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By Sherry Glied, Stephanie Ma, and Claudia Solis-Roman

Where The Money Goes: The
Evolving Expenses Of The US
Health Care System

ABSTRACT National health care expenditures constitute revenue to the
health care system. However, little is known about how this revenue is
distributed across sectors. This article calculates revenues and detailed
expenditures for physicians’ offices, hospitals, and outpatient care centers
in 1997, 2002, 2007, and 2012, using a range of Census Bureau and
Bureau of Labor Statistics sources. Between 1997 and 2012, spending on
these three sectors rose by $580 billion, and employment rose by
1.7 million people. Just under half of all 2012 revenues were spent on
labor compensation. The labor compensation share of spending declined
slightly; within these sectors, the share of compensation paid to
physicians and nurses increased. Although employment of
nonprofessional labor grew during the study period, this group did not
account for much of the sector’s increased spending. The plurality of the
1997–2012 spending increase went to producers of purchased materials
and services, which now account for more than one-third of payments.

H
ealth expenditures have been
rising faster than the general
rate of US inflation for many
years. As Uwe Reinhardt has
pointed out, however, “Every

dollar of health care expenditures is someone’s
health care income.”1 Spending is tracked rou-
tinely, but much less is known about where the
money goes. In this article we decompose spend-
ing in three categories—hospital, physician, and
outpatient—to provide a sense of who collects
the revenue and how the shares received have
changed over time. This analysis reveals that
purchases of medical services and increased
compensation of highly skilled professionals ac-
counted for the plurality of spending growth in
the time period we examined.

Background
US health expenditures increased from $1.5 tril-
lion in 1997 to $2.8 trillion in 2012—an increase

of 4 percentage points in the health care sector’s
share of gross domestic product (GDP).2,3 In
2015nearly oneof every six dollars of production
in theUS economy (17.5 percent) occurred in the
health care sector.3 Consistent with that figure,
over one in seven Americanworkers is employed
in the health care sector.4

A second important source of information
abouthealth spending is theBureauofEconomic
Analysis (BEA) GDP Input-Output and National
Income and Product Accounts. The BEA aggre-
gates and reports input-output data for hospi-
tals, ambulatory health care services, and nurs-
ing and residential care facilities. However, the
BEA’s estimates exclude public entities, such as
state and local hospitals, that are included in this
study and in theNHEA.5,6 TheBEAadjusts data to
balance accounts across the national economy
and ensures that the same good or service is
not double-counted when it is initially produced
and when it is used to produce another good or
service.7 Jeffrey Werling and coauthors pub-

doi: 10.1377/hlthaff.2015.1356
HEALTH AFFAIRS 35,
NO. 7 (2016): 1197–1203
©2016 Project HOPE—
The People-to-People Health
Foundation, Inc.

Sherry Glied (sherry.glied@
nyu.edu) is a professor at and
dean of the Wagner Graduate
School of Public Service, New
York University, in New York
City.

Stephanie Ma is a junior
research scientist at the
Wagner Graduate School of
Public Service, New York
University.

Claudia Solis-Roman is a
junior research scientist at
the Wagner Graduate School
of Public Service, New York
University.

July 2016 35 :7 Health Affairs 1197

Health Care Spending

 on July 21, 2016 by H
W

 T
eam

H
ealth A

ffairs
 by 

http://content.healthaffairs.org/
D

ow
nloaded from

 

http://content.healthaffairs.org/


lished a study describing the supply side of the
health care sector in 1998 and 2012 using the
BEA’s input-output methodology. They used the
BEA accounts to compare health care spending
to the rest of the economy using standardized
input and output groupings.4

Prior research has shown that the BEA and
NHEA data are relatively close to each other in
their estimates of total national health spending
in a given year; they differ in their estimates of
spending by subcategory.6 Reconciliation stud-
ies generally do not disaggregate to specific pro-
vider settings or compensation categories.4,6

In addition to efforts to reconcile accounts,
there has been considerable research on admin-
istrative employment and expenditures in the
sector.8–11 A further strand of research has exam-
ined patterns of employment within the health
care sector, including recent work relating these
patterns to health care expenditures.12–15

Study Data And Methods
Our purpose in this article is to describe the
recipients of health services delivery revenue—
revenue associated with physicians’ offices, hos-
pitals, and outpatient care centers—in a way that
describes the allocationof spending in thehealth
care sector and is relevant to health care policy
decisions. This goal requires somewhat different
accounting than prior studies have used. It
means, for example, separating health care pro-
fessionals from less skilled employees; distin-
guishingmedical supplies from other purchased
materials; separating physicians’ offices from
outpatient surgical and diagnostic centers; and
including as revenue funds received by hospitals
that are then used to build new structures.
To this end, we analyzed detailed source data

from the Bureau of Labor Statistics and the Eco-
nomic Census, conducted in 1997, 2002, 2007,
and 2012 (years of the release of Economic
Census benchmark industry data) and from
theEconomicCensus’s annual industry accounts
(Service Annual Survey [SAS] 2007–12 and Busi-
ness Expenses Survey [BES] 1997–2002).
We aggregated these data into our three sector

categories using the North American Industry
Classification System (NAICS) and the Standard
Industrial Classification System (SIC; see the on-
line Appendix).16 Although these are the same
sources used by the BEA in its analyses, we did
not adjust these data to fit into the BEA’s stan-
dardized categories, and we did not calibrate the
survey responses to national aggregates as the
BEA does. For example, intermediate spending
for materials and purchased services in the BEA
KLEMS accounts17 does not align with our cate-
gories of intermediate spending because we

treated responses of “other” as a distinct catego-
ry, instead of allocating this spending to stan-
dard categories as the BEA does.While we used
internally consistent methods across the period
and industries in our study, our figures do not
entirely correspond to prior work because of
these differences in classification.
All figures are reported in constant 2012 dol-

lars using theGDPPrice Index.18 Appendix 1 pro-
vides details of our methodology.16

Total Revenue Total revenue figures for the
three sectors were derived from the Economic
Census. These estimates are close to the NHEA’s
personal health care expenditure categories.
Intermediate Costs Data on intermediate

costs (the total monetary value of goods and
services consumed or used up as inputs in pro-
duction by enterprises) were obtained from the
SAS and BES of the Economic Census. These
sources provide line-item estimates of interme-
diate costs, including medical supplies, pur-
chased services, and depreciation and amortiza-
tion, as well as all other operating expenses.
Labor Costs Total labor costs include the sum

of expenses on wages, benefits, and contract la-
bor.We used the Occupational Employment Sta-
tistics (OES) from theBLS to calculate total wage
expenses by industry andbyoccupation, because
these data are more disaggregated than those in
the SAS. The OES survey collects data on wage
and salary workers but not self-employed work-
ers.19 We lacked data on self-employment earn-
ings, butprior research indicates that these earn-
ings account for less than 2.5 percent of
employee compensation in the health sector.
The share of physicians who report self-employ-
ment income—the most common self-employed
group in our study—fell from 13 percent in 1997
to 8 percent in 2012.20 Total wage expense is
calculated for each industry by multiplying the
number of employees by the average annual
earnings (not including benefits) of each occu-
pational group. Contract labor costs and employ-
er costs for fringe benefits were obtained from
the BES and SAS. To estimate benefit plus wage
compensation, benefits for each industry (taken
from the BES and SAS) were allocated in propor-
tion to wages reported by the BLS.
Capital Expenses Total capital expenses (in-

cluding structures and equipment) by industry
were taken from the Census Bureau’s Annual
Capital Expenditure Survey.
Tax Expenses The SAS and BES surveys col-

lect data on governmental taxes and licenses fees
paid by establishments. This does not include
any income taxes or sales or excise taxes collect-
ed from customers.21,22

Total Expenses And Surplus We calculated
total expenses by summing expenses drawn
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from the SAS and BES and our computed labor
costs from the OES (in place of the SAS/BES
compensation figure). Surplus, which may also
include accounting differences not otherwise
captured, was calculated by subtracting total ex-
penses from total revenue for each of the three
sectors for each industry. We did not include
capital expenses from the Annual Capital Expen-
diture Survey in our total expense calculations;
therefore, funds subsequently spent on capital
were included as part of our surplus estimates.
Surplus may be returned to shareholders, com-
pensate self-employed clinicians, be distributed
as community benefits by nonprofits, or be re-
invested in capital projects.

Study Results
Distribution Of Health System Revenues In
2012, personal health consumption expendi-
tureswere $2,336billion, or84percent of overall
US health expenditures—a large portion of the
revenue of the broader health care sector.23 This
article provides a detailed decomposition of
$1,377 billion of these expenditures (hospital
care, physician and clinical services, and out-
patient services; see Appendix Exhibit 1).16 To-
gether, these three sectors account for a steady
share of US health expenditures (about half of
the total) since 1997.
In 2012, revenues exceeded expenses by

10.2 percent across the three sectors overall (Ex-
hibit 1). Half of all revenue was paid to workers,
consistent with previous findings (Exhibit 2).15

Major occupational groups in the health care
workforce include physicians and nurses; other
health care practitioners and support staff; and
management, administration, and information
technology (IT) staff. Nearly half (46.5 percent)
of all labor compensation going to these three
industry groups, or 23.1 percent of total sector
revenue, paid the wages and benefits of physi-
cians and nurses (Exhibit 2). Other health care
practitioners and support staff accounted for
11.7 percent of total sector revenue in2012,while
other employees, including those in administra-
tion andmanagement and IT, as well as contract
labor, together accounted for 14.9 percent of
total sector revenue (Exhibit 2). The next-largest
class of recipients of revenue was made up by
producers of intermediate goods and services.
Over 35 percent of total revenue ($492 billion)
went toward these purchases (Exhibit 2).
Intermediate costs were divided roughly

equally among medical supplies, services pur-
chased externally, and other operating costs
(33.4 percent, 30.3 percent, and 30.8 percent,
respectively). About 36.7 percent of purchased
service costs was spent on professional and tech-

nical services, including accounting, legal, and
engineering services. Five percent of total reve-
nue was spent on capital investments (figures in
this paragraph were computed from Appendix
Exhibit 1).16

Comparing across the three subsectors stud-
ied, almost half of hospital revenue (48.8 per-
cent) was paid as labor compensation; patterns
for outpatient care centers were similar
(47.4 percent) (see Appendix Exhibit 1).16 Physi-
cians’ offices were somewhat more labor-inten-
sive than hospitals, though: 52.5 percent of the
revenue they received was paid to employees.16

This is likely to be an underestimate because we
did not account for self-employment income.
Hospitals spent 37.6 percent of revenue on in-
termediate expenses, while physicians’ offices
and outpatient centers spent somewhat smaller
shares of revenue (31.8percent and35.7percent,
respectively) (see Appendix Exhibit 2).16

Trends In Industry Revenue And Expendi-
tures Since 1997 From 1997 to 2012, total rev-
enues (in constant 2012 dollars) across the three
sectors overall rose from $797 billion to
$1,377 billion (Exhibit 1, Appendix Exhibit 1).16

From2002 to 2012, total expenses of physicians’
offices and hospitals increased at a slightly lower
rate than revenues. By contrast, growth in total
expenses exceeded that of revenues inoutpatient

Exhibit 1

Growth in revenues and expenses, and surpluses, in the health sector and three subsectors,
selected years 1997–2012

SOURCE Authors’ analysis of data from the following sources: Economic Census, Business Expenses
Survey (BES) 1997–2002 and Service Annual Survey (SAS) 2007–12; Bureau of Labor Statistics,
Occupational Employment Statistics; and Bureau of the Census, Annual Capital Expenditure Survey.
NOTES Dollar figures are in billions of constant 2012 dollars. Total revenue growth from 1997 to
2012 for the overall sector was 72.8 percent. Shaded areas represent surplus overall and for each
subsector.
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care centers over this period (Exhibit 1, Appen-
dix Exhibit 1).16 Surplus as a share of revenues
rose slightly and steadily over time for physi-
cians’ offices.24 For hospitals, it fell by seven per-
centage points between 1997 and 2002, as the
effects of the Balanced Budget Act took effect,
and it rose slightly from 2007 to 2012, despite
the recession. Surpluswasmuchmore volatile in
outpatient care centers. Revenues exceeded ex-
penses in this sector by 32.7 percent in 1997,
after a period of rapid growth during the
1990s; by 2007, revenues were 13.1 percent
higher thanexpenses, aligningmore closelywith
hospitals and physicians’ offices (Exhibit 1).
Across the three sectors combined, surplus as
a share of revenue dropped by 6 percentage
points between 1997 and 2002, increased by 2
percentage points between 2002 and 2007, and

increased by 0.2 percentage points between
2007 and 2012 (Exhibit 1; Appendix Exhibit 1).16

Intermediate Costs The most rapidly grow-
ing component of expenses (118.3 percent
growth) across the three sectors was intermedi-
ate costs for goods and services, which grew
much faster than revenue, total expenses, and
total compensation from 1997 to 2012, with
growth most rapid in the earlier 1997–2002 pe-
riod (Exhibit 2; Appendix Exhibit 1). In 1997,
intermediate costs for goods and services ac-
counted for 28.3 percent of revenues across
these three sectors; by 2012, 35.7 percent of total
revenue went to these purchases (Exhibit 2).
Over the 2002–12 period (where intermediate
costs can bedecomposed further), themaindriv-
er of this growth was expenses for purchased
materials (Appendix Exhibit 1).16,25 From 2007
to 2012, where this materials breakdown can be
further decomposed, spending for medical sup-
plies increased somewhatmore rapidly than that
for other supplies (Appendix Exhibit 1).
Labor Compensation The increase in spend-

ing on intermediate goods and services was
offset by a slight decline in the share of industry
revenue devoted to labor compensation, which
fell from 53.2 percent to 49.8 percent for the
three labor categories combined (Exhibit 2).
It declined most sharply in hospitals (from
54.1 percent to 48.8 percent; see Appendix Ex-
hibit 1).16 Compensation lagged revenue growth
during both the 1997–2002 years and the 2002–
07 boom years, then grew slightly faster than
revenue in the 2007–12 recession years (Appen-
dix Exhibit 1).16 Although growth in labor ex-
penses was slower than growth in total revenue
across the three health subsectors, growth in
both employment and earnings greatly outpaced
economywide averages (Exhibits 3 and 4). Infla-
tion-adjusted total compensation across the sub-
sectors grew by 61.8 percent from 1997 to 2012
(computed from Appendix Exhibit 1).16

We further decomposed compensation into
employment and earnings growth for select oc-
cupational groups (Exhibits 3 and 4). Total em-
ployment across the three health subsectors rose
by 1.7 million people from 1997 to 2012, a
24.5 percent increase—much greater than the
11.3 percent increase in employment across the
overall economy during this period (Exhibit 3).
The average annual earnings for health care
workers rose from about $46,600 to $59,800
from 1997 to 2012, an increase of 28.3 percent—
nearly double the 14.9 percent increase in aver-
age earnings across the economy (Exhibit 4).
The highly skilled share of the health care sec-

tor workforce grew over time. In 1997 one in
every 17.8 people working in the three health
subsectors was a physician; this ratio rose to

Exhibit 2

Change in the distribution of components of inflation-adjusted health care revenues, 1997
to 2012

SOURCE Authors’ analysis of data from the following sources: Economic Census, Business Expenses
Survey (BES) 1997–2002 and Service Annual Survey (SAS) 2007–12; Bureau of Labor Statistics,
Occupational Employment Statistics; and Bureau of the Census, Annual Capital Expenditure Survey.
NOTES Dollar figures are in billions of constant 2012 dollars. See Exhibit 1 for estimates of surplus,
purchased goods and services, and general compensation in 1997, 2002, 2007, and 2012. See Ex-
hibit 4 for earnings growth by health-sector occupation between 1997 and 2012. Components do not
add up to total revenue because depreciation and taxes (3.8 percent of revenue in 1997 and 4.2 per-
cent of revenue in 2012) are not shown. IT is information technology.
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one in 16.6 by 2012, as the number of employed
physicians grew by nearly one-third—faster than
the sectorwide employment growth rate of
24.5 percent (Exhibit 3). Inflation-adjusted
earnings growth for physicians also outpaced
both the overall health care sector and the econ-
omywide averages, rising by 35.3 percent during
this period (Exhibit 4). A small part of this
growth may reflect a shift from self-employment
income (not included in our compensation to-
tals) to wage and salary compensation. Nursing
employment, which began the period as a large
share of total employment, also grew rapidly
across the three sectors (33.2 percent)—three
times as rapidly as the 11.3 percent rate of overall
US employment (Exhibit 3). Nurses’ average in-
flation-adjusted earnings increased by 30.6 per-
cent over this period (Exhibit 4). Combining
employment growth and earnings plus benefits
growth, the share of total revenue in this sector
paid to physician and nurses grew by 80.5 per-
cent from 1997 to 2012 (Exhibit 2).
Employment of other health care practitioners

(excludinghealth care support), suchas lab tech-
nologists, technicians, and therapists, grew by
nearly 50 percent from 1997 to 2012—nearly five
times the 11.3 percent growth rate in the overall
economy (Exhibit 3). The inflation-adjusted av-
erage earnings of this group, however, grewonly
slightly, and much more slowly (6.3 percent)
than both the average across the three health
subsectors (28.3 percent) and the economywide
average (14.9 percent) (Exhibit 4). This slow
earnings growth offset the rapid growth in em-
ployment, so that the share of industry compen-
sation paid to this group scarcely changed over
the period (data not shown).
The most rapid increase in employment oc-

curred across health care support occupations,
which includes aides and other assistants. This
group increased by 53.1 percent (Exhibit 3).
Growth was particularly strong in physicians’
offices, where health care support employment
more than doubled during this period. The infla-
tion-adjustedwages of this group (16.2 percent),
however, grew more slowly than the health care
industry average (28.3 percent) (Exhibit 4). The
rapid rise in employment thus had only a small
effect on the share of total sector compensation
paid to this group (not shown).
The share of employment in the health care

industry consisting of IT positions, not includ-
ing health technician occupations, was very
small in 1997buthasbeengrowing.Employment
in IT grew by nearly 37,500 new positions—an
increase of 67.0 percent from 1997 to 2012. This
growth greatly outpaced the 24.5 percent in-
crease in employment in the health care sector
overall (Exhibit 3). Average earnings of those in

IT rose just 12.9 percent over this period (Exhib-
it 4). Earnings increased most rapidly for those
in IT occupations employed in outpatient care
centers (not shown).
The number of administrative andmanagerial

Exhibit 3

Change in employment for selected health-sector occupational groups from 1997 to 2012

SOURCE Authors’ analysis of data from the Bureau of Labor Statistics, Occupational Employment
Statistics. NOTES Column widths for occupations reflect the numbers employed in 1997. Workforce
sizes for 2012 are provided in the online Appendix; see Note 16 in text. For the sake of comparison,
employment growth from 1997 to 2012 in the health care sector overall was 24.5 percent; for the
economy at large, it was 11.3 percent. Health care sector categories are from the North American
Industry Classification System (NAICS). IT is information technology.

Exhibit 4

Growth in earnings for health-sector occupational groups from 1997 to 2012

SOURCE Authors’ analysis of data from the Bureau of Labor Statistics, Occupational Employment
Statistics. NOTES Column widths for occupations reflect the numbers employed in 1997. Workforce
sizes for 2012 are provided in the online Appendix; see Note 16 in text. For the sake of comparison,
inflation-adjusted earnings growth from 1997 to 2012 in the health care sector overall was 28.3 per-
cent; for the economy at large, it was 14.9 percent. Earnings exclude benefit compensation. Health
care sector categories are from the North American Industry Classification System (NAICS). IT is
information technology.
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positions across the three sectors grew much
more slowly (13.4 percent) than overall health
careemploymentover thisperiod(24.5percent),
such that theadministrative shareof total health-
sector employment declined. Average annual
earningsof administrative andmanagerialwork-
ers in health care also grew more slowly
(25.5 percent) than the sector average (28.3 per-
cent), althoughmore quickly than economywide
earnings (14.9 percent) (Exhibit 4). As a conse-
quence, the share of total health care compensa-
tion paid to administrative and managerial oc-
cupations declined during this period. One
possible explanation for the slower growth rate
is the outsourcing of administrative services.
However, over the 2002–12 period (years for
which data are available), spending on pur-
chased (outsourced) services overall grew only
at about the same the rate as total compensation,
which suggests that no substantial shift in such
services occurred during this period.

Discussion
Effectively controlling health care costs requires
an understanding of how and where costs have
grown. Our results suggest that regulatory and
market changes, economywide trends, and
changes in technology have all influenced where
the money in the health sector goes. During
1997–2012, health care providers managed de-
clining reimbursement from public payers
alongside heightened scrutiny and more inten-
sive negotiations by private payers over reim-
bursements.26 Our results show that these forces
have had differential impacts across the sector
and over time. Targeted regulatory changes like
the Balanced Budget Act have had direct effects
on provider surpluses.27 Hospitals were hit hard
by the Balanced Budget Act in the early 2000s;
outpatient centers did not generate nearly as
much surplus in the 2000s as they did in the late
1990s. But providers seem to have been able to
adjust expenses to address broader, longer-term
trends. During the 2007–12 recession, when de-
mand for services slowed, overall revenue
growth across the sectors moderated, with rev-
enues growing only at about two-thirds the pace
they had between 2002 and 2007, but growth in
expenses also declined. As a consequence, for
each group of providers we studied, the percent-
age surplus of revenues over expenses was al-
most identical in 2012 to its 2007 level.
Health care delivery is a labor-intensive sector,

and labor compensation remains the single larg-
est contributor to costs. However, the labor com-
pensation share has declined slightly since 1997,
and the decline is not due to a shift toward out-
sourcing of services. Instead, there appear to be

at least a few opportunities for substituting capi-
tal for labor in the health care sector, at least for
administrative and managerial tasks, where em-
ployment (and, to a lesser extent, earnings) grew
disproportionately slowly over this period.
Across the sector as a whole, employment none-
theless grew robustly throughout this fifteen-
year period—much faster than the economy-
wide average. However, earnings trends varied
substantially across occupations. Low-skill
workers in health care, for whom substitutes
canbe found elsewhere in the economy, sawonly
modest growth in compensation. By contrast,
highly skilled groups with competencies that
are specific to the health care sector saw much
more rapid growth. Health professional groups
registered exceptional increases in inflation-
adjusted compensation.20 The compensation of
physicians and nurses alone, which accounted
for 42 percent of total sector labor compensation
across the sectors and 1.24 percent of overall US
GDP in 1997, rose to 46 percent of total labor
compensation and 1.56 percent of GDP by 2012.
This group’s rising share in thehealth care sector
suggests that, overall, technological changes in
the sector to date have favored, rather than
substituted for, those with high skills.
The critical impact of technological change on

health care costs can also be seen in the biggest
beneficiaries of health sector growth: manufac-
turers of purchasedmaterials, includingmedical
and nonmedical supplies. Purchased materials
now account for about one-seventh of sector rev-
enues. These supplies may include health care–
specific goods, such as pharmaceuticals and de-
vices; other sophisticated equipment, such as IT
systems; or routine medical-specific or general
goods. For most of the sector, apart from admin-
istration and management, purchased materials
appear to largely complement labor inputs.

Conclusion
The findings of our study were constructed by
pooling multiple data sources.We selected data
sources that would allow for a study of disaggre-
gated trends, and we adjusted for changes in
surveymethodologies and definitions over time.
The need to aggregate information across multi-
pledata sources topaint a completepictureof the
US health care system calls attention to the need
for more routine collection of information on
revenue and costs in the industry, building on
the efforts of theGDP Input-Output andNational
Income and Product Accounts from the Bureau
of Economic Analysis, which provide some, but
not all, of this information.4,28

Changes in the health care sector—including
the development of newdelivery systems and the
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introduction of new technologies—are likely to
alterwhere themoney in the sector goes andwho
receives howmuchof it in the future.Monitoring

these aggregates therefore serves as a useful cor-
ollary to studies of specific reforms and a neces-
sary element in sensible policy design. ▪
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