Healthcare Spending Accelerates in 2018
Economists, actuaries, and statisticians from the Centers
for Medicare and Medicaid Services (CMS) recently
conducted a full analysis of 2018 U.S. healthcare
spending.1 The research found that the healthcare
spending growth rate rose to 4.6% in 2018, from 4.2% in
2017, equating to approximately $11,172 per person.2
However, continued U.S. economic growth, which
contributed to a growing overall gross domestic product
(GDP) in 2018,3 resulted in the share of the economy
devoted to healthcare actually declining from 17.9% in
2017 to 17.7% in 2018.4 This is the first time since 2013
that this share declined, although the ratio remained
stagnant between 2016 and 2017.5
Medical price growth, which had the quickest one-year
increase since 2011, accounted for the majority of the
increase in per capita spending, “more than offset[ing]
slower growth in the use and intensity of health care
goods and services.”6 The authors attributed much of the
medical price growth to the inflation across the U.S.
economy, as well as medical-specific price inflation.7
Total personal healthcare spending accounted for 84% of
total national health expenditures (NHE) in 2018.8
However, the growth rate for total personal healthcare
spending remained constant from 2017 to 2018, at 4.1%.9
Despite the overall stability of this segment, the trends
within separate spending categories were mixed. The
three largest goods and services categories together
accounted for 73% of total personal healthcare
expenditures: (1) hospital care (2) physician and clinical
care; and, (3) retail prescriptions.10 Hospital care
spending grew at approximately the same rate as in 2017
(4.5% in 2018, compared to 4.7% in 2017), while
physician and clinical services spending decreased, from
4.7% in 2017 to 4.1% in 2018.11 Perhaps unsurprisingly,
prescription drug spending increased 2.5% in 2018, much
faster than the 2017 increase of 1.4%.12
Importantly, the majority of the faster spending growth
resulted from the growth in the net cost of health
insurance.13 The net cost of health insurance14 grew much
more rapidly in 2018, at a pace of 13.2%, compared to a
rate of 4.3% in 2017.15 The reinstatement of the health
insurance tax16 in 2018, following the one-year
moratorium in 2017,17 primarily drove the faster growth
rate of the net cost of health insurance in 2018.18 The tax
was originally mandated by the 2010 Patient Protection
and Affordable Care Act (ACA), beginning in 2013, and
sunsetting in 2017.19 Section 201 of the Consolidated
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Appropriations Act of 2016 then suspended the collection
of the health insurance provider fee for the 2017 calendar
year.20
The implications of this health insurance tax
reinstatement are multifaceted. If payors pass the health
insurance tax on to consumers in the form of higher
premiums, it could spark lower enrollment in the
exchanges and consequently contribute to a larger
uninsured population.21 Further, this health insurance tax
reinstatement disproportionately impacts Medicare
Advantage beneficiaries.22 The Medicare Advantage
market is highly competitive compared with other health
insurer markets;23 consequently, Medicare Advantage
payors cannot pass along the cost of the tax to enrollees,
leaving Medicare Advantage payors with the choice of
either paying the tax or leaving the market. 24 Fewer
Medicare Advantage payors in the market lead to less
patient choice and higher premiums for Medicare
Advantage beneficiaries, due to decreased competition in
the marketplace.25 The Medicare Advantage market
relies heavily on high levels of market competition to
ensure better quality and lower prices for beneficiaries;
market concentration suggests that taxpayers and
beneficiaries will overpay.26 Of note, the health
insurance tax was subsequently suspended for 2019, but
not for 2020.27 The tax is estimated to increase all health
insurance premiums by an average of 2.2% in 2020.28
Importantly, the number of uninsured Americans grew by
one million in 2018, marking the second year in a row of
at least 30 million Americans being uninsured.29 The
greater number of uninsured Americans may have
contributed to the average slower rate in the use and
intensity30 of healthcare services (1.3% in 2018
compared to 1.6% in 201731), as individuals without
health insurance may utilize fewer services. 32
The Trump Administration has taken a number of steps
to combat rising healthcare spending levels. Two recent
Health Capital Topics articles, “Trump Administration
Brings Transparency to Healthcare” (November 2019)33
and “Hospitals Sue to Keep Prices Secret” (December
2019), address the administration’s policies seeking to
combat the rising costs of health prices (in particular,
hospital prices) and the current litigation brought by
hospitals against the administration related to those
policies. Hospital prices in particular continue to be a
leading factor in growth despite the use and intensity of
service growth remaining stagnant.34 With hospital prices
(Continued on next page)

increasing by 2.4% in 2018,35 the Trump Administration
may have ample support to pursue more aggressive
agency action related to healthcare pricing. Healthcare
spending growth trends will continue to be affected by
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regulatory decisions, including the future of Medicaid
Expansion and the repeal of the Individual Mandate,36 as
well as by economic and demographic trends. 37
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