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Health Spending Projections
Through 2019: The Recession’s

Impact Continues

ABSTRACT The economic recession and rising unemployment—plus
changing demographics and baby boomers aging into Medicare—are
among the factors expected to influence health spending during 2009-
2019. In 2009 the health share of gross domestic product (GDP) is
expected to have increased 1.1 percentage points to 17.3 percent—the
largest single-year increase since 1960. Average public spending growth
rates for hospital, physician and clinical services, and prescription drugs
are expected to exceed private spending growth in the first four years of
the projections. As a result, public spending is projected to account for
more than half of all U.S. health care spending by 2012.

ational health spending is esti-

mated to have grown 5.7 percent

andreached $2.5 trillion in 2009,

despite a projected 1.1 percent de-

cline in gross domestic product

(GDP; Exhibits 1 and 2), up from 4.4 percent
in 2008. The result is an expected rise in the
health share of GDP of 1.1 percentage points,
to 17.3 percent.! This projected rate of escalation
would represent the largest one-year increase in
the health share of GDP since the National
Health Expenditure Accounts (NHEA) began
tracking health spending in 1960, and it reflects
the severity of the recession that began in 2007.?
As this paper was published, major health re-
form legislation that would change the course of
these projections was proposed. Should reform
come to pass, a second paper presenting projec-
tions based on the new law will be forthcoming.
These projections reflect the influence of the
recession on underlying payer trends in 2009
(Exhibit 3). Health spending by public payers
($1.2 trillion) is projected to have grown much
faster in 2009 (8.7 percent) than that of private
payers (3.0 percent, to $1.3 trillion; Exhibits 4
and 5). A leading driver of the acceleration
among public payers, up from 6.5 percent in
2008, is the expected growth in Medicaid enroll-

ment (6.5 percent) and spending (9.9 percent)
as aresult of rising unemployment related to the
recession.

The relatively low growth of private-payer
spending in 2009 was influenced by private in-
surance enrollment that is expected to have de-
clined 1.2 percent. The decline occurred despite a
substantial boost from federal subsidies pro-
vided by the American Reinvestment and Recov-
ery Act (ARRA) of 2009. These were intended to
increase the take-up rate of coverage made avail-
able by the Consolidated Omnibus Budget Rec-
onciliation Act (COBRA).**

Although the economy is expected to grow in
2010, private health spending growth is pro-
jected to slow further, to 2.8 percent. The slow-
down in the rate of spending growth is due to
reduced private health insurance enrollment,
which in turn is a result of a continuing high
rate of unemployment and the expiration of sub-
sidies for coverage provided through COBRA.?

Public spending is also projected to grow more
slowly, at 5.2 percent. Much of this projected
slowdown in 2010 is attributable to a decelera-
tion in Medicare spending growth to 1.5 percent,
from 8.1 percent in 2009. Medicare spending is
affected by a 21.3 percent reduction in Medicare
payment rates to physicians, as called for in cur-
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EXHIBIT 1

National Health Expenditures (NHE), Aggregate and Per Capita Amounts, And Share Of Gross Domestic Product (GDP), Selected Calendar Years 2007-2019

Spending category 2007 2008 2009* 2010° 2014° 2019°
NHE (billions) $2,239.7 $2,338.7 $2,472.2 $2,569.6 $3,2253 $4,482.7
Health services and supplies 2,089.7 21813 2306.2 2,395.0 3,003.2 4,169.7
Personal health care 1,866.4 19523 20683 21417 26771 3,709.0
Hospital care 687.6 7184 760.6 7889 996.3 1,3745
Professional services 697.5 731.2 7773 797.2 989.7 13707
Physician and clinical services 4726 496.2 527.6 5358 646.8 8820
Other prof. services 622 65.7 69.6 714 90.0 1237
Dental services 96.4 101.2 104.4 107.9 135.7 180.4
Other PHC 66.3 68.1 75.7 822 117.2 184.6
Nursing home and home health 191.7 2031 216.3 2264 286.9 399.7
Home health care® 593 64.7 722 771 104.2 1538
Nursing home care® 1324 1384 144.1 1493 182.7 2459
Retail outlet sales of medical products 289.7 299.6 3141 329.1 404.3 564.1
Prescription drugs 226.8 2341 246.3 260.1 3221 4578
Durable medical equipment 255 266 27.0 274 326 430
Nondurable medical products 374 39.0 408 416 495 63.3
Program administration and net cost of 1584 159.6 162.8 1726 2251 3203
private health insurance
Government public health activities 64.8 69.4 752 80.8 101.0 140.3
Investment 150.0 157.5 166.0 1746 222.1 313.0
Research* 425 436 480 513 65.9 91.2
Structures and equipment 1075 1139 117.9 1233 156.2 2218
NHE per capita $7,423.1 $7,680.7 $8,046.7 $8,289.9 $10,048.0 $13,387.2
Population (millions) 301.7 304.5 307.2 3100 321.0 3348
GDP, billions of dollars $14,077.6 $14,441.4 $14,282.5 $14,853.8 $18,488.2 $23,283.0
NHE, billions of 2005 dollars® $2,108.7 $2,155.9 $2,249.7 $2,308.3 $2,674.1 $3,301.0
Chain-weighted GDP price index 1.06 1.08 1.10 1.11 1.21 1.36
PHC deflator® 1.07 1.10 1.14 1.17 132 1.58
NHE as percent of GDP 15.9% 16.2% 17.3% 173% 17.4% 193%

source Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group; and U.S. Department of Commerce, Bureau of Economic
Analysis and U.S. Bureau of the Census. NOTES GDP is gross domestic product. Numbers may not add to totals because of rounding. °Projected. *Freestanding facilities only.
Additional services are provided in hospital-based facilities and counted as hospital care. ‘Research and development expenditures of drug companies and other
manufacturers and providers of medical equipment and supplies are excluded from “research expenditures” but are included in the expenditure class in which the
product falls. “Deflated using GDP chain-type price index (2005 = 100.0). Personal health care (PHC) chain-type index is constructed from the producer price index
for hospital care, nursing home input price index for nursing home care, and consumer price indices specific to each remaining PHC component (2005 = 100.0).
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rent law under the Sustainable Growth Rate
(SGR) provisions.

Total projected health spending growth thus
would slow from 5.7 percent in 2009 to 3.9 per-
cent in 2010. For illustrative purposes only, we
also project health spending based on a scenario
in which Medicare physician payment rates are
held constant for 2010-2019. Under this scenar-
io, projected growth in overall health spending
in 2010 would be 4.7 percent.’

Private health spending growth in a given year
has historically been affected by changes in dis-
posable personal income, both in the current
year and a few years earlier.® The current reces-
sion, therefore, is expected to lead to continued
low growth among private payers (averaging
3.9 percent) in 2011 and 2012. Public health care
spending growth is projected to average 6.8 per-
cent over that time. The net result is an expecta-
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tion that public payers will pay for slightly over
half of the health care purchased in the United
States by 2012, compared to 47 percent in 2008.
Total health spending is expected to grow in-
creasingly faster each year after bottoming out in
2010, reaching 7.0 percent by 2016. This accel-
eration is primarily a result of expected faster
growth in disposable personal income asso-
ciated with the economic recovery. By the final
years of the projection period, an increasing
number of baby boomers moving from private
coverage into Medicare is expected to contribute
to slowing private spending growth (from
7.2 percent in 2015 to 5.6 percent in 2019)
and accelerating public spending growth (from
6.3 percent in 2015 to 7.6 percent by 2019).
For 2009-2019, health spending is expected to
grow at an average annual rate of 6.1 percent (1.7
percentage points faster than GDP) and to climb



EXHIBIT 2

National Health Expenditures (NHE), Average Annual Percentage Growth From Prior Year Shown And Over The Projection Period, Selected Calendar Years

2007-2019

Spending category
NHE
Health services and supplies
Personal health care
Hospital care

Professional services
Physician and clinical services
Other prof. services
Dental services
Other PHC

Nursing home and home health
Home health care*
Nursing home care®

Retail outlet sales of medical products
Prescription drugs
Durable medical equipment
Nondurable medical products

Program administration and net cost of private health insurance

Government public health activities

Investment

Research?

Structures and equipment
NHE per capita
Population
GDP
NHE, 2005 constant dollars®
Chain-weighted GDP price index
PHC deflator’

2007° 2008 2009° 2010° 2014°
6.0 44 5.7 39 58
58 44 5.7 38 58
59 46 59 35 57
59 45 59 37 6.0
59 48 6.3 26 56
58 50 6.3 1.5 48
6.5 56 59 27 6.0
6.2 5.1 32 33 59
58 26 11.2 85 93
7.6 6.0 6.5 47 6.1

11.8 9.0 11.7 6.8 78
58 46 4.1 36 52
4.6 34 48 48 53
45 32 52 56 55
33 4.1 1.7 1.5 45
59 42 4.7 20 44
43 0.7 20 6.0 6.9
7.1 7.1 8.2 75 58
94 50 54 5.2 6.2
1.6 26 10.2 6.7 6.5

129 59 36 46 6.1
50 35 48 30 49
1.0 09 09 09 09
5.1 26 -1.1 40 56
31 22 43 26 37
29 21 13 13 20
34 30 32 28 31

2019°

6.8
6.8
6.7
6.6

6.7
6.4
6.6
59
9.5
6.9
8.1
6.1

6.9
73
5.7
50

73
6.8
7.1
6.7
73
59
08
47
43
24
36

Projection period
2009-2019°

6.1

6.1

6.0

6.1

59
54
59
54
9.5
6.3
8.2
54

59
6.3
45
45

6.5
6.6

6.4
69
62
52
09
44
39
2.1

33

source Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group; and U.S. Department of Commerce, Bureau of Economic
Analysis and Bureau of the Census. NoTES GDP is gross domestic product. Growth rates are calculated consistent with the National Health Expenditure Accounts
methodology. For example, the 2019 growth rate above is equal to the level of 2019 expenditures over the level of 2014 expenditures raised to the one-fifth
power (the average growth over five years); 2019 growth rate is shorthand for 2014-2019 growth rate. °Growth from 2006 through 2007. °Projected.
‘Freestanding facilities only. Additional services of this type are provided in hospital-based facilities and counted as hospital care. “Research and development
expenditures of drug companies and other manufacturers and providers of medical equipment and supplies are excluded from “research expenditures” but are
included in the expenditure class in which the product falls. “Deflated using GDP chain-type price index (2005 = 100.0). Personal health care (PHC) chain-type
index is constructed from the producer price index for hospital care, nursing home input price index for nursing home care, and consumer price indices specific to

each of the remaining PHC components. (2005 = 100.0).

to $4.5 trillion by 2019. The health care sector’s
share of GDP is projected to grow from 16.2 per-
cent in 2008 to 19.3 percent by 2019. Because of
continued influence from the recession and dem-
ographic changes, private spending is pro-
jected to grow at a slower average annual rate
over the eleven-year period than public spend-
ing. The public share of health spending is pro-
jected to increase to 52 percent of all health
spending by 2019.

Model And Assumptions

These projections are generated within a “cur-
rent-law” framework that incorporates actuarial
and econometric modeling techniques, as well as
judgments about future events and trends that

influence health spending. The projections do
not include the estimated impacts of any health
care reform proposals. They also do not include
the impact of the fiscal year 2010 Department of
Defense Appropriations Act. This law froze Med-
icare physician payment rates for the first two
months of 2010 and extended the government’s
subsidization of COBRA coverage available.’

The projections for private and public spend-
ing use the economic and demographic assump-
tions from the 2009 Medicare Trustees Report,
updated to reflect the latest macroeconomic
data.*” The Medicare projections are based on
the annual trustees report and account for only
the direct impacts of cuts to physician payment
rates as required under the SGR system.®

A second set of projections is produced to re-

MARCH 2010 29:3 HEALTH AFFAIRS

3



4 HEALTH AFFAIRS

EXHIBIT 3

Growth In Public And Private National Health Expenditures (NHE), 1990-2019

15 __|
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source Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group.

flect an alternative scenario in which constant
Medicare physician fee schedule rates for 2010-
2019 are assumed. The assumptions that under-
lie this scenario are consistent with a supplemen-

EXHIBIT 4

tal memorandum to the Medicare Trustees Report
that contains similar analysis.®

Projections are inherently uncertain, and the
degree of uncertainty grows larger with each ad-

National Health Expenditures (NHE), Aggregate Amounts By Source Of Funds, Selected Calendar Years 2007-2019

Source of funds
NHE (billions)
Private funds
Consumer payments
Out-of-pocket payments
Private health insurance
Other private funds
Public funds
Federal
Medicare
Medicaid
Other federal®
State and local
Medicaid
Other state and local®
Total Medicaid®

2007
$2,239.7
1,201.0
1,030.0
2703
7597
171.0
1,0387
7553
4322
1857
1374
2834
1432
1403
3289

2008
$2,338.7

1,232.0
1,060.9
2778
7832
171.1

1,106.7
816.9
469.2
2013
146.4
2898
143.0
1468
3443

2009° 2010° 2014° 2019°
$2,472.2 $2,569.6 $3,2253 $4,482.7
1,268.8 1,303.9 1,5837 21544
1,0923 11214 1,353.0 1,826.2
2835 292.1 3481 465.6
808.7 8293 1,004.8 1,360.6
1765 1825 230.7 3282
1,2034 1,265.7 1,641.6 23283
9186 965.7 1,206.9 1,7285
507.1 5147 6728 977.8
2477 2744 3103 4458
163.9 176.6 2238 304.8
2848 300.0 4348 599.8
130.7 1376 2415 3485
154.2 1623 1933 2513
3783 4120 551.7 7943

source Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group. NoTE Numbers may not
add to totals because of rounding. *Projected. °Includes Children's Health Insurance Program (CHIP) (Title XIX and XXI). ‘Subset of
public funds; includes both the federal and the state and local portion of Medicaid.
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EXHIBIT 5

National Health Expenditures (NHE), Average Annual Percentage Growth From Prior Year Shown And Over The Projection
Period, By Source Of Funds, Selected Calendar Years 2007-2019

Projection period

Source of funds 2007° 2008 2009° 2010° 2014° 2019°  2009-2019°
NHE 6.0% 4.4% 57% 3.9% 5.8% 6.8% 6.1%
Private funds 56 26 30 28 50 6.3 52
Consumer payments 48 3.0 3.0 27 48 6.2 5.1
Out-of-pocket payments 6.0 28 2.1 3.0 45 6.0 48
Private health insurance 44 3.1 33 25 49 6.3 5.1
Other private funds 108 0.1 32 34 6.0 73 6.1
Public funds 6.5 6.5 87 52 6.7 7.2 7.0
Federal 6.4 8.2 124 5.1 57 74 7.1
Medicare 7.1 8.6 8.1 15 6.9 78 6.9
Medicaid 6.1 84 230 108 3.1 75 75
Other federal* 48 6.5 119 77 6.1 6.4 6.9
State and local 6.5 2.2 =17 53 9.7 6.6 6.8
Medicaid 6.1 -0.1 -86 53 15.1 76 84
Other state and local* 69 46 50 53 45 54 50
Total Medicaid® 6.1 47 9.9 89 76 76 79

souRrce: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group. NOTES: Growth rates are
calculated consistent with the National Health Expenditure Accounts methodology. For example, the 2019 growth rate above is equal
to the level of 2019 expenditures over the level of 2014 expenditures raised to the one-fifth power (the average growth over five
years); 2019 growth rate is shorthand for 2014-2019 growth rate. *Average annual growth from 2006 through 2007. "Projected.
‘Includes Children's Health Insurance Program (CHIP) (Title XIX and XXI). “Subset of public funds; includes both the federal and

the state and local portion of Medicaid.

ditional projection year. The volatility of recent
macroeconomic conditions and the uncertainty
surrounding the timing and magnitude of the
economic recovery increase the uncertainty of
the projections presented in this paper.

Factors Accounting For Growth
There are two primary drivers of growth in ag-
gregate personal health care spending, whichisa
subset of national health spending that includes
only the purchase of health care goods and ser-
vices. These drivers are medical prices and utili-
zation, followed by smaller effects from popula-
tion growth, and the age-sex mix. Medical prices
are influenced by economywide factors and “rel-
ative medical price inflation,” which is the dif-
ference between medical and economywide price
inflation.® Steady growth is projected in medical
prices, at 3.2 percent, in 2009. Coupled with low
economywide price inflation during the reces-
sion, this growth results in a spike in relative
medical price inflation in 2009 to 1.9 percent
(from 0.9 percent in 2008). For 2010-2019,
economywide and relative medical price infla-
tion are projected to average 2.1 percent and
1.2 percent, respectively, as economywide price
inflation accelerates with the economic recovery.
Utilization, which includes both the volume
and the intensity (or complexity) of services, is
projected to have grown 1.5 percent in 2009,

compared to 0.3 percent in 2008. Partially influ-
encing the expected increase were the use of
services associated with treatments for the
HIN1 (swine flu) virus and higher-than-average
takeup rates among those eligible for subsidized
coverage provided through COBRA.*" In 2010,
utilization growth is projected to slow to 0.2 per-
cent because of a decrease in the number of peo-
ple with private health insurance coupled with
employers passing more coverage cost increases
to employees in the form of higher deductibles
and copayments." After 2010, growth in the use
of health care is projected to accelerate as de-
mand responds to the economic recovery.

The effects of population growth and the
changing age-sex mix are expected to be minor,
contributing 0.9 percent and 0.4 percent, respec-
tively, to annual growth for 2009-2019.

Payer Outlook

MEDICARE Medicare spending is projected to have
increased 8.1 percent in 2009 and to have
reached $507.1 billion (Exhibits 4 and 5). This
growth is lower than that of 2008 (8.6 percent)
and is related to decelerations in growth for pre-
scription drug and hospital spending.

In 2010, Medicare spending growth is pro-
jected to slow to 1.5 percent, due principally to
the 21.3 percent reduction in physician payment
rates driven by the SGR formula and mandated

MARCH 2010 29:3 HEALTH AFFAIRS
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in current law. As Medicare managed care pay-
ment rates and spending are affected by changes
in fee-for-service payment rates, the decrease in
physician payment rates in 2010 would result in
slower growth in managed care payments across
most services. Holding physician payment rates
constant in 2010 would result in 5.1 percent pro-
jected growth in Medicare spending.

For 2011-2019, Medicare spending growth is
expected to average 7.4 percent, partially be-
cause of greater enrollment growth as the oldest
baby boomers become eligible. Under the illus-
trative scenario in which physician payment
rates are held constant for 2011-2019, annual
Medicare spending growth is projected to aver-
age 7.7 percent—0.3 percentage point faster than
under current law.

MEDICAID Federal and state Medicaid spending
combined is projected to have grown 9.9 percent
and to have reached $378.3 billion in 2009 (Ex-
hibits 4 and 5). This would constitute the fastest
rate of Medicaid growth since 2002, when it was
10.7 percent. Largely a result of rising unemploy-
ment, rapidly increasing Medicaid enrollment
growth of 6.5 percent is expected to have been
the principal driver of the 2009 spending accel-
eration. Enrollment increases are projected to be
most notable among nondisabled children and
adults during the recession as working parents
become unemployed and lose access to employer
coverage. For 2010, the growth rates in enroll-
ment and spending are expected to remain com-
paratively high (5.6 percent and 8.9 percent, re-
spectively) as aresult of expected continued high
rates of unemployment.

By 2012, Medicaid spending growth is pro-
jected to slow to 7.0 percent, as the economy
is expected to improve and enrollment growth
decelerates. Medicaid growth is then projected
to average 7.5 percent per year for 2013-2019.
Contributing to faster Medicaid spending
growth is an increasing share of aged benefici-
aries in the program, who tend to be more costly
than other eligibility groups.

PRIVATE HEALTH INSURANCE Growth in private
health insurance premiums reflects the combi-
nation of changes in enrollment and premiums
per enrollee. It is projected to have increased
slightly, from 3.1 percent in 2008 to 3.3 percent
in 2009, and to have reached $808.7 billion in
2009 (Exhibits 4 and 5). This steady rate of
growth is the net result of a reduction in the
number of people with private health insurance
coverage due to job losses, somewhat offset by an
increase in the takeup rate of COBRA as a result
of government subsidization of these premiums.
Based on relatively high projected rates of un-
employment, expected slower price growth, and
the expiration of the COBRA subsidies, a decel-
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eration in private health insurance premium
spending is expected in 2010 (2.5 percent).

By 2015, premium growth is projected to reach
7.1 percent. This more rapid rate of growth is
expected to reflect an improving economy and
increasing private health insurance enrollment
beginning in 2012.

Private health insurance premium spending
per enrollee is projected to have grown 4.6 per-
cent in 2009, up from 3.6 percent in 2008. This
acceleration resulted in part from an increase in
the proportion of people with high-cost claims—
many of whom have temporary COBRA coverage
—as well as an increase in the number of people
with the HIN1 virus.>” Private health insurance
benefit spending trends are influenced by the
same factors and thus are expected to experience
similar rates of growth.

OUT-OF-POCKET SPENDING Out-of-pocket spend-
ing is projected to have grown 2.1 percent in
2009, down from 2.8 percent in 2008, and to
have reached $283.5 billion (Exhibits 4 and 5)."
Recessionary effects contributed to this trend. It
is projected that there was a slowdown in growth
in the demand for services that involve sizable
out-of-pocket costs. At the same time, enroll-
ment growth in Medicaid, with its minimal cost
sharing, is projected to have increased.

In 2010, out-of-pocket spending growth is pro-
jected to rebound slightly to 3.0 percent. This is
partly a result of employers’ greater willingness
to pass on more of the increases in health costs
to employees through higher cost sharing.”
Although growth in out-of-pocket spending
has historically been lower than growth in pri-
vate health insurance spending, the two are ex-
pected to grow at roughly 6.0 percent for the
second half of the projection period because of
projected continuing increases in cost sharing.

Medical Services Outlook By Sector
HOSPITAL SERVICES Hospital spending growth is
projected to have accelerated from 4.5 percent in
2008 to 5.9 percent in 2009, as spending
reached $760.6 billion (Exhibits 1 and 2).
Growth in hospital spending by public payers
is anticipated to have accelerated to 8.0 percent
in 2009 from 6.2 percent in 2008. Medicaid
hospital spending growth is expected to have
been the principal driver, with a projected accel-
eration of 6.1 percentage points in growth due to
recession-related increases in enrollment.

For private payers, hospital spending growth
is projected to have increased from a twelve-year
low of 2.3 percentin 2008 to 3.1 percent in 2009.
This is due partially to a rebound in hospital
institutional investment returns (a revenue
source used to fund patient care)' and increased



demand for services associated with the HIN1
virus.” The impact of these factors on spending
growth is anticipated to have more than offset
the impact of recession-related reductions in de-
mand for hospital services, particularly for non-
emergency procedures.'®

In 2010, hospital spending growth is projected
to slow to 3.7 percent. This deceleration is driven
primarily by a projected 2.8-percentage-point
slowdown in public spending growth. This slow-
down, in turn, is associated with projected lower
increases in Medicare managed care payment
rates and an expected slowing of Medicaid
spending.' Private spending growth is likewise
projected to slow in 2010, somewhat less drama-
tically, to 1.7 percent in lagged response to
slower income growth caused by the recession.

Hospital spending growth is projected to ac-
celerate after 2010 and to reach a projection-
period high of 7.0 percent in 2016. This accel-
eration is expected to be driven mainly by faster
private spending growth as projected incomes
rise. After 2016, and related to the shift of the
oldest baby boomers into Medicare, public and
private hospital spending trends are expected to
diverge. By 2019, public spending growth for
hospital services is projected to accelerate to
7.3 percent, while private spending growth is
projected to slow to 4.8 percent.

PHYSICIAN AND CLINICAL SERVICES Spending
growth for physician and clinical services is ex-
pected to have accelerated to 6.3 percentin 2009,
up from 5.0 percent in 2008, with expenditures
having reached $527.6 billion (Exhibits 1 and 2).
This acceleration is primarily driven by projected
growth in Medicaid, which is projected to have
grown 10.3 percent in 2009 compared to 8.9 per-
cent in 2008. Also contributing is a projected
increase in growth in private spending, from
3.6 percent in 2008 to 4.7 percent in 2009, in
part as a result of care associated with HIN1.

Under current law, physician and clinical
spending growth is expected to decelerate to
1.5 percent in 2010. This deceleration is driven
by the projected 6.1 percent decrease in Medicare
spending, which results from the 21.3 percent
Medicare physician payment rate reduction
called for by the SGR provisions. Under the O per-
cent SGRillustration, total physician and clinical
spending growth is still projected to slow in
2010, but only to 4.1 percent, primarily because
of slower Medicare managed care rate increases.
Private spending growth in 2010 is projected to
slow as well, to 2.4 percent. This is due in part to
effects of the recession and to employer plans’
higher cost-sharing requirements."

Driven largely by the improving economy, phy-
sician and clinical spending growth is expected
tobegin accelerating in 2011 and toreach 6.6 per-

centby 2017. Factors similar to those influencing
hospital spending are expected to influence this
type of spending as well. Trends in public and
private physician and clinical services spending
growth diverge for the last three years of the
projection, averaging 7.6 percent and 6.1 per-
cent, respectively, for 2017-2019.

PRESCRIPTION DRUGS Prescription drug spend-
ing is expected to have grown 5.2 percent in
2009, an acceleration of 2.0 percentage points
from 2008, and to have reached $246.3 billion
(Exhibits 1 and 2). Growth in the use of prescrip-
tion drugs per person is expected to rebound
from an actual decrease in 2008 to 0.9 percent
in 2009, driven by an increase in the use of anti-
viral drugs related to the HIN1 virus.*

Another factor in the expected 2009 accelera-
tion is higher price growth for brand-name
drugs, as the Consumer Price Index for prescrip-
tion drugs has increased from 2.5 percent in
2008 to a projected 3.4 percent rate in 2009.*
By 2011, drug spending growth is expected to
accelerate to 5.6 percent, corresponding to an
upward trend in use that is due to projected im-
proving economic conditions.

In 2012 and 2013, accelerating drug spending
growth is expected to exhibit a temporary pause
as many top-selling brand-name drugs lose pat-
ent protection.” Because of the expected shift to
the less expensive versions of these drugs when
their patents expire, prescription drug price
growth is expected to decelerate from 3.0 percent
in 2011 to 1.9 percent in 2012.° Price growth is
expected to remain at lower-than-historical
levels into 2013, as prices for these blockbuster
drugs and their generic versions are anticipated
to continue to fall as the number of generic com-
petitors increases.” As a result, prescription
drug spending growth is projected to be 4.7 per-
cent in 2012 and 5.4 percent in 2013.

Prescription drug spending growth is antici-
pated to accelerate through 2019, reaching
7.7 percent that year. Increases in drug prices
are expected to account for about half of this
growth. Also, expected increases in the number
of new drug approvals, as well as an increase in
the share of expensive specialty drugs, are pro-
jected to result in accelerating growth over this
time frame.*

Conclusion

This paper was written amid two significant
events, either or both of which could lead to
important changes in U.S. health care.

First, the economic recession is projected to
have major effects on the health care system,
contributing not only to slower spending growth
in the next several years but also to a shift of
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payment sources, primarily from private health
insurance and out-of-pocket spending to Medic-
aid. How quickly economic growth rebounds,
and to what extent, will affect the growth of
health care spending over the next decade.
Second, Congress is deliberating health care
legislation that could greatly affect the health
care system. Should such legislation ultimately
be signed into law, there would undoubtedly be

many changes in health care delivery and finan-
cing. These could include the number of people
with insurance, the sources of payment for
health care, and the growth rate of national
health spending. As aresult, many facets of these
projections could change dramatically. Should
reform come to pass, therefore, a second paper
presenting projections based on the new law will
be forthcoming. m

The opinions expressed here are the
authors’ and not necessarily those of
the Centers for Medicare and Medicaid

Services. The authors thank Richard
Foster, Stephen Heffler, Aaron Catlin,
Cathy Curtis, Mark Freeland, and Micah

Hartman. [Published online 4 February
2010]

NOTES

1 National Health Expenditure Ac-
counts and gross domestic product
data are presented in nominal terms
unless otherwise specified.

2 Hartman M, Martin A, Nuccio O,

Catlin A. Health spending growth at
a historic low in 2008. Health Aff
(Millwood). 2010;29(1):147-55.

3 These projections are based on the

laws and regulations in effect as of
15 December 2009, except for Med-
icare projections, which are based on
laws and regulations in effect as of

difficult to predict. No secondary
effects of the 21.3 percent reduction
in physician payment rates are as-
sumed in these projections. For
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more information, see Clemens MK,
Lizonitz JM, Murugesan SM. Pro-
jected Medicare Part B expenditures
under two illustrative scenarios with
alternative physician payment up-
dates [Internet]. Baltimore (MD):
CMS; 2009 May [cited 2009 Dec 4].
Available from: http://
www.cms.hhs.gov/ReportsTrust
Funds/downloads/Alternative
PhysicianUpdate.pdf

Murphy T. Health insurers weather
storms heading into 2010 [Internet].
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cluding coinsurance and deduct-
ibles; enrollee premiums for private

15

health insurance and Medicare are
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Claxton G, DiJulio B, Whitmore H,
Pickreign J, McHugh M, Finder B,
et al. Job-based health insurance:
costs climb at a moderate pace.
Health Aff (Millwood). 2009;28(6):
wl1002-12.

Evans M. Portfolios grow fatter.
Modern Healthcare. 2009;39
(35):14. Investment income is in-
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category in the NHEA.
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through their former employer for us_earns_managed_care.html?.v=2 18 American Hospital Association. The
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untarily leave their jobs. http://www.dol.gov/ebsa/ econimpsurvresults.pdf

5 In practice, it is very likely that cobra.html 19 Aldermann L. Patient money: scru-
Congress will override the physician 1 Emerman E, Arnoff S. Watson Wyatt tinizing 2010 insurance options.
payment reduction, as it has for identifies open enrollment benefit New York Times. 2009 Oct 24.
2003-2009. trends for 2010 [Internet]. 20 Reinberg S. Antiviral drugs should

6 For a complete description of the Washington (DC): Watson Wyatt be used cautiously to fight flu, U.S.
projections model, the data used, Worldwide; 2009 Sep 15 [cited 2009 says. U.S. News and World Report.
and its theoretical basis, see Centers Sep 15]. Available from: http:// 2009 Sep.
for Medicare and Medicaid Services. www.watsonwyatt.com/news/press 21 Wilson D. Drug makers raise prices
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specification [Internet]. Baltimore have been set for 2010 based on the 22 Aitken M, Berndt ER, Cutler DM.
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methodology.pdf rates in 2010. 23 U.S. Food and Drug Administration.
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Federal Hospital Insurance and to purchase COBRA coverage than 2009 Apr [cited 2009 Dec 17].
Federal Supplementary Medical In- people with relatively lower costs; Available from: http://www.fda.gov/
surance Trust Funds [Internet]. thus, as the number of people with AboutFDA/CentersOffices/CDER/
Baltimore (MD): CMS; 2009 May private health insurance declines ucm129385.htm
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cian reimbursement of this size are 14 Out-of-pocket spending consists of Dec 17]. Available from: http://

insider.ontrackevents.com/portal/
DT_2009_Drug_Trend_Report.pdf



MARCH 2010 29:3 HEALTH AFFAIRS 9



10 HEALTH AFFAIRS MARCH 2010 29:3




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /UseDeviceIndependentColor
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo true
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages false
  /ColorImageDownsampleType /Average
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.10000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Average
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.10000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.25
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Average
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.10000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [864.000 1296.000]
>> setpagedevice


