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CHAPTER ONE

Health Care Spending Growth

Michael E. Chernew and Joseph P. Newhouse
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Table 1.3 Medical Technology and Spending Growth, Residual and Related Studies

Study Study Method Findings
Period
(MNewhouse, Waried R esidual approach, reviewing “The principal cause of

1992,
1993h)

(Schwartcz,
1987)

(Peden and
Freeland,
1998)

(MNewhouse,
1981,
“Waried,
1988)

(Cuder,
19959

(Smith ec al.,
20090

(Bundorf
et al._,
2009)

(Frogner,

2010)

(Finkelstein,
2007)

1977 — 1984

1960 — 1993

1940 — 1990

1960 —2007

2001 —2006

1970 —2005

1950 — 1990

non—-technologsgy cause of
spending growtch

R.esidual approach, reviewing
non—-technology cause of
spending growth

R egression analysis using the
lewvel of insurance coverage
and non-commercial
rescarch spending as
proxies for technology

R egression analysis
examining the change in
prices as a function of the
lewvel of, and changes in,
insurance coverage and
cross national product
(GINP)

R esidual approach

R esidual approach (update to
MNewhouse’s 1992 paper,
with some modificatdons to
model)

IDecompose spending growth
into increases in price and
INncreases 1N guanticy

Evaluate impact of growth in
average health care wage
on growth in spending in
the TTS, Austoralia, and
Canada

Estimated impact of expanded
health insurance on
spending growth

increased costs appears to be

the increased capabilioes of

medicine.””

Medical innovation and
diffusion is thie primary
controllable factor
contributing to the
underlving, upward trend in
health care expenditures.

TO%Y of spending growth is
attributable to medical
technology (much of which
was induced by insurance
COWVEerame).

The most important
explanatdton of medical
price imflation is that high
lewvels of insurance coverage
induced high rates of new
product development and
use.

Technology accounts for 49%G
of the growth in real health
care spending per capita
from 1940 to 1990.

Arcribute 27 to 48%0 of growth
o spending on new
technologies.

Arctributed 100%% of growth in
outpatient services and 72%%
of growth in
pharmaceuticals to increases
in guanticy.

Growrth in wages is not a
significant driver of
spending growth.

Spread of insurance accounts
for ~50% % of the growth in
Medicare spending.




Table 1.4 Medical Technology and Spending Growth, Affirmative Studies

Study Study Period Method Findings
(Scitowvsky, 1971 —1981 Examined changes in Big ncket new
1985) treatment patterns for technologies were

(Scitovsky and
McCall,
1976)

(Showstack
et al., 1982)

(Holahan
et al., 1990)

(Cutler and
McClellan,
1996)

(Bradlew and
Kominski,
1992)

(Katz et al.,
1997

1951 —1971

1972—1977

1983 —1985

1984 —1991

1984 —1987

1987 —1992

common illnesses at
the Palo Alrto Medical
Clinic

Examined changes in
treatment patterns for
common illnesses at
the Palo Alro Medical
Clinic

Examined changes in
treatment patterns for
patients hospitalized
at the UCSF hospital
for 1 of 10 diagnoses

Used owo-stage least
squares regression
analwvsis to examine
changes 1 Medicare
expenditures per
enrollee 1in different
specialries

Examined hospital
adoptoon of, and
patient recelipt of,
coronary
revascularization
technologies

Decomposed Medicare
inpatient coOsts per
case 1nto 1mput price
inflanon, changes 1n
costs with diagnostc
related groups
(IDR.Gs), and changes
in case IMix across
DR.Gs

Examined spending
crowith across
different clinical
categories

responsible for
spending growith.

Little tncket items were
responsible for
spending growth.

Increased use was
largelyv amributable ro
the use of new
technologies.

Spending growth was
greatest in specialtoes
hkely to have
expericenced the
greatest rate of
technical iInnovatdon.

The expansion of
invasive cardiac
surgeries accounts for
almost all of the
crowth in treatment
costs for heart
attacks.

Technologyv-related
factors accounted for
at least 35% of the
real increase in costs
per case.

Spending growth was
oreatest 1n service
categories considered
more technologicallwy
expensive.

(Corntirtued)



Table 1.4 (Continued)
Study

Study Period

Method

Findings

(Okunade and
Murthy,
2002)

(I21 Matteo,
2005)

(Mas and
Seinfeld,
2008)

1960 —1997

1975—2000

1982—1995

Used total research and

development
spending and health
research and
development
spending as a proxy
for technological
change

Used ome as a partial

proxy for
technological change

Hospitals’ acquisition of

technology (as a
proxy for spending
growth)

“Technological change

1s a major escalator of
health care
expenditure and
confirm a significant
and stable long-run
relationship among
per capita real health
care expenditure, per
capita real income
and broad-based
R.&IDD expenditures.”

Technological change

accounts for
approximately two-
thirds of the increases
in real per capita
health expenditures
in US and Canada
from 1975 to 2000,

Increases 1in HMO

market share reduce
the adoprtion of
technologies that are
new and alreadvy at
the steadv-state lewvel,
thus lowering the
ultmarte level of
technology and
leading to ultimarte
long-term reductions
in medical spending
growth.
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Australia 9 585 19. 2 3,592
DSuustria 106 L= 153 4 482
EBelgiurm 106 5.9 191 4. 119

T anada 11.2 e 14 4 4 520
Zhile = 47 272 1.292
Cmech HRepublic e 8525 151 1. 923
Drenmark 112 85 2 13 = 4 554
Estonia L= 8.9 18 .5 1. 3354
Finland 8.9 4.8 19 .2 S 332
France 116 il = 7.5 4 085
Serrmanty” 111 5.9 12 4 =
Greece 105 1.2 357 29183
Hungary e a8 252 1. 56569
lceland 9.1 S0 182 .25
Ireland 9. 4 o <4 14 .5 3,894
Israsl v 1.5 21_<4 2. 172
Italhy 9.5 F T2 19.9 S.130
Japan o9.3 S0 154 S.120
HForea, Rep. w2 57 3 329 =2 _ 181
L uxembourg 84 3 11 4 5 876
Mexico .2 49 4 A5 5 2940
MNetherlands 12 S5 7 S S5 123
MNeww Fealand 101 83 .2 105 S.O035
Mlornewany = | 85 65 13 6 5 674
Foland =5 1.2 229 1. 423
Fortugal 104 e | 2T 3 =2 G824
Slowvak HRepublic a7 538 252 =2 088
Slowenia 9.1 =28 1 2.519
Spain 9. 4 T2 6 201 S.011
Swweden 9. 4 509 159 3. 870
Swwit=zerland 109 S5 4 25 S5 554
T urkoewy L= F4.9 151 1. 161
United Kingdorm o3 8527 o = 3. 322
Linited States 179 45 9 11 = 5. 503




