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A core issue from an economic and social
standpoint is this: What is the ultimate
benefit, or return, on health care
spending? (Photo: Shutterstock)

Health care in�ation: What
might be behind the numbers?
When analyzing health care in�ation, two variables, when multiplied, drive
the rate of health care spending.
By Frederic Slade | June 21, 2018

Why has the cost of medical care in the

United States been going up signi�cantly

faster than the overall in�ation rate of

goods and services?

On a broad level, since 2000, the Medical

Care component of the Consumer Price

Index (CPI) has been consistently

increasing at a 1.5%-2% higher annual

rate than the CPI for all goods and

services. Health care spending accounts

for 18% of US Gross Domestic Product

(GDP).
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Explaining the factors behind these in�ation rate di�erences is very complex, as there

are many forces impacting the price of health care- insurance, individual and provider

behavior, technology and public policy to name just a few. And despite ample anecdotal

evidence, there is relatively little comprehensive data on the drivers of health care cost

in the United States.

When analyzing health care in�ation from an economic standpoint, there are two

variables which, when multiplied, drive the rate of health care spending: the amount of

health care consumed (utilization) and the cost per item or cost per unit of health care

consumed (price).

The charts below from Altarum Center for Value in Health Care shed some light on

recent utilization and price trends in health care spending.

Chart 1 indicates that over the 1990-2018 period, growth in utilization of most

categories of health care services has declined from its early-1990s peaks, although

utilization has peaked during periods of economic recession such as in the early 1990s

and during expansion of insurance coverage in 2014-15. The growth in the health care

price component has remained relatively steady to slightly declining since 2000.

Chart 1: Growth in Personal Health Care Spending (Source: Altarum
Center for Value in Health Care)
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In Chart 2, the categories showing the highest average utilization growth since 2015

have been home health care and prescription drugs. Both these items saw declines in

utilization growth in 2016-17 before a recent uptick.

Chart 2: Personal Health Care Utilization (Source: Altarum Center for
Value in Health Care)

Chart 3 shows that annual price growth since 2015 has ranged from 2%-4%, with the

recent uptick driven by increases in prescription drug prices.
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Chart 3: Personal Health Care Price (Source: Altarum Center for Value in
Health Care)

Given these trends, a core issue from an economic and social standpoint is this: What is

the ultimate bene�t, or return, on health care spending? Some bene�ts are

measurable, many are not. Bene�ts include longer life expectancy, better diet, lower

incidence of heart disease and cancer, better quality of life and greater economic

productivity.

Life expectancy in the US has been slowly increasing since 2000. According to World

Population Review data, 2017 life expectancy for the United States was 79.5 years, but

behind countries such as Japan (84 years) and Canada (82.6 years). While the

underlying dynamics driving health care in�ation are constantly changing, the ultimate

net costs and bene�ts represent an important yardstick.

NOTE: Information presented herein is for discussion and illustrative purposes only and
is not a recommendation or an o�er or solicitation to buy or sell any securities. Past
performance is not a guarantee of future results. Fred Slade has over 25 years of
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experience in the investment management and retirement services industries. He is

AVP-Senior Director, Investments for Pentegra Retirement Services

(https://www.pentegra.com/), a leading provider of retirement services to �nancial

institutions and organizations nationwide, founded by the Federal Home Loan Bank

System in 1943. Mr. Slade manages over $1 billion in internal bond portfolios and

provides analytics and strategy for Pentegra’s De�ned Bene�t and De�ned Contribution

Plans. Mr. Slade holds a Ph.D. in Economics from University of Pennsylvania and a CFA,

and has presented at a number of seminars and conferences.
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