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Inflation and Expense Trends

Hospital expenses per adjusted discharge
(wage index and case mix index adjusted)
have been fairly steady over the past few
years, increasing at an annual rate of 3%.
In 2005, that expense was about $6,500. By
2008, it had grown 11% to about $7,250. But
within that overall expense, there has been
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significant variation in what accounts for
that extra cost. While medical supplies have
remained fairly stable, there has been con-
siderable fluctuation involving labor costs,
and costs for other operating expenses, such
as utilities, professional fees, insurance, rent,
interest, bad debt, and taxes.

Other operating
Labor
Drugs

I Nonmedical supplies
Medical supplies

$84

The key factors responsible for growing the cost of hospital expenses per adjusted
discharge have varied considerably since 2005. For example, between 2005 and
2006, the largest component of growth was labor, which added an extra $84 per
discharge. Drugs represented $9 of the overall increase. Other operating expenses—
such as utilities, professional fees, insurance, rent, interest, bad debt, and taxes
—were responsible for another $54.
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The average expenses per inpatient day range from
under $900 to nearly $2,400 a day and include
all operating and nonoperating costs, based on
2007 data.
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A year later, labor again grew significantly, but it was the “other operating” 40 Arkansas
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Between 2007 and 2008, the only growing expense was medical supplies.
Hospitals are using resources more efficiently as average length of stay (case mix Cancer
index adjusted) decreased 2.6% between 2007 and 2008, from 3.64 to 3.55 days.
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NOTE: Data based on quarterly data submission, average 470 hospitals. SOURCE: Thomson Reuters.
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Expenses per adjusted discharge have been increasing at an annual rate of 4.2% (wage index adjusted) and 3.0% (wage index and case mix
index adjusted). The difference in inflation rates can be thought of as contribution of increased acuity to cost (1.2% annually).
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(EXPENSES PER ADJUSTED DISCHARGE)

Inflation of expenses is diminishing near the end of 2008, following an increase in 2007, Q3. Hospitals appear to be reducing cost growth as
the recession (beginning in 2007, Q4) progresses.
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Labor and nonlabor expense components have similar inflation rates, 2.9% and 3.4% respectively, and are roughly equal in size.
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Both labor and nonlabor inflation rates are slowing in parallel.
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