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growing at a rate equivalent to 2.1 percent annually
for the first nine months. The slowdown is even
_ more striking when the effects of inflation are
removed. Real cost growth fell from an annual rate
of 5.0 percent in 1992 to 1.7 percent in 1993. In the
first nine months of 1994, inflation-adjusted costs
per case actually declined by 0.6 percent, compared
_ with the same period in 1993.

Declines in average lengths of stay and slower
employee wage growth appear to be key factors in
the recent downward trend. After fluctuating slight-
ly with no net change between 1985 and 1991,
average length of stay fell 1.5 percent in 1992 (see
Figure 1-6). This trend continued in 1993 and
1994, with additional stay reductions of slightly
more than 3 percent in each year.

For many years, hospital wages grew faster
than those for all civilian workers. This gap
began to narrow in early 1993 (see Figure 1-7).
By the end of that year, hospital wage increases
_ fell below those in the rest of the economy. Since
then, hospital wage growth has continued to slow.
In the third quarter of 1994, average wages for
hospital employees grew no faster than general
inflation.

The recent downward trend in hospital cost
growth is not unprecedented. Rates have slowed
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Figure 1-7. Change in Hospital Workers’
and All Civilian Workers’
Compensation, 1992-1994
{in Percent)
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dramatically several other times during the past 235
years, each time in response to an explicit govern-
ment policy or cost-containment initiative (see Fig-
ure 1-8). For example, the steep decline in 1973
coincided with the Nixon Administration’s econom-
ic stabilization program. Decreases in the late 1970s
and early 1980s corresponded with implementation
of the Carter Administration’s voluntary hospital
cost controls and Medicare’s prospective payment
system for hospitals, respectively. In each of these
periods, however, when the explicit pressure was
withdrawn or lessened, the slowdown did not contin-
ue. Similarly, because comprehensive Federal health
care reform seems unlikely in the immediate future,
the pressure to slow cost growth could diminish.
Nonetheless, many believe that today’s trend differs
from earlier ones because of changes in the private
insurance market that appear to be accelerating,
rather than subsiding. Moreover, because the impe-
tus is based on the marketplace, there is a greater
likelihood that the pressure will be sustained.

Other Facilities

While inpatient hospital care continues to repre-
sent the largest share of total health care spending,
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