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Exorbitant Healthcare Spending in 2020 due to COVID-19

On December 15, 2021, the Centers for Medicare &
Medicaid Services (CMS) released a report detailing
healthcare spending in the U.S. in 2020, which confirmed
the outsized impact the COVID-19 pandemic has had on
the nation’s healthcare industry and on federal spending.
Overall, healthcare spending increased 9.7% in 2020 (to
$4.1 trillion), double the 2019 increase of 4.3%.!
Healthcare spending also became a larger share of the
U.S. gross domestic product (GDP) in 2020. In addition
to the increase in spending, the GDP declined by 2.2%
(the largest decrease since 1938), resulting in healthcare
comprising 19.7% of the national GDP, compared to
17.6% in 2019.2 This Health Capital Topics article will
review the notable findings included in CMS’s report.

The healthcare spending acceleration in 2020 (the fastest
growth rate since 2002) was largely attributable to a 36%
increase in federal healthcare expenditures in response to
the COVID-19 pandemic.® In comparison, federal
healthcare expenditures grew only 5.9% in 2019.*
Interestingly, much of this spending was not directly
related to patient care, but rather to the more than $175
billion in financial support to healthcare providers (e.g.,
the Provider Relief Fund and Paycheck Protection
Program), as well as increased public health activities
(e.g., contact tracing and vaccination services).

Examining expenditures across service categories,
hospital expenditures grew 6.4% in 2020 (comprising
31% of national health spending), barely faster than its
6.3% growth in 2019.5 This growth was largely attributed
to the substantial funding from federal programs, which
more than offset the moratoria on elective procedures as
well as other voluntarily-forgone healthcare services.®
Expenditures on physician and clinical services similarly
grew by 5.4% (comprising 20% of national health
spending), faster than the 4.2% rate seen in 2019.” Retail
drug spending also increased 3% in 2020 (comprising 8%
of national health spending), a slower rate than its 2019
growth of 4.3%.2 This deceleration was due to less
utilization (i.e., fewer physician visits resulted in fewer
new prescriptions), but also to the increase in consumers’
use of coupons, which decreased their expenditures.®

Analyzing expenditures by sponsor, the federal
government understandably accounted for the largest
portion of healthcare spending (36%), followed by
households (26%), private businesses (17%), state and
local government (14%), and other private revenues

©HEALTH CAPITAL CONSULTANTS

(7%).1° The federal government was the only sponsor for
whom expenditures increased in 2020 — expenditures by
all other sponsors declined, due to the decreased
utilization and reductions in retail prescription drug
purchases.!* Similarly, although federal healthcare
spending increased rapidly, spending for those
individuals with health insurance (both governmental and
commercial) grew much slower in 2020 than in the year
prior (3% in 2020 compared to 4.3% in 2019), and out-
of-pocket spending decreased by 3.7%.'? This was
largely due to Americans seeking fewer medical services
and goods,* likely because of the decrease in the number
of uninsured individuals, as well as the number of
individuals who stayed home instead of risking infection
by going to a healthcare facility.

In terms of insurance coverage, the number of uninsured
individuals decreased, while the proportion of the various
types of coverage shifted. The number of uninsured
individuals decreased from 31.8 million in 2019 to 31.2
million in 2020, as enrollment increases in Medicaid and
Affordable Care Act (ACA) Marketplace plans more
than offset the pandemic’s significant effect on
employment and the resulting reduction in employer-
sponsored coverage (a decline of 0.8%).4

Looking ahead to what these trends may mean for 2021
healthcare spending, CMS expects that the COVID-19
pandemic will still have a significant influence on
national health expenditures, due to the national
vaccination campaign and the virus surges as a result of
the Delta and Omicron variants. While the data is
currently incomplete in order to make any conclusions,
CMS does know “that the story that unfolded in 2020 and
continues today is unlike anything that has happened in
the past 100 years.”*®

Projecting healthcare spending post-COVID, a 2020
spending report projected national healthcare spending to
grow at 5.4% per year, reaching $6.19 trillion by 2028 (a
54% increase from 2020 expenditures) and accounting
for 19.7% of the U.S. GDP.'® CMS predicts that prices
for medical goods and services will grow at an average
annual rate of 2.4% from 2019 to 2028, accounting for
43% of total projected growth in personal healthcare
spending during that time period.’” CMS states “this
acceleration in price growth largely reflects faster
expected growth in health-sector wages and follows the
unusually slow rate of personal health care inflation
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observed in 2014-18, when price growth for medical
goods and services was 1.2% and represented 25% of
expenditure growth.”8 Significantly, the government “is
projected to pay a larger share (nearly half) of the
nation’s total health bill by 2028, as the baby boomers
continue aging into Medicare...”*°

Many healthcare finance and economics experts assert
that these spending trends highlight a key concern — price
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inflation.?® As a Johns Hopkins University associate
professor noted, “Even without the coronavirus outbreak,
the growth trajectory for health care spending isn’t going
to be bent in the foreseeable future. With the coronavirus
outbreak, the trajectory will be boosted instantaneously
and keep ballooning as we invest more in national health
security.”?
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Todd A. Zigrang, MBA, MHA, CVA, ASA, FACHE, is the President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas of
valuation and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 25 years of experience
providing valuation, financial, transaction and strategic advisory services
nationwide in over 2,000 transactions and joint ventures. Mr. Zigrang is also
considered an expert in the field of healthcare compensation for physicians,
executives and other professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare — 2nd Edition” [2015 —
AICPA], numerous chapters in legal treatises and anthologies, and peer-reviewed and industry
articles such as: The Accountant’s Business Manual (AICPA); Valuing Professional Practices
and Licenses (Aspen Publishers); Valuation Strategies; Business Appraisal Practice; and,
NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has served as
faculty before professional and trade associations such as the American Society of Appraisers
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(ASA); American Health Lawyers Associate (AHLA); the American Bar Association (ABA);
the National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial
Management Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a Fellow
of the American College of Healthcare Executives (FACHE) and holds the Accredited Senior
Appraiser (ASA) designation from the American Society of Appraisers, where he has served
as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special
Interest Group (HSIG).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General
Counsel of HCC. Her work focuses on the areas of Certificate of Need (CON)
preparation and consulting, as well as project management and consulting
services related to the impact of both federal and state regulations on
healthcare transactions. In that role, Ms. Bailey-Wheaton provides research
services necessary to support certified opinions of value related to the Fair
Market Value and Commercial Reasonableness of transactions related to
healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting service line.
In this role, she prepares CON applications, including providing services such as: health
planning; researching, developing, documenting, and reporting the market utilization demand
and “need” for the proposed services in the subject market service area(s); researching and
assisting legal counsel in meeting regulatory requirements relating to licensing and CON
application development; and, providing any requested support services required in litigation
challenging rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also
been engaged by both state government agencies and CON applicants to conduct an
independent review of one or more CON applications and provide opinions on a variety of
areas related to healthcare planning. She has been certified as an expert in healthcare planning
in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in
publications such as: The Health Lawyer; Physician Leadership Journal; The Journal of
Vascular Surgery; St. Louis Metropolitan Medicine; Chicago Medicine; The Value Examiner;
and QuickRead. She has previously presented before the ABA, the NACVA, and the
NSCHBC. She serves on the editorial boards of NACVA’s QuickRead and AHLA’s Journal
of Health & Life Sciences Law.

Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC.
Mrs. Shah holds a M.S. in Finance from Washington University Saint Louis.
She develops fair market value and commercial reasonableness opinions
related to healthcare enterprises, assets, and services. In addition she
prepares, reviews and analyzes forecasted and pro forma financial
statements to determine the most probable future net economic benefit
related to healthcare enterprises, assets, and services and applies utilization
demand and reimbursement trends to project professional medical revenue
streams and ancillary services and technical component (ASTC) revenue streams.
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