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HEALTH CARE COSTS:  A WORSENING STORM

Annual spending on health care increased from $75 billion in 1970 to $2 trillion in 2005, and is estimated to reach $4 trillion in 2015.  To put these figures in perspective, the annual cost of health care was $356 for each man, woman, and child living in the United States in 1970.  Per capita health care costs rose to $6,697 in 2005, and is projected to rise to $12,320 in 2015. Health insurance premiums have grown at a rate more than four times that of inflation and earnings.  And there is no end in sight.

So what factors are behind the incredible rise in health care costs?  They can be grouped into the following eight categories:

· New medical technology

· Pharmaceutical costs

· Lawsuits

· Unnecessary medical procedures

· Increased utilization by an aging population

· Inflation

· Administrative costs and inefficiency

· Irresponsible consumer health behaviors

New medical technology and pharmaceutical costs were covered in our Spring 2009 newsletter.  All other categories will be covered in this edition.

Lawsuits and unnecessary medical procedures are interrelated, as the threat of litigation often prompts health care providers to order “defensive” medical tests.  According to a recent study by Pacific Research Institute (PRI), America’s legal system imposes a yearly “tort tax” of $9,827 for a family of four, and raises health care spending by $124 billion.

PRI put the annual economic costs of litigation at more than $865 billion.  These costs include not only actual damage awards, but also attorney’s fees and administrative costs.  Also included are indirect costs such as the impact of the cost of defensive medicine (the $124 billion figure cited above).  To put the costs of litigation into perspective, America’s legal system costs 30 times more than the amount the National Institutes of Health dedicates to finding cures for deadly diseases, and 13 times more than the U.S. Department of Education spends to help educate America’s children.

In addition to the costs of litigation, higher health care costs result from our nation’s changing demographics.  More Americans are living longer, and utilization of medical services increase as we get older.

From 2000 to 2050, the number of adults over age 65 will increase from 12.5 percent to 20 percent of the U.S. population.  In addition, older adults going forward will be better educated and have greater access to health information.  These factors drive higher utilization of health services.

Older adults are more likely to suffer from chronic illnesses like cancer, heart disease, and diabetes than younger people.  About 65 percent of those ages 65 and older suffer from at least one chronic condition, compared to 38 percent of those ages 20 to 44.

As we stated earlier, older adults consume far more prescription medications than younger people.  In addition, older adults consume more ambulatory care, hospital services, nursing home services, and home health care services than younger people.  People age 65 and older average 706 ambulatory care visits per 100 people (compared to 291 visits per 100 people age 18-44), average 286.6 hospital discharges per 1,000 people (compared to 94.8 for ages 18-44), and constitute more than 70 percent of home health care patients.

Inflation also plays a part in the escalating costs of health care.  Demands by health care providers for wage increases drive higher health care costs, as does the higher prices for prescription drugs.  Indirect costs, such as higher energy costs, drive higher costs for health care goods and services as manufacturers pass along their higher costs for raw materials, transportation, etc.

Administrative costs and inefficiency are structural elements of the nation’s health care system.  As much as 30 percent of each health care dollar is attributable to administrative costs and inefficiency in the system.

In 1999, health administration costs totaled at least $294.3 billion in the United States, or $1,059 per capita.

Between 1969 and 1999, the share of the U.S. health care labor force accounted for by administrative workers grew from 18.2 percent to 27.3 percent.  This figure excludes insurance industry and retail pharmacy personnel.

It is believed that increased use of computerization, managed care, and the adoption of more businesslike approaches to health care have decreased administrative costs.  Still, according to the National Coalition on Health Care, “experts agree that our health care system is riddled with inefficiencies, excessive administrative expenses, inflated prices, poor management, and inappropriate care, waste and fraud.  These problems significantly increase the cost of medical care and health insurance for employers and workers and affect the security of families.”

Finally, the high cost of health care is driven by the irresponsible behaviors of some consumers.  Fully 60 percent of all health care claims are due to 1) smoking, 2) excessive alcohol usage, 3) illegal drugs, and 4) obesity.  The Centers for Disease Control and Prevention reports that 1.7 million Americans die and 25 million are disabled each year by chronic diseases caused or made worse by unhealthy lifestyles, that is, smoking, the lack of a proper diet and exercise, too much stress and too little sleep.

Twenty-five percent of Americans smoke.  Fifty percent of those who smoke will die from a smoking-related illness, approximately 450,000 people a year.  Smoking accounts for $167 billion in annual health care expenditures and productivity losses.

According to the U.S. Department of Health, tobacco use increases the risk of cancer of the lung, mouth, nasal cavities, larynx, pharynx, esophagus, stomach, liver, pancreas, kidney, and bladder.  Exposure to second-hand smoke increases the risk of lung cancer and has been linked to increased incidences of asthma in children.

Much could be done to decrease consumption of cigarettes and other tobacco products.  Studies show that consumption is inversely related to the price of cigarettes; a 10 percent increase in price translates into a 3-5 percent decrease in overall consumption.  Cigarette taxes can be used to increase the price of tobacco products, with funds used to offset the costs of treating diseases, finding cures, and for prevention efforts.  Taxes can be levied at the federal, state, local and municipal levels.  The current federal excise tax is 39 cents per pack.  There is a wide variation in state taxes, ranging from 7 cents in South Carolina to $2.58 in New Jersey.  Tobacco industry lobbying has thus far prevented efforts to reduce tobacco consumption through the use of excise taxes.

Next to smoking, convincing Americans to adopt proper diet and exercise would go a long way toward cutting health care expenses nationwide.  Of the 559,650 cancer deaths expected in 2007, one-third may be attributed to poor nutrition, physical inactivity, overweight, and obesity.  Approximately two-thirds of Americans are overweight or obese; 32 percent of men and 34 percent of women are obese.

Unhealthy behaviors increase the risk of developing cancer, cardiovascular disease, diabetes, hypertension, and osteoporosis.  Unfortunately, many of these behaviors are learned in childhood, and are difficult –though not impossible—to overcome.

There are solutions to this problem.  First, there must be greater emphasis placed on proper nutrition and other lifestyle choices by parents, teachers, and health care providers.  Recent legislation to outlaw trans fats is an example of the government’s attempt to legislate good nutrition.  Healthy food choices must be a part of all school lunches and all workplace cafeterias, and they should be presented as good-tasting food alternatives.  There should be physical education classes each school day, not just once or twice per week. Training health care providers to give advice on healthy life style choices also goes a long way toward solving this problem.

Tackling the eight categories that impact health care costs will not be easy.  With enough political will and public support, however, we can meet this challenge.  We cannot afford not to.
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