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Personal and National Healthcare Expenditures Grow in 2019

On December 16, 2020, the Centers for Medicare &
Medicaid Services (CMS) released their National
Healthcare Expenditures (NHE) report. The recent
analysis conducted by the Office of the Actuary at CMS
found that NHE grew 4.6% between 2018 and 2019.!
This rate is essentially the same as in 2018 and is
consistent with the growth reported since 2016.2 In 2019,
NHE was $11,582 per person, an increase from 2018 of
over $400 per person.® Further, NHE comprised 17.7%
of the U.S. gross domestic product (GDP), which is also
similar to the proportion of 17.6% reported in 2018, and
confirms that healthcare spending is increasing at a faster
rate than the nation’s GDP is growing.*

As was the case between 2017 and 2018, personal
healthcare spending grew quickly between 2018 and
2019. As in 2018, this spending category accounted for
84% of total spending, but increased 5.2% in 2019,
compared to only 4.1% in 2018.> The main factors for
this increase were the growth in spending for:

(1) Hospital care (6.2% in 2019, 2% higher than
2018);

(2) Prescription drugs (5.7% in 2019, nearly 2%
higher than 2018); and,

(3) Physician and clinical services (4.6% in 2019,
0.6% higher than 2018).°

This growth in spending was offset by declining net costs
for health insurance,” due to the 2019 repeal of the Health
Insurance Tax (HIT).2 HIT was only in place between
2014 and 2016, and again in 2018 (with Congress
suspending the HIT in 2017 and again in 2019), and was
intended to be one way of paying for the coverage
expansions included in the Patient Protection and
Affordable Care Act (ACA).° The 2019 data are in
contrast to 2018, when the net cost of health insurance®
grew 13.2% from the reinstatement of HIT that year.
HIT was reinstated for the year 2020 but was
permanently repealed as of late 2019 for all calendar
years (CYs) after 2020.%2

The 2019 suspension of HIT appeared to also have
implications on the breakdown of spending by payor and
on medical prices. Medicare spending increased more in
2019 than in 2018 (6.7% growth compared to 6.3%),
while the growth in private insurance spending slowed
(3.7% in 2019 versus 5.6% in 2018), and Medicaid
spending decreased slightly (growth of 2.9% and 3.1% in
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2019 and 2018, respectively).!® Consistent with the
increases in personal healthcare spending described
above, personal spending for all three payors increased
by 1% between 2018 and 2019, even though overall
expenditure growth slowed for some.’* As expected,
medical prices grew at a slower rate (1.1%) than in 2018
(2.3%) from the suspension of HIT.® In this situation,
however, unlike for payors, growth in personal
healthcare prices was comparable between 2018 and
2019, while overall prices experienced lower increases.*®

The report attributed several other factors to the growth
in NHE. Interestingly, residual use and intensity*” almost
doubled its proportion of per capita growth in 2019
compared to 2018 (61% of the share compared to 34%,
respectively), for a growth rate of 2.5% in 2019.*8 An
aging population and other demographic factors
accounted for 12% of per capita expenditures in 2019.%°
Faster growth in spending by the federal government and
other private entities were offset by slowed increases in
spending by private businesses, state and other local
governments, and households.?

Growing healthcare costs have been recognized as a
critical, but difficult, issue to tackle. Recent policy
decisions by the Trump Administration have attempted
to decelerate these rising costs. For example, in October
2020, CMS published the healthcare transparency final
rule,! as a follow up to President Trump’s June 2019
executive order on “Improving Price and Quality
Transparency.”??> The healthcare transparency rule aims
to lower costs by forcing hospitals to provide more
transparent pricing information to consumers in order to
allow patients to make more informed decisions
regarding their care.?

The recent NHE report highlights the difficulty in
changing the trajectory of these rising costs, however. It
has long been known that an aging population could
significantly accelerate healthcare costs.?* This, together
with the growing chronic disease burden in the U.S., has
created other potential problems, including a shortage of
physicians (especially in primary care and certain
surgical specialties) and increased hospital and
emergency department (ED) use.?®> Having multiple
chronic conditions has been found to increase hospital
use, a further contributor to rising costs that was
highlighted in the NHE report.?® In order to combat these
issues, legislation and reimbursement structure changes
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(such as the shift to telemedicine) have focused on
decreasing hospital readmissions and ED visits, in order
to increase the quality of care given to patients while
decreasing the costs of that care.?”

Importantly, the 2019 NHE report does not take into
account changes in NHE as a result of the COVID-19
pandemic. At the beginning of the declared public health
emergency (PHE) in the U.S., hospital admissions fell
dramatically.?® For several months, hospitals did not
perform many of their typical elective procedures and
remained at low capacity.® By mid to late summer,
however, admissions had rebounded to within 16% of
pre-PHE numbers.*® At the end of 2020, hospitalizations
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