $3,394

PREMIUM DISTRIBUTION



premium for single and family cover-
age respectively in 2000. By 2008, these 
percentages grew to 20.1% and 27.6%. 
See Table XIII.

Table XIV shows the long term com-
pound annual growth rate for each of 
the employer’s and employee’s premium 
portion. This demonstrates that the 
percentage increase for the employee has 
outpaced the percentage increase for the 
employer. The employees are bearing 
more of the rising premium than em-
ployers.

Increased health care expenditures 
are impacting many areas of the US 
economy and government. Demograph-
ics, technology innovation, utilization, 
provider payment rates, and other factors 
continue to drive increasingly higher 
amounts of spending. The pressure on 

state and federal governments to spend a 
greater portion of revenues on the pub-
licly insured reduces their ability to fund 
other programs and projects and forces 
them to increase the tax burden on 
businesses and individuals alike. Private 
insurers must continue to seek positive 
operating margins by increasing the 
premiums they charge companies and 
individuals to cover not only inherent 
cost rises but cost shifted to them. And 
companies seek to shift the burden of the 
increased cost of health coverage to the 
employee.  
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“The pressure on state and federal govern-

ments to spend a greater portion of revenues 

on the publicly insured reduces their ability 

to fund other programs and projects and 

forces them to increase the tax burden on 

businesses and individuals alike.”

TABLE XIII

  2000 Total Employer Employee

SINGLE 100% 86.4% 13.6%

FAMILY 100% 81.4% 18.6%

2008

SINGLE 100% 79.9% 20.1%

FAMILY 100% 72.4% 27.6%

% PREMIUM PAID BY
EMPLOYER AND EMPLOYEE

TABLE
XIV
  
2000 to
2008 Total Employer % Employee %

SINGLE 4.68% 3.66% 9.90%

FAMILY 7.43% 5.86% 12.89%

8 YEAR COMPOUND ANNUAL 
GROWTH RATE OF TOTAL,

EMPLOYER AND EMPLOYEE 
PREMIUM DOLLARS
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1 National Health Expenditures. Centers for 

Medicare and Medicaid;  Table 1, 

http://www.cms.hhs.gov/NationalHealth

ExpendData/downloads/tables.pdf

2 Bureau of Economic Analysis; http://www.

bea.gov/national/Index.htm

3 National Health Expenditures. Centers for 

Medicare and Medicaid;  Table 2, 

http://www.cms.hhs.gov/NationalHealth

ExpendData/downloads/tables.pdf

4 National Health Expenditures. Centers for 

Medicare and Medicaid;  Table 4, 

http://www.cms.hhs.gov/NationalHealth

ExpendData/downloads/tables.pdf

5 Excludes Government Administrative, Net 

Cost of Private Insurance ($155.7 million), 

Government Public Health Activities ($64.1 

million) and Research and Structures and 

Equipment spending ($143.1 million)

6 Included Workers’ Compensation, Depart-

ment of Defense, Veterans’ Administration, 

and other

7 Ignores the Combination Coverage

8 Ignores the Combination Coverage

9 National Health Expenditures. Centers for 

Medicare and Medicaid;  Table 3, 

http://www.cms.hhs.gov/NationalHealth

ExpendData/downloads/tables.pdf

10 Centers for Medicare and Medicaid; http://

www.cms.hhs.gov/NationalHealthExpend

Data/02_NationalHealthAccountsHistorical.

asp

11 Centers for Medicare and Medicaid; http://

www.cms.hhs.gov/NationalHealthExpend

Data/02_NationalHealthAccountsHistorical.

asp

12 Includes total federal spending; excludes all 

state and local (including state Medicaid pay-

ments): http://www.cbo.gov/ftpdocs/100xx/

doc10014/March2009_HistoricalTables.pdf

13 Administration of Aging; http://www.aoa.

gov/AoARoot/Aging_Statistics/index.aspx 

14 Family USA Foundation, the American 

Hospital Association and Pricewaterhouse

Coopers

15 http://www.meps.ahrq.gov/mepsweb/

survey_comp/Insurance.jsp selected tables; 

also Table I.G.3(2008) Employer cost distri-

butions (in dollars) for employees enrolled in 

single and family coverage.

End Notes

http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.bea.gov/national/Index.htm
http://www.bea.gov/national/Index.htm
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealth ExpendData/downloads/tables.pdf
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cms.hhs.gov/NationalHealthExpend Data/02_NationalHealthAccountsHistorical.asp
http://www.cbo.gov/ftpdocs/100xx/doc10014/March2009_HistoricalTables.pdf
http://www.cbo.gov/ftpdocs/100xx/doc10014/March2009_HistoricalTables.pdf
http://www.aoa.gov/AoARoot/Aging_Statistics/index.aspx
http://www.aoa.gov/AoARoot/Aging_Statistics/index.aspx
http://www.meps.ahrq.gov/mepsweb/ survey_comp/Insurance.jsp
http://www.meps.ahrq.gov/mepsweb/ survey_comp/Insurance.jsp


Vita Advisors, LLC | 10400 Viking Drive | Suite 150 | Minneapolis, MN 55344

contact@vitaadvisors.com | 952 942 3377 | vitaadvisors.com

ABOUT VITA ADVISORS, LLC: VITA Advisors is a research-based 
merger & acquisition and strategic advisory firm serving the health care industry. 
The VITA founders have significant industry experience and relationships and 
have earned reputations for success with integrity.


