
HowMuchMedical Care Do
The Uninsured Use, AndWho
Pays For It?
A large amount of money from existing government sources is
potentially available to finance expanded insurance coverage.

by Jack Hadley and John Holahan

ABSTRACT: With the number of uninsured people exceeding forty-one million in 2001, in-
suring the uninsured is again a major policy issue. This analysis establishes benchmarks
for the inevitable debate over the cost of expanding coverage: How much is being spent on
care for the uninsured, and where does the money come from? This information is essen-
tial for assessing how much new money will be required for expanded coverage, how much
can be reallocated from existing sources, and how a new financing system would redistrib-
ute the burden of subsidizing care for the uninsured from private to public sources.

H
ow much medical care do the uninsured use, and who pays for that
care? How much do the uninsured pay for their own care? How much is
“uncompensated” care provided by hospitals, clinics, and physicians?1

What sources of funds do medical care providers use to cover the costs of uncom-
pensated care, and, in particular, how much comes from governments?

These are critical questions in the debate over extending health insurance cov-
erage to the uninsured, because it is important to distinguish real increases in
costs resulting from expanded insurance coverage from transfers of existing costs
from one financing source to another. Real increases occur because having insur-
ance increases the amount of care used by the uninsured. Cost transfers, on the
other hand, represent shifts from those who currently pay for the care received by
the uninsured to those who would pay if coverage were expanded.

By estimating how much medical care the uninsured use and who pays for it,
this analysis seeks to determine the resources that are already in the medical care
system and potentially available to help pay for expanded insurance coverage.
Knowing the existing sources of payment for care will help policymakers identify
where some of the money for new coverage could come from.

Estimating the total new costs that would be induced by expanded insurance
and the sources of financing is also critically important to the debate, but such es-
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timates exceed the scope of this analysis. Also, we do not address “crowding out,”
the substitution of public insurance for private insurance by people who now have
private coverage. If large numbers of people switched from private coverage to a
subsidized public insurance program, then the costs showing up on the govern-
ment’s side of the ledger would be much higher, although there would be an offset-
ting reduction in private payments for medical care.

Study Data And Methods
We use two independent approaches to estimate the costs and sources of pay-

ment for care used by the uninsured, because no single data source provides com-
plete, unambiguous, and precise information.2 One approach uses household sur-
vey data collected by the Medical Expenditure Panel Survey (MEPS).3 MEPS is
the best available household survey for our purposes because it obtains informa-
tion on services used from household respondents and then contacts providers to
identify amounts and sources of payment for the respondents’ care. We pooled
data from 1996, 1997, and 1998 and updated each year’s costs to 2001 prices.4

The second approach uses data from various surveys of providers’ revenues and
expenses and from government budgets and agency reports, to determine how
much care they delivered to the uninsured and to identify the sources of payment.
Hospital data come primarily from the annual survey of the American Hospital As-
sociation (AHA). Estimates of uncompensated care provided by clinics are derived
from information collected by government agencies that contribute to clinics’
funding. Physicians’ uncompensated care is inferred from recent physician surveys.

Both approaches are subject to potential biases. The MEPS data may be prone
to underreporting by the uninsured and subject to inherent problems of following
up with providers about specific episodes of care. The MEPS estimates must also
be adjusted for systematic differences in definitions and populations between
MEPS and the National Health Accounts (NHA, kept by the Centers for Medicare
and Medicaid Services, or CMS). The provider-based approach may be biased be-
cause existing accounting methods do not clearly identify uninsured patients or
the cost of their care, and payments received by providers and allocations made by
governments are seldom explicitly earmarked as paying for the uninsured.

Using two approaches provides a basic cross-check of each set of estimates. If
they are relatively close to each other, than one can be more confident that the true
amount of uncompensated care falls within a certain range. If the estimates are
very different, then the reliability and potential sources of bias inherent in each
approach must be evaluated to determine whether one approach can be judged to
be closer to the true amount of uncompensated care.
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Estimates From MEPS
� Estimating the cost of care for the uninsured. The MEPS estimates are

based on the civilian, noninstitutionalized population under age sixty-five, exclud-
ing people covered by Medicare.5 Newborns, people who died during the year, and
people who were institutionalized for part of the year are included for the portion of
the year that they satisfied the basic MEPS criteria for inclusion.

MEPS defines expenditures as “payments made for health care services,” which
excludes the cost of services for which there was no explicit and identifiable pay-
ment linked to a specific patient (except for services provided by public hospitals
and clinics). For example, MEPS does not count provider revenues from general
government appropriations to hospitals and Medicare and Medicaid
disproportionate-share hospital (DSH) payments, since they are not payments for
specific patients.

� Data adjustments. MEPS’ unique definitions and methods for measuring ex-
penditures lead to much lower national health spending estimates than those re-
ported by the CMS. To correct for MEPS’s systematic underreporting, we used in-
formation from a detailed comparison of the MEPS and NHA estimates to develop
an adjustment factor to align the MEPS estimates with the NHA.6

We first subtracted the estimates of Medicare spending from both sources,
since they are not direct payments for care received by the uninsured. We also
subtracted from the NHA expenditures attributed to the Department of Defense
for military personnel, revenues from non–patient care activities reported by
health care providers, and spending for long-term nursing home and long-term
hospital care, which are not likely to be included as covered services by a program
to extend coverage to the uninsured. These adjustments reduced the NHA spend-
ing total from $912 billion to $556.1 billion. The MEPS/NHA adjustment factor we
used to inflate the MEPS estimates is 1.25, the ratio of the revised NHA expendi-
ture level to the comparable MEPS expenditure level.

We collapsed the sources of payment identified by MEPS into five groups: self
(out-of-pocket), private insurance (including Tricare, CHAMPVA, and workers’
compensation), public insurance (Medicare and Medicaid), other public sources
(Veterans Affairs, or VA, other federal programs, and other state and local pro-
grams), and other sources (other private and other, unknown source).7 Informa-
tion on insurance coverage is reported on a monthly basis, which enabled us to
distinguish full- and part-year uninsured and to identify insurance payments for
people with part-year coverage.

We also adjusted the MEPS data to include an estimate of uncompensated care
from private providers. (MEPS imputes the cost of uncompensated care provided
by public hospitals and clinics.) The estimate was based on the question, “How
much would providers have been paid if the uninsured had been covered by pri-
vate insurance?” The difference between this estimate and the amount providers
actually received in payment from explicitly identified sources other than private
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or public insurance is an estimate of the value of care delivered by private provid-
ers with no explicit payment linked to a specific patient.8

We generated the amount of expected payment using MEPS data on total
charges for both privately insured and uninsured people. We calculated the ratio
of payments to charges for those with full-year private insurance coverage and
then applied this ratio to the total charges for care received by people who were
uninsured for at least part of the year. (Charge information is provided even if
there is no payment.) Overall, payments (from all sources, including out-of-
pocket) for care received by the full-year privately insured covered 81.5 percent of
providers’ charges for that care.

We applied this ratio to the total charges for care received by the full- and
part-year uninsured, excluding care paid for by private insurance, public insur-
ance, or other public sources, to estimate the total payments that providers would
have received if the uninsured had been covered by private insurance. This calcula-
tion produced an estimated “expected” payment of $54.6 billion. Actual total pay-
ments from these sources (self, other private, and unknown) made for the full- and
part-year uninsured were $38.8 billion, which implies that $15.8 billion of uncom-
pensated care was delivered by private medical care providers.

� Amount of “uncompensated care” provided. Exhibit 1 presents the esti-
mates of medical care spending by insurance status and source of payment. People
who were uninsured during any part of the year received $98.9 billion in care, of
which $34.5 billion was “uncompensated care” (that is, not paid for either out of
pocket or by a private or public insurance source). This represents 35 percent of the
care received by the uninsured but only 2.8 percent of total personal health care
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EXHIBIT 1
Estimated Amounts And Sources Of Medical Care Payments, In Billions Of 2001
Dollars, By Insurance Status, From The Medical Expenditure Panel Survey (MEPS)

Uninsured Full-year insured

Source of payment All Full-year Part-year Private Public All nonelderly

Uncompensated care
Out of pocket

$34.5
26.4

$24.6
14.1

$ 9.9
12.3

$ 10.7
80.4

$ 4.2
2.6

$ 49.4
109.7

Private insurancec

Public insurance
24.2
13.8

1.9a

0.0
22.3
13.8

279.0
4.9

0.8
35.1

304.0
53.8

Total, all sources 98.9 40.6 58.3 375.1 42.5 516.9b

Per capita spending $1,587 $1,253 $1,950 $2,484 $2,335 $2,233

SOURCE: Authors’ tabulations from the 1996–1998 MEPS.
NOTES: Spending amounts are adjusted for MEPS undercount relative to National Health Accounts. Free care is care not
paid for either out of pocket or by an explicit source of private or public insurance. Private insurance includes private
coverage, Tricare/CHAMPVA, and workers’ compensation. Public insurance includes Medicaid, Medicare, and state public
insurance programs.
a Workers’ compensation.
b Individual entries do not sum to total because of rounding.
c Includes Tricare, CHAMPVA, and workers’ compensation.



spending of $1,235 billion in 2001.9 The other 65 percent was paid for out of pocket
and, mainly for the part-year uninsured, by private and public insurance sources.

Uncompensated care accounted for 60 percent of the care received by the
full-year uninsured, with almost all of the rest ($14.1 billion, or 35 percent) paid
for out of pocket. The part-year uninsured also received a substantial amount of un-
compensated care, $9.9 billion, which accounted for 17 percent of their overall care.

Even taking uncompensated care into account, the full-year uninsured received
about half as much care ($1,253 per person) as the privately insured received
($2,484). While some of this difference is attributable to differences in age and
health status between the two groups, research that takes these factors into ac-
count still finds about a 50 percent differential.10 Thus, even though uncompen-
sated care is the primary source of care for the full-year uninsured, it does not
make up for or offset the effects of being uninsured on access to and use of care.11

� Sources of financing. Including uncompensated care delivered by private
providers, private sources appear to account for just over 81 percent ($28.1 billion) of
all uncompensated care (Exhibit 2). However, this greatly understates the role of
governments because, as shown below, private providers receive sizable government
funds to cover the costs of the uncompensated care they provide. Among explicitly
identified government sources, the VA is the largest single source of funding, although
these public sources exclude tax appropriations, government grants, and Medicare
and Medicaid payments to private hospitals and clinics for care of the uninsured.

Estimates From The Provider-Based Data
� Hospitals’ uncompensated care costs. In 1999 hospitals incurred $20.8 bil-

lion, 6.2 percent of their total expenditures, in costs for patients who did not pay

W 3 - 7 0 1 2 F e b r u a r y 2 0 0 3

T h e U n i n s u r e d

EXHIBIT 2
Sources Of Financing For Uncompensated Care Received By The Uninsured,
In Billions Of 2001 Dollars

Source All uninsured Full-year uninsured Part-year uninsured

Private sources
No identified payera

Other private
Other, unknownb

$15.8
7.3
5.0

$10.8
6.0
3.1

$5.0
1.3
1.9

Public sources
Veterans Affairs
Other federal
Other state/local
Other public

2.4
1.5
0.8
1.7

1.7
0.9
0.4
1.7

0.7
0.5
0.4
0.1

Total $34.5 $24.6 $9.9

SOURCE: Authors’ tabulations from the 1996–1998 Medical Expenditure Panel Survey (MEPS).
a Authors’ imputations.
b May include some unknown public sources.



their bills.12 This proportion is slightly higher than the 6.0 percent reported in 1998,
but it has been relatively constant over the past decade. Applying the CMS projec-
tion of a 13.3 percent increase in Medicare hospital payments between 1999 and 2001
produces an estimate of $23.6 billion in uncompensated care costs in 2001.13

� Clinics and direct care programs. Freestanding clinics and health centers
that are part of the health care safety net are a major component of the medical care
system used by the uninsured.14 These providers are both privately and publicly
owned, and they receive funds from all levels of government as well as from private
sources, including payments from patients. While many of these clinics serve sub-
stantial numbers of low-income people, not all of their users are uninsured. For ex-
ample, although 88 percent of the patients served by federally qualified health cen-
ters (FQHCs) have incomes below 200 percent of the federal poverty level, only 39
percent are uninsured.15

We obtained data from the major federal programs that provide grants to clin-
ics and health centers: the Bureau of Primary Health Care, the Maternal and Child
Health Bureau, the HIV/AIDS Bureau, and the National Health Service Corps. We
also obtained budget information for the VA, the Indian Health Service, and local
health departments, all of which provide care to the uninsured.16 To the extent pos-
sible, we obtained information on budget percentages allocated to medical services
and the proportions of charges or users identified as uninsured or self-paying. The
latter was used to estimate the share of spending devoted to the uninsured.

We estimate that community health centers and other direct care providers de-
livered $7.1 billion in care to the uninsured in 2001 (Exhibit 3). The VA accounts
for more than half of this total. Centers that receive support from the Bureau of
Primary Health Care are the next-largest source of care for the uninsured.

� Uncompensated care from physicians. We used two different studies to es-
timate the value of uncompensated care provided by physicians. An analysis of data
from the American Medical Association’s (AMA’s) 1994 Socioeconomic Monitoring
System found that 67.7 percent of physicians provided some uncompensated care
and that those physicians spent an average of 7.2 hours per week delivering that
care.17 Using an estimate (from the same study) of physicians’ average gross earnings
per hour of $105 and inflating to 2001 prices produces an estimate of $9.1 billion in
uncompensated care delivered by physicians. Another study, using different survey
methods, found that physicians spent 2.6 hours per week in uncompensated care in
1999.18 Based on gross hourly earnings of $105, we estimate the total value of uncom-
pensated care in 2001 from this source to be approximately $4.5 billion.

Some of the difference between the two estimates may reflect a true decrease in
physicians’ uncompensated care, and some may reflect differences in survey de-
sign. A midrange estimate based on both studies would be $6.8 billion. Excluding
an estimate of the amount of uncompensated care provided by salaried physicians
employed by hospitals and clinics, which would be included in the previous esti-
mates of hospital and clinic care to the uninsured, reduces the estimate of physi-
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cians’ uncompensated care to $5.1 billion.19

Combining the estimates for hospitals, clinics, and physicians produces a total
estimate of $35.8 billion, which is only $1.3 billion more than the estimate of un-
compensated care generated from the MEPS data.20 Hospitals spent approxi-
mately $23.6 billion; clinics and community health care providers (including VA
and Indian Health Service hospitals), about $7.1 billion; and physicians, $5.1 bil-
lion (based on the value of their time spent providing uncompensated care).

How Much Do Governments Spend To Care For The
Uninsured?

Given the very similar MEPS and provider-based estimates of uncompensated
care received by the uninsured in 2001, it seems reasonable to conclude that the
amount of uncompensated care was around $35 billion. To develop estimates of
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EXHIBIT 3
Estimated Expenditures For Care Of The Uninsured By Community Health Care
Providers And Government Direct Care Programs, In Billions Of 2001 Dollars

Source Total spending Percent uninsured
Total spending on
care to uninsured

Bureau of Primary Health Care
Maternal and Child Health Bureau
National Health Service Corps

$ 3.46a

2.45d

0.65f

31.8%b

12.7e

18.3b

$0.84c

0.31
0.12c

HIV/AIDS Bureau
Indian Health Service
Veterans Affairs
Local health departments

1.75g

1.86h

18.50j

1.81k

39.0e

37.0i

21.0
32.0

0.68
0.69
3.89
0.58

Total 30.48 7.11

SOURCES: See below.
a Calendar year 2001 data on medical and other professional health services (excluding dental), “UDS Rollup Report,” ftp.hrsa.
gov/bphc/pdf/uds (10 July 2002).
b Self-pay patients’ share of total charges.
c Net of payments collected from self-pay patients.
d Fiscal year 2000 data on direct medical services, trended forward, “Federal-State Title V Block Grant Partnership Budget,”
www.mchdata.net/reports (19 May 2002).
e Share of users who were uninsured.
f CY 2000 data trended forward, “NHSC UDS National Rollup Report,” nhsc.bhpr.hrsa.gov/uds (17 May 2002).
g FY 2001 appropriation for Emergency Relief–Part A and Comprehensive Care–Part B, “HRSA FY 2002 Budget,” newsroom.
hrsa.gov/Newsbriefs/2002/02budgettable.htm (15 October 2002). Includes $0.24 billion in state spending reported by the
National Association of State Budget Officers, 1998–1999 State Health Care Expenditure Report (New York: Milbank Memorial
Fund, 2001).
h FY 2001 appropriation for clinical services, www.ihs.gov/adminmngresources/budget/downloads/FY_2002/
TotalFundingLevelSummary.pdf (26 December 2002). Includes $0.06 billion in state spending from NASBO, 1998–1999 State
Health Care Expenditure Report.
I Percentage of Native Americans reporting only Indian Health Service or no insurance coverage, calculated from the
1997–1999 Current Population Surveys, U.S. Bureau of the Census.
j FY 2001 appropriation for medical care, excluding nursing home, subacute, and residential care, www.va.gov/vetdata/
ProgramStatistics (26 December 2002).
k NASBO, 1998–1999 State Health Care Expenditure Report.



what governments spend on care for the uninsured through either direct care pro-
grams or appropriations, grants, and payments to providers, we rely primarily on
information from providers on the sources of their revenues that can be attributed
to or justified by care to the uninsured. These estimates “get behind” the undiffer-
entiated estimates of uncompensated care from the MEPS data and overall hospi-
tal uncompensated care from the provider data.

In developing the provider-based estimate of uncompensated care, we identi-
fied two major pieces of the funding-sources puzzle: private physicians’ uncom-
pensated care, which represents $5.1 billion in private funding; and government
grants and appropriations for clinics, the VA, and the Indian Health Service,
which account for almost all of the $7.1 billion in uncompensated care delivered by
such providers. Together, these two sources make up 35 percent of the funding for
uncompensated care.

The funding sources for the remaining 65 percent, which is provided by hospi-
tals, are more difficult to identify and require making assumptions about purposes
and allocations of funds that are potentially available to cover the cost of uncom-
pensated care. In particular, Medicare and Medicaid make payments in several
different ways that are intended to help hospitals care for the uninsured. But these
payments usually serve other purposes as well, and the share devoted to actually
providing care to the uninsured must be estimated. We also assess state and local
governments’ payments to hospitals and private sources of support for hospitals’
uncompensated care.

� Medicare and Medicaid. Medicare and Medicaid make substantial hospital
payments arguably intended to offset some of the costs of uncompensated care. Un-
der Medicare’s prospective payment system (PPS) for hospital inpatient services, a
DSH adjustment is applied to the payment rate for hospitals that treat a large share
of poor patients.21 Hospitals received an estimated $5.0 billion in DSH payments in
fiscal year 2001.22 The justification for these payments has increasingly been the
need to protect those hospitals that serve a disproportionate share of low-income
patients and are financially stressed and at risk of closing. The DSH payments are a
way of preserving access for Medicare beneficiaries.

Medicare hospital payments also are adjusted for the indirect costs of graduate
medical education (GME) programs through the indirect medical education
(IME) adjustment. However, it has been estimated that the IME adjustment over-
compensates hospitals by about one-third to one-half for teaching costs and that
these payments also support teaching hospitals’ care of the uninsured.23 IME pay-
ments in FY 2001 were estimated to total $3.7 billion.24 If these payments are in-
deed one-third to one-half greater than justified by teaching hospitals’ higher

P a y i n g F o r C a r e

H E A LT H A F F A I R S ~ We b E x c l u s i v e W 3 - 7 3

“Medicare’s payments to support hospitals that treat poor and
uninsured patients are between $6.2 billion and $6.9 billion a year.”



costs, the remaining $1.2–$1.9 billion may be viewed as additional subsidies for
teaching hospitals’ social missions. (Medicare also paid an estimated $2.1 billion
in FY 2001 to reimburse teaching hospitals for the direct costs of their GME pro-
grams, but because these payments are tied directly to physician training, we do
not include them in our tabulation of hospital payments for care of the uninsured.)
Overall, we estimate that Medicare’s payments (through the DSH and IME pro-
grams) to support hospitals that treat poor and uninsured patients are between
$6.2 billion and $6.9 billion a year.

Medicaid also earmarks substantial funds to support hospitals that treat a large
number of poor patients. In FY 2001 the federal government contributed an esti-
mated $8.9 billion to Medicaid DSH payments, with states contributing approxi-
mately $6.7 billion more.25 However, some of the federal payment either goes to
mental hospitals or is returned by providers to state treasuries and thus does not
contribute to acute care. In addition, an unknown portion of the state contribu-
tion represents intergovernmental transfers and other financial transactions that
may result in no net increase in state spending. Based on a recent survey of states,
we estimate that 75 percent, or $6.7 billion, of the federal share is paid to general
hospitals and that 25 percent, or $1.7 billion, comes from state general funds.26

Therefore, the amount of DSH spending that appears to be available for the unin-
sured from both federal and state payments is $8.4 billion.

The use of supplemental, or upper payment limit (UPL), mechanisms is a newer
approach to targeting additional funds to selected hospitals by raising their pay-
ment rates for the services they provide. As in the case of Medicaid DSH pay-
ments, there is often no net increase in state spending because of the use of inter-
governmental transfers.27 Nursing homes and hospitals received an estimated $11.6
billion through this mechanism in 2001.28 The estimated federal contribution to
these mechanisms was $6.6 billion, and the nominal state contribution, about $5.0
billion. Based on a recent survey, we estimate that hospitals receive $0.9 billion in
revenue through federal payments and an additional $0.3 billion in state general
fund revenue, or a total of $1.2 billion.29

Total federal spending on Medicaid DSH and UPL payments that arguably go
toward uncompensated care is therefore about $7.6 billion after payments to men-
tal hospitals and nursing homes are excluded. The state contribution to this
spending is about $2.0 billion, which reflects our assumptions about the use of
phantom payments in attracting federal revenues in these categories.30

� Payments by state and local governments. Hospitals receive payments
from state and local governments in the form of tax appropriations. The Medicare
Payment Advisory Commission (MedPAC) treats these funds as reimbursement for
care provided to uninsured patients. In 1999 hospitals received $2.7 billion in tax ap-
propriations from state and local governments.31 This amount probably exceeds ac-
tual state and local support for uncompensated care, because there is no information
on the purpose for which these revenues were intended. However, we know that
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they tend to go to hospitals that are major providers of uncompensated care in their
communities, so even if they are not earmarked as support for uncompensated care,
they probably serve that purpose to a large extent. Applying the CMS’s projected
13.3 percent increase in hospital spending between 1999 and 2001 yields an estimate
of $3.1 billion from state and local governments’ tax appropriations as support for
hospitals’ uncompensated care costs in 2001.

Another component of state and local government spending for uninsured pa-
tients is local indigent care programs, which presumably would not be necessary
if there were other sources of insurance for these people. Hospitals provided a to-
tal of $3.8 billion in health care to enrollees in public programs other than
Medicare, Medicaid, and military health programs in 1999.32 Applying the CMS’s
13.3 percent projection factor yields an estimate of $4.3 billion for 2001.

� Private funding of hospitals’ uncompensated care. Private funds to sup-
port hospitals’ uncompensated care costs can come from two sources: the financial
surplus hospitals may earn from care to privately insured patients or from non-
clinical activities, and private philanthropy. The latter represents a fairly small
source of hospital revenues, about 1–3 percent, and is often directed to activities that
benefit all patients, not just the uninsured.33

To estimate the amount of philanthropic revenue potentially available to support
the cost of uncompensated care, we assumed that 2 percent of community hospitals’
revenues in 2001 ($7.8 billion) came from philanthropy.34 Hospitals’ uncompensated
care represents about 6 percent of hospitals’ expenses. If we assume that a some-
what higher proportion of philanthropic revenues—say, 10–20 percent—is allo-
cated to support uncompensated care, then the amount used to pay for uncompen-
sated care in hospitals from this source would be $0.8–$1.6 billion in 2001.

Although declining over time, hospitals’ financial surplus from private insur-
ance in 1999 was $17.4 billion.35 However, it is difficult to determine how much of
the private surplus contributes to uncompensated care. Some hospitals with large
uncompensated-care burdens and small surpluses may allocate the entire surplus
to offset uncompensated care, while others may have surpluses well in excess of
their uncompensated-care load.

We also know that the surplus from privately insured patients is not distrib-
uted across hospitals in proportion to the amount of uncompensated care they
provide. In fact, past studies suggest that the two are inversely related: Hospitals
with high levels of uncompensated care tend to have low proportions of privately
insured patients. For example, a recent study of urban hospitals in nine states in
1994–95 found that 10.3 percent of safety-net hospitals’ patients were either self-
pay or charity cases and that 19.9 percent were privately insured, while only 4.1
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percent of non-safety-net hospitals’ patients were self-pay or charity cases and
38.8 percent were privately insured.36

Given these discrepancies between shares of uninsured and privately insured
patients across hospitals, it seems reasonable to assume that only a portion of the
private payer surplus is being used to pay for care to the uninsured. If we assume
that 10–20 percent of the profit from care to the privately insured subsidizes the
cost of care to the uninsured, then the approximate amount of this subsidy in 2001
would range from $1.5 billion to $3 billion.

Exhibit 4 summarizes the estimates of funds potentially available to pay for the
cost of uncompensated care provided by hospitals. In total, we estimate that
$25.9–$28.2 billion was potentially available to hospitals to offset the reported
$23.6 billion they spent for uncompensated care. Given that government money is
not perfectly targeted to hospitals in proportion to the amount of uncompensated
care they provide, it seems reasonable to assume that $2.3–$4.6 billion in available
private funds also supports the cost of uncompensated care.
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EXHIBIT 4
Total Funds Potentially Available For Hospitals’ Care Of The Uninsured, By Source, In
Billions Of 2001 Dollars

Source Amount  potentially available

State/local governments
Tax appropriation to hospitals
Payments to hospitals from indigent care programs

$ 3.1
4.3

Medicare
DSH payments
Share of IME payments

5.0
1.6

Medicaid
Federal share of DSH payments
Federal share of supplemental provider payments
State share of DSH payments
State share of supplemental provider payments

6.7
0.9
1.7
0.3

Total government 23.6

Private
Philanthropy
Share of surplus from care to privately insured

0.8–1.6
1.5–3.0

Total private 2.3–4.6

Total funds 25.9–28.2

Hospitals’ cost of uncompensated care 23.6

SOURCES: Medicare Payment Advisory Commission, Report to the Congress (Washington: MedPAC, March 2001);
Congressional Budget Office, “CBO April 2001 Baseline: Medicare” (Washington: CBO, 18 May 2001); CBO, “CBO March 2002
Baseline: Medicaid and State Children’s Health Insurance Program” (Washington: CBO, 18 March 2002); T.A. Coughlin and B.
Bruen, “State Use of Medicaid UPL and DSH Financing Mechanisms” (Washington: Urban Institute, 2002); D. Davison, “Is
Philanthropy Dying at the Hospital?” Philanthropy (Aug/Sept 2001); and American Hospital Association, Hospital Statistics
(Chicago: AHA, 2001), 3. See text for details.
NOTES: DSH is disproportionate-share hospital. IME is indirect medical education.



The balance of the financing of uncompensated care would then come from gov-
ernment sources. Some share of this may be misdirected—that is, some hospitals
get more in government support than they provide in uncompensated care. None-
theless, governments allocate $23.6 billion to hospitals primarily with the intent
of providing care to the uninsured. The federal government provides $14.2 billion
of this total, and state governments, $9.4 billion.

Exhibit 5 summarizes the estimated sources of funding underlying the $35 bil-
lion in uncompensated care in 2001. Governments spent $30.6 billion. Physicians’
donated time and forgone profits, and hospitals’ philanthropy and profit margins,
were responsible for $7.5–$9.8 billion (21–28 percent) in private funding of un-
compensated care. The federal government provided $19.9 billion, primarily
through DSH, UPL, and IME payments to hospitals through Medicare and
Medicaid, and through the VA. State and local governments spent $10.7 billion, allo-
cated primarily to hospitals through tax appropriations and indigent care programs.

These estimates of funding sources exceed the amount of uncompensated care
we have estimated. Some government payments may be poorly targeted or, alter-
natively, our estimate of uncompensated care may be too low. Nonetheless, we es-
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EXHIBIT 5
Sources Of Funding Available For Uncompensated Care Of The Uninsured, In Billions
Of 2001 Dollars

Government spending

Total available for
uncompensated care

Provider and
funding source

Private
sources Federal

State/
local Total

Hospitals
Philanthropy
Surplus
Medicare
Medicaid
Tax appropriations
Indigent care programs

$2.3–4.6
0.8–1.6
1.5–3.0

–a

–a

–a

–a

$14.2
–a

–a

6.6
7.6
–a

–a

$9.4
–a

–a

–a

2.0
3.1
4.3

$23.6
–a

–a

6.6
9.6
3.1
4.3

$25.9–28.2

Clinics
BPHC
NHSC
MCHB
HIV/AIDS
IHS
VA
Local

0.13
0.11

–a

0.02
–a

–a

–a

–a

5.69
0.47
0.01
0.06
0.59
0.67
3.89

–a

1.29
0.26
0.11
0.23
0.09
0.02

–a

0.58

6.98
0.73
0.12
0.29
0.68
0.69
3.89
0.58

7.11
0.84
0.12
0.31
0.68
0.69
3.89
0.58

Physicians 5.10 –a –a –a 5.10

Total 7.5–9.8 19.9 10.7 30.6 38.1–40.4

SOURCES: Exhibits 3 and 4.

NOTES: BPHC is Bureau of Primary Health Care. NHSC is National Health Service Corps. MCHB is Maternal and Child Health
Bureau. IHS is Indian Health Service. VA is Department of Veterans Affairs.
a Not applicable.



timate that $30.6 billion of government money is “in the system” in the name of the
uninsured.

Discussion And Policy Implications
Using two independent sources of data, we estimated that uninsured people re-

ceived $35 billion in uncompensated care in 2001, or about 2.8 percent of total per-
sonal health care spending. Including the amount of uncompensated care, people
who were uninsured all year averaged $1,253 per person in medical care costs. In
contrast, people with full-year private insurance coverage received almost twice as
much care. Thus, uncompensated care does not fully substitute for the lack of insur-
ance, a result that is highly consistent with recent literature reviews that document
sizable differences in health outcomes between the uninsured and the insured.37

We also estimated that governments finance most of the uncompensated care
received by the uninsured, spending about $30.6 billion on payments and pro-
grams largely justified to serve the uninsured and covering possibly as much as
80–85 percent of uncompensated-care costs through a maze of grants, direct pro-
vision programs, tax appropriations, and Medicare and Medicaid payment add-
ons. Most of this money comes from the federal government, primarily through
Medicare and Medicaid, followed by state/local tax appropriations for hospitals,
Medicaid DSH and UPL payments, and the VA’s direct care programs. To place
these estimates in perspective, total government spending in the name of the unin-
sured is considerably less than government spending on Medicare ($247 billion),
Medicaid ($226 billion), and tax subsidies for private insurance ($138 billion).38

� Who benefits from increased spending? Most of the money for uncompen-
sated care goes to hospitals, which deliver about two-thirds of such care. If all peo-
ple were fully insured, hospitals would be the biggest beneficiaries, after the unin-
sured themselves, since they provide the majority of uncompensated care.
Physicians, however, account for more than half of the private subsidies that under-
write the cost of uncompensated care. They too would benefit substantially from
expanding insurance coverage to all Americans.

Since most of the current subsidies for uncompensated care come through
Medicare and Medicaid payments and state/local tax appropriations to hospitals,
it should be possible to transfer much of these funds to a new program to subsi-
dize the cost of providing coverage for the uninsured since these programs’ con-
stituents are not primarily uninsured people. If care were financed primarily
through federal revenues, then state and local governments would be relieved of a
major source of countercyclical financial pressure on their budgets, since the de-
mand for uncompensated care tends to go up during recessions, when state and lo-
cal governments’ revenues tend to decline. Medicare and Medicaid would also
benefit by being better able to rationalize their program payments to address the
needs of their primary beneficiaries, rather than having to distort payments to cer-
tain providers to help pay for uncompensated care delivered to the uninsured.

W 3 - 7 8 1 2 F e b r u a r y 2 0 0 3

T h e U n i n s u r e d



� Targeted insurance versus a patchwork of programs. Another reason to
prefer insurance over a patchwork of indirect and hidden subsidies to pay for uncom-
pensated care is that payments would move with people and would be much better
targeted to the providers actually providing the care. Current methods for allocating
subsidies to hospitals, while generally on target, still overpay some institutions and
underpay others relative to the amounts of uncompensated care they provide.39

Money that pays for uncompensated care provided by the VA and for clinics and
special care programs supported by government grants would be harder to reallo-
cate, since these programs serve populations with special needs that might very
well persist even with full insurance coverage. In the case of the VA, which ac-
counts for almost $4 billion of the $7 billion in care delivered by direct care pro-
grams, the issue is complicated by the long history of its health care program.
However, if uninsured veterans were eligible for subsidized public insurance, they
would have much more freedom to make their own decisions about whether to re-
ceive care from the VA or from other providers. Over time, their behavior would
undoubtedly affect the VA budget process.

E
st imat ing how much care the uninsured would use if they had cover-
age is beyond the scope of this analysis. This estimate depends on how the
coverage expansion is structured and, in particular, how much current pay-

ers (including the uninsured themselves) would be expected to contribute. Our
analysis demonstrates that a fair amount of money is already in the system and that
a substantial portion of the cost of covering the uninsured is potentially available
from existing government sources. Adding in $13.8 billion in public insurance
spending for people who are uninsured for part of the year (Exhibit 1), about half
of the existing money spent on the uninsured already comes from governments.
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NOTES
1. Uncompensated care is defined as medical care the uninsured receive but do not pay for fully themselves. It

includes reduced-fee care; charity care, for which the uninsured do not pay anything; and bad debts in-
curred by the uninsured. From providers’ perspectives, the “cost” of uncompensated care is the difference
between the cost of the resources used to provide the care and whatever the uninsured pay themselves.
These costs are paid for, wholly or in part, from other sources of revenue.

2. For details on methods and data sources, see J. Hadley and J. Holahan, “Who Pays and How Much? The
Cost of Caring for the Uninsured,” 12 February 2003, www.kff.org/content/2003/4088/4088.pdf.

3. See J.W. Cohen, Design andMethods of theMedical Expenditure Panel SurveyHouseholdComponent, MEPS Method-
ology Report no. 1, Pub. no. 97-0026 (Rockville, Md.: Agency for Healthcare Research and Quality, 1997).

P a y i n g F o r C a r e

H E A LT H A F F A I R S ~ We b E x c l u s i v e W 3 - 7 9



4. All expenditure estimates were inflated to 2001 dollar values using information on annual increases in na-
tional personal health care expenditures from the National Health Accounts. Basing the inflation factor on
changes in total personal health expenditures adjusts for changes in medical care price, utilization pat-
terns, and overall population. Data are reported through 2000. It was assumed that expenditures in-
creased 6 percent between 2000 and 2001, which was the same increase as between 1999 and 2000. Data
were from the Centers for Medicare and Medicaid Services, “Health Accounts,” 3 December 2002,
cms.hhs.gov/statistics/nhe/historical/t4.asp (6 January 2003).

5. Nonelderly Medicare beneficiaries either are disabled or have end-stage renal disease (ESRD), and their
medical care use is not likely to be typical of either the uninsured population or the population with pri-
vate insurance coverage.

6. T.M. Selden et al., “Reconciling Medical Expenditure Estimates from the MEPS and the NHA, 1996,”
Health Care Financing Review (Fall 2001): 161–178. See Hadley and Holahan, “Who Pays and How Much?” for
details.

7. Although responses from those reporting any Medicare coverage were deleted from the sample popula-
tions, some payments were identified by providers as coming from Medicare. This could represent ESRD
payments for people who retain their private insurance coverage. The amounts were very small and could
also include some reporting error.

8. We exclude from the calculations the share of the uninsured’s (full- and part-year) charges attributable to
private insurance sources, public insurance sources, and other public sources. Differences between
charges and payments for these sources of payment should be treated as either bad debts (from private in-
surance) or contractual allowances between providers and insurers and public programs.

9. CMS, “National Health Care Expenditures Projections Tables,” Table 5, 17 July 2002, cms.hhs.gov/
statistics/nhe/projections-2001/t5.asp (21 October 2002). Includes Medicare, nursing home care, and
other categories of spending that are excluded from the MEPS calculations.

10. M.S. Marquis and S.H. Long, “The Uninsured Access Gap: Narrowing the Estimates,” Inquiry 31, no. 4
(1994): 405–414.

11. Institute of Medicine, CoverageMatters (Washington: National Academies Press, 2001); and American Col-
lege of Physicians, NoHealth Insurance? It’s Enough toMake You Sick (Philadelphia: ACP, 2000).

12. Medicare Payment Advisory Committee, Report to the Congress (Washington: MedPAC, March 2001), 182.
This estimate was derived from the American Hospital Association’s Annual Survey of Hospitals by taking
the sum of the charges reported by each hospital as charity care or bad debt (the two amounts are reported
separately on the survey) and multiplying by the hospital’s overall ratio of total expenses to total charges.
It includes not only inpatient acute care but also all other hospital services (outpatient, hospital-based
skilled nursing and home health, and so on).

13. This estimate reflects two assumptions: (1) that the CMS’s estimate of hospital spending increase is appli-
cable to hospital resource costs, and (2) that the proportion of hospital resources devoted to nonpaying
patients is unchanged from 1999.

14. M.E. Lewin and S. Altman, eds., America’s Health Care Safety Net: Intact but Endangered (Washington: National
Academies Press, 2000).

15. Bureau of Primary Health Care, “Uniform Data System (UDS) National Rollup Report,” National Sum-
mary for 2001, ftp://ftp.hrsa.gov/bphc/pdf/uds (10 July 2002).

16. National Association of State Budget Officers, 1998–1999 State Health Care Expenditure Report (New York:
Milbank Memorial Fund, 2001).

17. D.W. Emmons, “Uncompensated Physician Care,” in Socioeconomic Characteristics of Medical Practice, 1995, ed.
M.L. Gonzalez (Chicago: American Medical Association, 1995), 11–14.

18. M.C. Reed, P.J. Cunningham, and J.J. Stoddard, “Physicians Pulling Back from Charity Care,” Issue Brief
no. 42 (Washington: Center for Studying Health System Change, August 2001).

19. One-quarter of physicians’ uncompensated-care hours are provided by physicians who are salaried em-
ployees of hospitals or clinics. Marie Reed, Center for Studying Health System Change, personal commu-
nication, 23 October 2002.

20. Hospital data are based on MedPAC,Report to theCongress, 182. Clinic and government direct care programs
are derived from Exhibit 3. Estimate for physicians is derived from Emmons, “Uncompensated Physician
Care”; and Reed et al., “Physicians Pulling Back from Charity Care.”

21. Prospective Payment Assessment Commission, Report and Recommendations to the Congress (Washington:
ProPAC, March 1997), 31.
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22. Congressional Budget Office, “CBO April 2001 Baseline: Medicare” (Washington: CBO, 18 May 2001).

23. ProPAC, Report and Recommendations to the Congress, 28–29.

24. CBO, “CBO April 2001 Baseline: Medicare.”

25. Federal share estimate from CBO, “CBO March 2002 Baseline: Medicaid and the State Children’s Health
Insurance Program” (Washington: CBO, 18 March 2002); state share based on assumption of average 57
percent federal match.

26. T.A. Coughlin and B. Bruen, “State Use of Medicaid UPL and DSH Financing Mechanisms,” Report pre-
pared for the Kaiser Commission on Medicaid and the Uninsured (Washington: Kaiser Family Founda-
tion, forthcoming).

27. T.A. Coughlin, L. Ku, and J. Kim, “Reforming the Medicaid Disproportionate Share Hospital Program in
the 1990s,” Discussion Paper no. 99-14 (Washington: Urban Institute, January 2000).

28. CBO, “CBO March 2002 Baseline: Medicaid and State Children’s Health Insurance Program.” A 12 January
2001 regulation tightened the limits on the use of this mechanism.

29. Coughlin and Bruen, “State Use of Medicaid UPL and DSH Financing Mechanisms.”

30. Another issue that must be addressed in assessing Medicaid’s contribution to care for the uninsured is
that payments net of DSH payments are well below costs for many hospitals. If Medicaid DSH payments
were discontinued, some of those payments might have to be restored to the Medicaid program to recon-
cile payments and costs. Alternatively, the Medicaid program might change substantially or be eliminated,
depending on the avenue through which universal coverage was to be achieved. In any case, the level of
payment under the new program would have to be addressed.

31. The AHA’s annual survey asks hospitals to report separately patient revenues, tax appropriations, other
operating revenues (from services other than patient care, such as gift shop sales), and nonoperating reve-
nues (such as investment income and philanthropy). Following MedPAC’s approach, tax appropriations
are included as an offset to uncompensated care expenses subject to the condition that they do not exceed
uncompensated care expenses for any hospital; in other words, no hospital can have positive net revenues
from uncompensated care. If tax appropriations exceed uncompensated care costs, the difference is ac-
counted for as other government payments and subsidies, for example, as payments for medical education
expenses or research. MedPAC, Report to the Congress.

32. This category also includes payments for patients covered by state-subsidized insurance programs, such
as New York’s Home Relief Program and Washington’s Basic Health Plan. Because most—but probably
not all—of these patients otherwise would have been uninsured, most—but probably not all—of these
payments may be viewed as a consequence of the lack of general availability of health insurance.

33. D. Davison, “Is Philanthropy Dying at the Hospital?” Philanthropy, August/September 2001, www.
philanthropyroundtable.org/magazines/2001/august/davison.html (6 January 2003).

34. Community hospitals’ total expenses in 1999 were $335 billion. American Hospital Association, Hospital
Statistics (Chicago: AHA, 2001), 3. Trending this forward to 2001 and assuming a profit margin of 4 percent
results in an estimate of total revenues of $393.7 billion.

35. Estimates are calculated from MedPAC, Report to the Congress, 180.

36. D. Gaskin and J. Hadley, “Are Subsidies Allocated to Urban Hospitals in Accordance with Their Safety-
Net Roles?” (Washington: Institute for Health Care Research and Policy, Georgetown University, 1999).

37. IOM, Care without Coverage (Washington: National Academies Press, 2002); and J. Hadley, Sicker and Poorer:
The Consequences of BeingUninsured, May 2002, www.kff.org/content/2002/20020510 (6 January 2003).

38. Medicare and Medicaid figures are from CMS, “National Health Care Expenditures Projections,” Table 5,
cms.hhs.gov/statistics/nhe/projections-2001/t5.asp; tax subsidy for private insurance is from L.E. Burman
et al., “Tax Incentives for Health Insurance,” Tax Policy Discussion Paper (Washington: Urban Institute,
2002).

39. Gaskin and Hadley, “Are Subsidies Allocated to Urban Hospitals?”
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