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Healthcare Prices Rise Slowly, While Employment Growth Remains Volatile

According to the Altarum Institute’s Center for
Sustainable Healthcare Spending (“the Center”), the
rate of increase for personal healthcare prices (PHPS)
and employment have fallen, on a national basis, for the
months of June and July 2014. In June 2014, national
PHPs increased at a year-over-year (YOY) rate of 1.7%,
slightly lower than the YOY rate for May 2014 (1.8%).!
In July 2014, national private sector healthcare
employment increased by 7,000 positions, a monthly
increase that was significantly lower than the average
increase over the past 24 months of 18,600 positions per
month.? The Center’s price and employment data point
to potential increases in healthcare utilization caused by
the expansion of insurance coverage through the Patient
Protection and Affordable Care Act (ACA), although
factors such as uneven job growth throughout the
second quarter of 2014, and uncertain levels of health
literacy among the newly insured population may limit
those increases.

While the June 2014 YOY price rate growth for
personal healthcare services fell from May 2014 levels,
the overall increase marked the second straight month
that healthcare price inflation exceeded economy-wide
price inflation.® For June 2014, the YOY price increase
for personal healthcare services (1.7%) exceeded the
gross domestic product (GDP) deflator (1.5%) by 0.2%,
continuing the shift away from the “recent and rare
episode” of slower healthcare price growth in relation to
economy-wide price growth.* Starting in March 2013,
and continuing through April 2014, the GDP deflator, a
measure of economy-wide price inflation, either
matched or exceeded the YOY growth rate of PHPs.®
However, starting in April 2014, this trend started to
reverse. In April 2014, the GDP deflator rate of 1.7%
exceeded the April YOY growth rate in PHPs by 0.1%,°
a decrease from the 0.3% difference in March 2013
(1.4% GDP deflator to 1.1% PHP growth).” May 2014
marked the first month in over a year in which the YOY
rate of personal healthcare price growth exceeded the
economy-wide inflation rate (by 0.1%), a new trend
continuing into June 2014.% However, the Center noted
that PHPs will likely not increase significantly in the
future due to “stingy reimbursement rates and concerns
over future low rates.”® If the Center’s predictions,
which reflect similar concerns about the effect of the
sustainable growth rate (SGR) on lowering physician
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reimbursement rates,”® are accurate, then personal
healthcare price inflation may again return to levels
lower than the rate of economy-wide inflation.

The rate of price growth within specific sub-industries
varied during June 2014. Notably, prescription drug
prices rose 4.1% from June 2013 to June 2014, a jump
from the 3.6% YOY rate from May 2013 to May 2014
and the highest rate of growth since March 2012."* In
addition, prices for dental care rose 2.1% from June
2013 to June 2014,** a slight decrease from the May
2014 rate of 2.2%."° Hospital prices, which form a
significant portion of PHPs, rose 1.9% from June 2013
to June 2014, a decrease from the May 2014 rate of
2.1%.* Prices for physician and clinical services
increased 0.5% from June 2013 to June 2014, a decrease
from the May 2014 rate of 0.6%."

The lower rate of increase in hospital and physician
prices is noteworthy when contrasted against the recent
trend of provider consolidation in the healthcare
industry.’® The Center’s July 2014 price report found no
evidence that the increase in hospital and physician
prices were “stemming from aggressive provider
consolidation,”"" increases which articles and reports
published by the Robert Wood Johnson Foundation and
the Journal of the American Medical Association
predicted would occur as a result of provider
consolidation.’® Similarly, the Center’s August 2014
price report noted that price momentum, a gauge which
highlights the most recent three months of data on price
increases and can serve as a leading indicator for prices
in an industry, is “substantially lower for hospitals
(and) physicians,” questioning the prediction of price
increases for these industries due to consolidation.

July 2014 healthcare employment figures reflect
continued volatility in healthcare employment data.
During June 2014, above-average gains in the nursing
and residential care industry, as well as the hospital
industry, offset the below-average gains the ambulatory
care industry, home health industry, and physician
office setting.”” However, July 2014 demonstrated many
opposite trends, with nursing and residential care
facilities (as well as hospitals) losing positions, while
the ambulatory care industry added positions above its
average increase over the previous 24 months.? In July
of 2014, nursing and residential care facilities lost 7,200
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positions, a sharp contrast from its addition of 5,700
positions in June 2014,% and below its average increase
over the previous 24 months of 1,900 positions.”®
Similarly, hospitals added 2,200 positions in June 2014
but shed 7,100 positions in July 2014, well below the
industry’s average increase over the previous 24 months
of 700 positions. The ambulatory care industry added
21,300 positions, which offset losses to an extent,* and
was higher than both the June 2014 additions (13,100)%
and the industry’s average increase over the past 24
months of 16,000 positions.”® Physician offices added
7,500 positions in July 2014,% an increase from the June
2014 addition of 4,000 positions,®® while the home
health industry added 5,200 positions, an increase from
the June 2014 addition of 3,500 positions.?

The Center’s employment and price data demonstrate
potential changes in utilization patterns throughout
2014. Overall, per capita utilization (average use per
person) of personal healthcare services in June 2014
grew 1.7% YOY, a growth rate less than the 12-month
average of 2.3%* but equal to the May 2014 YOY
rate.>> However, utilization of personal healthcare
services may have begun to increase within certain
sectors of the healthcare industry, including prescription
drugs and inpatient procedures, since the end of the
open enrollment period for the ACA’s insurance
exchanges. In the pharmaceutical industry, June 2014
monthly prescription volume grew by 2.6% YOY, with
new prescription volume increasing by 4.6% YOY.*
These gains were attributed to “modest tailwinds owing
to ACA and an improving macroeconomic climate” and
are consistent with the Center’s observation of
significant increases in YOY prescription drug prices.*
Further, a study published in JAMA Surgery indicated
discretionary surgeries (defined as “elective, preference-
sensitive  procedures”) increased by 9.7% in
Massachusetts before and after the state expanded
health insurance coverage in the late 2000s, a potential
sign of broader, national effects on inpatient utilization
due to the ACA’s expansion of health insurance
coverage.*

It is important for industry observers and actors to
continue to monitor the ACA’s effects on utilization,
prices, and employment, as it is still too early to
definitively label the changes described above as trends
within the healthcare industry. While the authors of the
JAMA Surgery study opine that their discretionary
surgery data “suggest(s) that some surgical disciplines
(e.g. orthopedic surgery) could experience rapid growth
in demand with implementation of the ACA,”® such
inpatient trends should be viewed in light of the
Medicare Payment Advisory Commission’s March 2014
observation of a shift from inpatient to outpatient care,*
as well as contrary employment growth figures for
hospitals and ambulatory care services.*” Moreover, per
capita utilization rates, PHPs, and healthcare
employment figures do not speak to the level of health
literacy among the newly insured population, the subset
of the population that would drive increases in
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healthcare utilization. Unless accompanied by
appropriate levels of health literacy, “simply providing
access to healthcare coverage may be an insufficient
step towards achieving healthcare reform goals,” due to
limited understanding of the use of preventive services
and treating conditions before a visit to the emergency
room.*®® Among other effects, these barriers could limit
the growth of PHPs and healthcare employment in the
future by limiting healthcare utilization. The coming
months will provide additional information on the
ACA’s effect on prices, employment, and healthcare
utilization and further illuminate the underlying trends
and issues in today’s healthcare environment.

1  “Health Sector Economic Indicators Price Brief August 2014:
Healthcare Price Growth Moderates” Center for Sustainable
Health Spending, Altarum Institute, August 7, 2014,
altarum.org/sites/default/files/uploaded-related-files/CSHS-
Price-Brief_August%202014_0.pdf (Accessed 8/7/14) p. 1.

2 “Health Sector Economic Indicators Labor Brief August 2014:
Ambulatory Care Settings Continue to Add Jobs, but Hospital
and Nursing Home Losses Depress Total Health Employment
Growth” Center for Sustainable Health Spending, Altarum
Institute, August 7, 2014,
altarum.org/sites/default/files/uploaded-related-files/CSHS-
Labor-Brief_August%202014.pdf (Accessed 8/7/14) p. 1.

3 Altarum Institute, “Health Sector Economic Indicators Price
Brief August 2014: Healthcare Price Growth Moderates,”
August 7, 2014, p. 1.

4 |bid.

5  “Health Sector Economic Indicators Price Brief July 2014:
Healthcare Prices Spurt In May” Center for Sustainable Health
Spending, Altarum Institute, July 10, 2014,
altarum.org/sites/default/files/uploaded-related-files/CSHS-
Price-Brief_July%202014.pdf (Accessed 8/6/14) p. 1.

6 Ibid.

7 “Health Sector Economic Indicators Price Brief June 2014:
Healthcare Inflation Up in April” Center for Sustainable Health
Spending, Altarum Institute, June 12, 2014,
altarum.org/sites/default/files/uploaded-related-files/CSHS-
Price-Brief_June%202014.pdf (Accessed 8/7/14) p. 1.

8 Altarum Institute, “Health Sector Economic Indicators Price
Brief August 2014: Healthcare Price Growth Moderates” Center
for Sustainable Health Spending, August 7, 2014, p. 1.

9 Ibid, p. 2.

10 “Developing a Viable Alternative to Medicare’s Physician
Payment Strategy” By Gail R. Wilensky, Health Affairs, Vol.
33, No. 1, January 2014, p.1.

11  Altarum Institute, “Health Sector Economic Indicators Price
Brief August 2014: Healthcare Price Growth Moderates” August
7,2014,p. 1-2.

12 lbid, p. 2.

13 Altarum Institute, “Health Sector Economic Indicators Price
Brief July 2014: Healthcare Prices Spurt In May” July 10, 2014,

p. 2.
14 Ibid.
15  Ibid.

16  “Seeking Lower Prices Where Providers are Consolidated: An
Examination of Market and Policy Strategies” By Paul B.
Ginsburg and L. Gregory Pawlson, Health Affairs, VVol. 33, No.
6, June 2014, p. 1067.

17  Altarum Institute, “Health Sector Economic Indicators Price
Brief July 2014: Healthcare Prices Spurt In May” July 10, 2014,
p. 2.

18 “Hospitals, Market Share, and Consolidation” By David M.
Cutler, Ph.D., and Fiona Scott Morton, Ph.D., Journal of the
American Medical Association, Vol. 310. No. 18, November 13,
2013, p. 1967; “The Impact of Hospital Consolidation — Update”
Robert Wood Johnson Foundation, June 2012,
www.rwjf.org/content/dam/farm/reports/issue_briefs/2012/rwjf7
3261 (Accessed 8/7/14), p. 1, 4.

(Continued on next page)



19

20

21

22

23

24
25

26

27

29

30

Altarum Institute, “Health Sector Economic Indicators Price
Brief August 2014: Healthcare Price Growth Moderates” August
7,2014,p. 2.

“Health Sector Economic Indicators Labor Brief July 2014:
Health Sector Job Growth Up in Second Quarter of 2014”
Center for Sustainable Health Spending, Altarum Institute, July
10, 2014, altarum.org/sites/default/files/uploaded-related-
files/CSHS-Labor-Brief_July2014.pdf (Accessed 8/6/14) p. 2.
Altarum Institute, “Health Sector Economic Indicators Labor
Brief August 2014: Ambulatory Care Settings Continue to Add
Jobs, but Hospital and Nursing Home Losses Depress Total
Health Employment Growth” August 7, 2014, p. 2.

Altarum Institute “Health Sector Economic Indicators Labor
Brief July 2014: Health Sector Job Growth Up in Second
Quarter of 2014,” July 10, 2014, p. 2.

Altarum Institute, “Health Sector Economic Indicators Labor
Brief August 2014: Ambulatory Care Settings Continue to Add
Jobs, but Hospital and Nursing Home Losses Depress Total
Health Employment Growth” August 7, 2014, p. 2.

Ibid.

Altarum Institute, “Health Sector Economic Indicators Labor
Brief July 2014: Health Sector Job Growth Up in Second
Quarter of 2014 July 10, 2014, p. 2.

Altarum Institute, “Health Sector Economic Indicators Labor
Brief August 2014: Ambulatory Care Settings Continue to Add
Jobs, but Hospital and Nursing Home Losses Depress Total
Health Employment Growth” August 7, 2014, p. 2.

Ibid.

Ibid.

Altarum Institute, “Health Sector Economic Indicators Labor
Brief July 2014: Health Sector Job Growth Up in Second
Quarter of 2014 July 10, 2014, p. 2.

Altarum Institute, “Health Sector Economic Indicators Labor

© HEALTH CAPITAL CONSULTANTS

31

32

33

35
36

37

38

Brief August 2014: Ambulatory Care Settings Continue to Add
Jobs, but Hospital and Nursing Home Losses Depress Total
Health Employment Growth” August 7, 2014, p. 2.

Altarum Institute, “Health Sector Economic Indicators Price
Brief July 2014: Healthcare Prices Spurt In May” July 10, 2014,
p. 2.

“Monthly Drug Tracker: June Rx Growth of 2.6% as Trend
Begins to Normalize” By Glen Santangelo & Jeffrey Bailin,
Credit Suisse, July 16, 2014, https://doc.research-and-
analytics.csfb.com/docView?sourceid=em&document_id=x5784
24&serialid=7pkXpZgPfwNd9dnK8d%2fBXGdcjULUgF%2bB
gytp5LbskOQ%3d (Accessed 8/8/14).

Ibid.

“Effect of Insurance Expansion on Utilization of Inpatient
Surgery” By Chandy Ellimoottil, M.D., et al, JAMA Surgery,
July 2, 2014,
http://archsurg.jamanetwork.com.ezp.slu.edu/article.aspx?article
id=1885707&resultClick=3 (Accessed 8/8/14), p. E1, E3, E6.
Ibid, p. E7.

“Hospital Inpatient and Outpatient Services” Medicare Payment
Advisory Commission, March 2014 Report to the Congress:
Medicare Payment Policy, March 2014
http://www.medpac.gov/chapters/Mar14_Ch03.pdf (Accessed
8/7/14), p. 56.

Altarum Institute, “Health Sector Economic Indicators Labor
Brief August 2014: Ambulatory Care Settings Continue to Add
Jobs, but Hospital and Nursing Home Losses Depress Total
Health Employment Growth” August 7, 2014, p. 2.

“The Association Between Health Literacy and Preventable
Hospitalizations in Missouri: Implications in an Era of Reform”
By Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA,
CM&AA, et al., Journal of Healthcare Finance, Vol. 40, No. 2,
Winter 2013, p. 4.

(Continued on next page)



HEALTH CAPITAL CONSULTANTS

(800) FYI - VALU

Providing Solutions
in the Era of
Healthcare Reform

Founded in 1993, HCC is a

nationally recognized healthcare
economic financial consulting firm

HCC Home

Firm Profile

HCC Services
HCC Experts
Clients & Projects
HCC News
Upcoming Events
Contact Us

Email Us

HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
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services including: valuation in all
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analysis, including the
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and income distribution plans;
healthcare provider related
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Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief
Executive Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized
healthcare financial and economic consulting firm headquartered in St. Louis, MO, serving
clients in 49 states since 1993. Mr. Cimasi has over thirty years of experience in serving
clients, with a professional focus on the financial and economic aspects of healthcare service
sector entities including: valuation consulting and capital formation services; healthcare

\ industry transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other regulatory and policy planning
consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as several
professional designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow
Royal Institution of Chartered Surveyors (FRICS — Royal Institute of Chartered Surveyors); Master Certified
Business Appraiser (MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA —
National Association of Certified Valuators and Analysts); and, Certified Merger & Acquisition Advisor
(CM&AA — Alliance of Merger & Acquisition Advisors). He has served as an expert witness on cases in
numerous courts, and has provided testimony before federal and state legislative committees. He is a
nationally known speaker on healthcare industry topics, the author of several books, the latest of which
include: “Accountable Care Organizations: Value Metrics and Capital Formation™ [2013 - Taylor & Francis,
a division of CRC Press], “The Adviser’s Guide to Healthcare” — Vols. I, Il & 111 [2010 — AICPA], and “The
U.S. Healthcare Certificate of Need Sourcebook™ [2005 - Beard Books]. His most recent book, entitled
"Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services" was published by John
Wiley & Sonsin March 2014.

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published
articles in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by
healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in
Business Valuation” conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial

Board of the Business Appraisals Practice of the Institute of Business Appraisers, of which he is a member of
the College of Fellows. In 2011, he was named a Fellow of the Royal Institution of Chartered Surveyors
(RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas valuation and financial analysis for
hospitals and other healthcare enterprises. Mr. Zigrang has significant physician integration
and financial analysis experience, and has participated in the development of a physician-
owned multi-specialty MSO and networks involving a wide range of specialties; physician-
owned hospitals, as well as several limited liability companies for the purpose of acquiring
acute care and specialty hospitals, ASCs and other ancillary facilities; participated in the
evaluatlon and negotiation of managed care contracts, performed and assisted in the valuation of various
healthcare entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business Administration
from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives, and serves as President of the St. Louis Chapter of the American Society of Appraisers (ASA).
He has co-authored “Research and Financial Benchmarking in the Healthcare Industry” (STP Financial
Management) and “Healthcare Industry Research and its Application in Financial Consulting” (Aspen
Publishers). He has additionally taught before the Institute of Business Appraisers and CPA Leadership
Institute, and has presented healthcare industry valuation related research papers before the Healthcare
Financial Management Association; the National CPA Health Care Adviser’s Association; Association for
Corporate Growth; Infocast Executive Education Series; the St. Louis Business Valuation Roundtable; and,
Physician Hospitals of America.

Matthew J. Wagner, MBA, CFA, is Senior Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas of valuation and financial analysis.
Mr. Wagner has provided valuation services regarding various healthcare related enterprises,
assets and services, including but not limited to, physician practices, diagnostic imaging
service lines, ambulatory surgery centers, physician-owned insurance plans, equity purchase
options, physician clinical compensation, and healthcare equipment leases.

John R. Chwarzinski, MSF, MAE, is Vice President of HEALTH CAPITAL CONSULTANTS
(HCC). Mr. Chwarzinski holds a Master’s Degree in Economics from the University of
Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John M. Olin School
of Business at Washington University in St. Louis. Mr. Chwarzinski’s areas of expertise
include advanced statistical analysis, econometric modeling, and economic and financial
analysis.

Jessica L. Bailey, Esq., is the Director of Research of HEALTH CAPITAL CONSULTANTS
(HCC), where she conducts project management and consulting services related to the
impact of both federal and state regulations on healthcare exempt organization transactions
and 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. Ms. Bailey is a member of the Missouri and Illinois Bars
and holds a J.D. and Health Law Certificate from Saint Louis University School of Law,
where she served as Fall Managing Editor for the Journal of Health Law and Policy.
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