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Medical Cost Trend: Behind the Numbers
PwC’s Health Research Institute (HRI)
In Behind the Numbers, PwC’s Health Research Institute (HRI) examines the factors that serve to inflate or deflate the medical cost trend.  The eighth annual report also includes findings from PwC’s Touchstone Survey of large employers and provides a growth rate projection for the year ahead.

Key factors influencing 2014 medical cost trend:
· The slowdown in medical inflation has extended well beyond the recession.  HRI projects a 6.5 percent growth rate in 2014.
· Medical cost trend reflects changes in the actual cost to treat patients, which influences how insurance premiums are set.  After adjusting for benefit design such as higher deductibles, HRI projects a net growth rate of 4.5 percent in 2014.
· Consumers are bearing more of the cost.  Between 2009 and 2013, emergency room copayments were up 50 percent, and prescription drug copayments for specialty drugs increased 94 percent.
· The average deductible for in-network services is now over $1,000 and more than $2,000 for out-of-network services.
· HRI’s analysis suggests that cost shifting is influencing consumer choices.
Four factors ‘deflate’ medical cost trend in 2014:

· Less expensive non-traditional care sites: According to HRI, use of retail clinics has nearly tripled over the past five years, and the cost of care can be as much as two-thirds less than at a traditional site such as the doctor's office or a hospital.
· High performance networks: Thirty-three percent of businesses in PwC’s Touchstone Survey said they plan to consider the use of high-performance networks over the next two years.  Early data suggests this could mean as much as a 25 percent reduction in costs.
· Decline in hospital readmissions: The federal government's new readmission penalties take direct aim at waste in the health system, estimated to be as high as 30 percent.

· High deductible plans: U.S. companies are increasing cost sharing with employees by offering plans with higher co-payments and deductibles.  According to PwC’s Touchstone Survey, 44 percent of companies are considering high-deductible health plans as the only benefit plan options they will offer.
Two factors ‘inflate’ medical cost trend in 2014:
· Specialty drug costs on the rise: Generic drug use is expected to remain high, but fewer new ones are entering the market.  An increase in the use of expensive specialty drugs is expected to push drug spending trends upward for the first time in several years.  By 2014, specialty drugs are poised to account for up to 60 percent of new FDA approvals, and seven of the top 10 best-selling therapies.
· Industry consolidation: Over half of hospitals plan to acquire physician practices in 2014, according to HRI.  However, studies suggest that consolidation in concentrated markets can drive prices up by as much as 20 percent.  In 2014, an expected wave of alliances, partnerships and joint ventures could offset efforts elsewhere to reduce healthcare spending.

Note to editors: Any citations of this research must be attributed to “PwC’s Health Research Institute.”
About the research 

Each year, PwC's Health Research Institute provides estimates on the growth of private medical costs over the next year and what the leading drivers of the trend are expected to be. Insurance companies use medical cost trend to help set premiums by estimating what the same health plan this year would cost the following year. In turn, employers use the information to make adjustments in benefit plan design to help offset cost increases. The report identifies and explains what it refers to as “inflators” and “deflators” to describe why and how medical cost trend is impacted.  

This forward-looking report is based on the best available information through May 2013. HRI conducted interviews in March and April 2013 with 10 health plan officials (whose companies cover a combined 95 million people) about their estimates for 2014 and the factors driving those trends. Findings from PwC's Health and Well-Being Touchstone Survey of 1,047 employers from over 35 industries are also included. HRI also examined government data sources, journal articles, and conference proceedings in determining medical cost trend.
To explore the findings and watch video commentary, visit: www.pwc.com/us/MedicalCostTrend.

