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TRACKING HEALTH 
CARE COSTS: 

Trends Turn Downward in 2003

ealth care spending per privately insured American increased
7.4 percent in 2003—the first major slowdown in spending

growth in nearly a decade. Nonetheless, health spending grew
nearly twice as fast as the overall economy in 2003 (see Table 1).

While still extremely high, the rate of health spending growth
slowed for the second year in a row in 2003, down from 9.5 percent
in 2002 and 10 percent in 2001. Trends in all four spending cate-
gories—inpatient and outpatient hospital care, prescription drugs,
and physician services—continued to slow in 2003. Moreover, the
decline in spending growth appeared to slow growth in employer-
sponsored health insurance premiums to an average 12 percent in
2004, marking the first downtick in premium growth since 1996.

Hospital spending. Spending on inpatient services increased 
6.5 percent in 2003, down from 8.4 percent in 2002. Spending on
outpatient care1 increased 11 percent—making it the fastest grow-
ing category of health spending—down from 12.9 percent in
2002. Taken together, spending growth on inpatient and outpa-
tient care accounted for 53 percent of the total increase in health
spending in 2003.
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FIGURE 1
HOSPITAL SPENDING, PRICE AND QUANTITY TRENDS

14

12

10

8

6

4

2

0

-2

-4

%
HOSPITAL SPENDING

HOSPITAL PRICES

HOSPITAL QUANTITY

Sources: Data on hospital spending are from the Milliman USA Health Cost Index ($0 deductible)
and include both hospital inpatient and outpatient services. Hospital prices are from the Bureau of
Labor Statistic's “Other payors” Producer Price Index (PPI) series for general and surgical hospitals.
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While the hospital utilization trend
slowed sharply in 2003, hospital price
increases accelerated for the sixth year in
a row. Hospital prices—for inpatient and
outpatient care combined—increased
8 percent in 2003, the largest one-year
rise since measurement of negotiated
hospital prices began a decade ago (see
Figure 1). Price increases accounted for
most of the overall increase in hospital
spending in 2003.

Prescription drugs. For the fourth
year in a row, prescription drug
spending per privately insured person
increased at a slower pace, growing 9.1
percent in 2004—substantially lower
than the 2002 increase of 13.2 percent
and less than half the 1999 peak
increase of 18.4 percent. Slowing 
of trends for both drug prices and 
utilization played a role in this turn-
around. Several factors explain why
drug price and utilization trends
slowed, including increased patient
cost sharing, fewer new drug intro-
ductions and greater use of generic
drugs. Prescription drug spending
accounted for 20 percent of the over-
all total spending increase in 2003
compared with 34 percent in 1999.

Physician care. Spending on 
physician care increased 5.1 percent 
in 2003 compared with 6.5 percent 
in 2002. This slowdown reflects a
sharp decline in the rate of growth of
physician use, while growth in prices
for physician services increased slightly.

Outlook

After a long period of steady 
acceleration, the cost trend finally
turned down in 2003, and the slow-
down already has sparked a decline 
in the premium trend. Nevertheless,
premium growth continues to be much
higher than growth in workers’ com-
pensation, making health insurance
increasingly difficult to afford. Most
efforts to slow trends have involved
increased patient cost sharing, but

completion of the transition to looser
forms of managed care probably
played a larger role in slowing cost
trends.

As patient cost sharing increases,
benefit structures may change to
encourage patients to use efficient
providers or choose more effective
therapies. Nevertheless, many factors
make it unlikely that increased patient
cost sharing alone will significantly
slow cost trends over time. Research is
clear that the key long-term driver of
cost trends is technological advance-
ment in medical care. A financing
system that aids the rapid diffusion of
expensive new technologies by paying
most of their cost—even in the absence
of careful consideration of clinical
effectiveness—has probably been a
factor in the overall cost impact of
new technologies.

Costs—and therefore premiums—
will likely continue to outstrip growth
in the overall U.S. economy by a 
significant margin for the foreseeable

future. Although some argue that
ever-higher spending for medical care
is a good thing, the continuing rapid
growth in health spending will make
insurance unaffordable to more and
more people. Ultimately, policy makers
are likely to confront a stark trade-off
between health care costs and access,
perhaps leading to a willingness to
discuss taboo subjects, such as rationing
of health care. ●

Notes
1. Outpatient spending includes services

provided by both hospital-based and
freestanding outpatient facilities.
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TABLE 1
ANNUAL CHANGE PER CAPITA IN HEALTH CARE SPENDING AND GROSS

DOMESTIC PRODUCT, 1994-2003

1994 2.1% -2.0% 8.7% 1.7% 5.2% 4.9%

1995 2.2 -3.5 7.9 1.9 10.6 3.4

1996 2.0 -4.4 7.7 1.6 11.0 4.4

1997 3.3 -5.3 9.5 3.4 11.5 5.0

1998 5.3 -0.2 7.5 4.7 14.1 4.1

1999 7.1 1.6 10.2 5.0 18.4 4.8

2000 7.8 4.1 9.8 6.3 14.5 4.8

2001 10.0 8.7 14.6 6.7 13.8 1.8

2002 9.5 8.4 12.9 6.5 13.2 2.7

2003 7.4 6.5 11.0 5.1 9.1 3.8

Spending On Type Of Health Care Service

Notes: GDP is in nominal dollars. Estimates may differ from past reports due to data revisions by Milliman USA and
the Bureau of Economic Analysis.

Sources: Health care spending data are the Milliman USA Health Cost Index ($0 deductible); GDP is from the U.S.
Department of Commerce, Bureau of Economic Analysis
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