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These 9 trends are transforming healthcare

e Labor shortages throughout the e

Increasing healthcare costs
driven by aging population,
chronic conditions, prescription
drugs, and services costs

healthcare continuum, with
challenges across new supply
and retention

Changes in financing from
fee-for-service to value-based
care models to lower costs and
improve quality

Reach

Capital

Care location shifting from
facilities to at-home given rise in
virtual care, skyrocketing costs,
and tech advancements

Consolidation of health
systems due to M&A resulting in
EHR consolidation, higher
prices, and reduced access to
care

Consumer expectations are
shifting as patients demand
trust, convenience, and
personalization at affordable
prices

Accelerating pace of clinical
innovation is promising but
makes it challenging for
clinicians to stay up to speed

Explosion in data caused by
adoption of digital clinical
medical records, mandated data
exchanges, and use of
smartphones and wearables

Adoption of Al in healthcare is
accelerating primarily in
administrative use cases first



1. Healthcare costs are continuing to rise driven by
demographic changes and drug and service costs

-
A Growing, Aging
Population

7

Increase in Chronic
Conditions

7

Rising Retail
Prescription Costs

Higher (and Hidden)
Service Costs

Americans aged 65+
expected to reach 20%

by 2030

Elderly populations
make twice as many
hospital visits

95% of older adults have
one chronic condition,
and 80% have two or
more

6 of 10 U.S. adults have a
chronic condition

90% of annual HE are for
people with chronic and
mental health conditions

Non-adherence to
medication causing
$100B in unnecessary
expenses

Average American spent
$1125 in 2019 on
prescription drugs, over
twice as much as other
developed countries.

Prescription drug
spending expected to

grow 6.1% per year
through 2027

Despite half the rate of
doctors visits, Americans
pay 2.5X more than
comparable countries on
inpatient and outpatient
care

Driven by high physician
salaries and admin costs
and lack of price
transparency
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https://www.investopedia.com/insurance/why-do-healthcare-costs-keep-rising/;
https://www.investopedia.com/insurance/why-do-healthcare-costs-keep-rising/;
https://www.ncbi.nlm.nih.gov/books/NBK215247/
https://www.ncbi.nlm.nih.gov/books/NBK215247/
https://www.oliverwyman.com/our-expertise/insights/2023/dec/8-societal-shifts-that-will-reshape-healthcare-by-2035.html
https://www.ncoa.org/article/get-the-facts-on-healthy-aging
https://www.ncoa.org/article/get-the-facts-on-healthy-aging
https://www.definitivehc.com/blog/5-reasons-why-healthcare-costs-are-rising
https://www.cdc.gov/chronic-disease/data-research/facts-stats/index.html#:~:text=The%20impact%20of%20chronic%20diseases,significant%20health%20and%20economic%20benefits.
https://www.ostrohealth.com/news/bringing-generative-ai-to-healthcare#:~:text=Patients%20take%20only%20half%20of,and%20answer%20their%20basic%20questions.
https://www.ostrohealth.com/news/bringing-generative-ai-to-healthcare#:~:text=Patients%20take%20only%20half%20of,and%20answer%20their%20basic%20questions.
https://www.definitivehc.com/blog/5-reasons-why-healthcare-costs-are-rising
https://www.definitivehc.com/blog/5-reasons-why-healthcare-costs-are-rising
https://www.definitivehc.com/blog/5-reasons-why-healthcare-costs-are-rising
https://www.healthsystemtracker.org/brief/what-drives-health-spending-in-the-u-s-compared-to-other-countries/#Distribution%20of%20difference%20in%20per%20capita%20health%20spending%20between%20the%20U.S.%20and%20comparable%20countries,%20by%20spending%20category,%202021
https://www.healthsystemtracker.org/brief/what-drives-health-spending-in-the-u-s-compared-to-other-countries/#Distribution%20of%20difference%20in%20per%20capita%20health%20spending%20between%20the%20U.S.%20and%20comparable%20countries,%20by%20spending%20category,%202021

2. Physician and RN labor shortages due to challenges
with supply, retention, and an aging workforce

0 Decreasing supply
Including applicants trained outside the country there are 0.85 residency

79,080 N | . .
positions per medical student applicant. Nursing schools, turned away
physmlans 65.766 qualified applications in 2023 due to insufficient faculty, facilities

shortage predicted by 2030 by and other resources.

Bureau of Health Workforce

Burnout and retention challenges
63,720 40% of physicians felt burned out at least once a week before COVID-19

and 56% of nurses experience burnout.

registered nurses

shortage predicted by 2030 by . .. .
AR A ol e Aging workforce and retiring population

Colleges of Nursing Over 40% of physicians in the US will be 65+ in the next decade and

more than 50% of current RNs are 50+.
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https://bhw.hrsa.gov/sites/default/files/bureau-health-workforce/Physicians-Projections-Factsheet.pdf
https://www.aacnnursing.org/Portals/0/PDFs/Fact-Sheets/Nursing-Shortage-Factsheet.pdf
https://www.aacnnursing.org/Portals/0/PDFs/Fact-Sheets/Nursing-Shortage-Factsheet.pdf
https://www.aamc.org/news/press-releases/aamc-report-reinforces-mounting-physician-shortage
https://www.nursingworld.org/news/news-releases/2023/the-american-nurses-foundation-says-action-is-still-needed-to-address-serious-nursing-workforce-challenges
https://www.medicaleconomics.com/view/match-day-2023-a-reminder-of-the-real-cause-of-the-physician-shortage-not-enough-residency-positions
https://www.medicaleconomics.com/view/match-day-2023-a-reminder-of-the-real-cause-of-the-physician-shortage-not-enough-residency-positions
https://www.aacnnursing.org/Portals/0/PDFs/Fact-Sheets/Nursing-Shortage-Factsheet.pdf
https://www.aamc.org/news/press-releases/aamc-report-reinforces-mounting-physician-shortage
https://nursejournal.org/articles/why-is-there-a-nursing-shortage/
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2. Healthcare faces most painful labor shortages and
there is large opportunity for increased productivity

Vacancy and unemployment share, 2010-23
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Sector productivity, 7-country average, 2010-23'
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Sectors with higher
productivity growth
and output had a
decreasing share
of job vacancies.

«—

Sectors with lower
productivity growth
and output had an
increasing share
of job vacancies.


https://www.mckinsey.com/mgi/our-research/help-wanted-charting-the-challenge-of-tight-labor-markets-in-advanced-economies

3. US healthcare financing shifting to value-based care
to reduce costs while improving quality and outcomes

Financing is shifting from fee-for-service Value-based care models are expected to grow across all lines of business.
(FFS), where physicians and hospitals are paid

. . Lives in all value-based care models,' million lives
for services provided, to value-based care
130-160 CAGR, %

(VBC), where pay is tied to outcomes.

10-15 Medicare fee-for-service 3
5—[0] Affordable Care Act 15-20
e An estimated 90M lives will be in VBC
models by 2027, up from 43M in 2022
e Shift to VBC is partly driven by Medicare, Eominereial =18
with 70% of Medicare Advantage
enrollees opting for VBC in 2022. The
Centers for Medical and Medicare Medicaid 2-5
Services is also targeting 100% Medicare
beneficiaries to use VBC by 2030. Wediensctvaiagy " EE

2027
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https://www.mckinsey.com/industries/healthcare/our-insights/what-to-expect-in-us-healthcare-in-2024-and-beyond
https://www.cms.gov/blog/cms-innovation-centers-strategy-support-high-quality-primary-care#:~:text=CMS%20has%20set%20a%20goal,accountable%20care%20relationships%20by%202030.
https://www.cms.gov/blog/cms-innovation-centers-strategy-support-high-quality-primary-care#:~:text=CMS%20has%20set%20a%20goal,accountable%20care%20relationships%20by%202030.
https://www.mckinsey.com/industries/healthcare/our-insights/investing-in-the-new-era-of-value-based-care

4. Care is increasingly shifting from facilities to

at-home

Up to $265 billion worth of care services currently being delivered in clinics,
facilities, and physicians’ offices could shift to the home by 2025.

Medicare spend for care

that could be performed Capabilities ~ Capabilities exist Some capabilities
at home, by 2025’ arein place but need to become exist, but others
but need to a comprehensive need to be further
scale offering developed

~$180—'$265 imary Acute care
billion increase
~3-4x o
increase over the %
current spend at
home
e y

Outpatient mental-
health/behavioral-
health visits?

Today
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Adoption of virtual care, increase in patients with
long-term and expensive needs, and emerging
technologies (i.e. remote patient monitoring
devices) drive the move to at-home care.

At-home care can reduce care costs: CMS ran a
decade long experiment to offer comprehensive

primary care in the home and showed showed it

saved Medicare $8.222/beneficiary in 2021.

Trend also driven by CMS providing a waiver
during COVID that allowed health systems to
receive payment parity for services rendered in the

home.


https://www.mckinsey.com/industries/healthcare/our-insights/from-facility-to-home-how-healthcare-could-shift-by-2025
https://www.cms.gov/priorities/innovation/media/document/iah-py8-fs

5. Significant health system consolidation resulting in
EHR dominance and higher healthcare prices

Provider markets have been consolidating for past 30 years with 1,573 hospital mergers from 1988 to 2017 and

428 hospital and health system mergers from 2018 to 2023.

As a result, the share of physicians working for a hospital or in a practice owned at least partially by a health
system increased from 29% in 2012 to 41% in 2022.

Increased consolidation is driving: Reported Hospital Customer Gains, 2017 To 2023

e EHR market convergence, dominated by Epic (35.9%), 500
Oracle Cerner (24.9%), and Meditech (16.3%)
400

-
e Price increases of 6% to 17% from cross-market mergers a0 L m
300 tota

e Reduced access to healthcare, particularly for low-income,
elderly, and disabled populations

200

100

—
99 « Cerner
’ MEDITECH
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https://www.kff.org/health-costs/issue-brief/ten-things-to-know-about-consolidation-in-health-care-provider-markets/#:~:text=Provider%20markets%20have%20become%20increasingly,announced%20from%202018%20to%202023
https://www.ama-assn.org/system/files/2022-prp-practice-arrangement.pdf
https://www.beckershospitalreview.com/ehrs/ehr-vendor-market-share-in-the-us.html
https://www.kff.org/health-costs/issue-brief/ten-things-to-know-about-consolidation-in-health-care-provider-markets/#:~:text=Provider%20markets%20have%20become%20increasingly,announced%20from%202018%20to%202023
https://tcf.org/content/report/how-states-can-advance-equity-when-addressing-health-care-consolidation/
https://tcf.org/content/report/how-states-can-advance-equity-when-addressing-health-care-consolidation/

6. Healthcare preferences are evolving as consumers
expect convenient, affordable, and effective service

e N\ e s
Desire for Convenience Decreasing Trust in Expectation of Need for Lower Costs
and Digitization Healthcare Providers Personalization and Price Transparency
Patients increasingly Public trust in physicians Over 50% of consumers 80% of consumers want
interested in at-home, and hospitals declined expressed interest in to know cost of
virtual, and asynchronous from 71.5% in April 2020 personal data being used healthcare visit at time
care options for o 401% in January 2024 for personalized health of service
convenience insights
Loss of trust due to lack 61% of uninsured adults
90% of people say of communication, cost 71% of consumers expect went without needed
convenience is the most uncertainty, and personalized interactions care because of cost
important factor when inequitable access to
selecting their PCP care?*
\. J \\ \L \L
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https://b2b.healthgrades.com/insights/blog/five-healthcare-consumerism-trends-to-watch/
https://b2b.healthgrades.com/insights/blog/five-healthcare-consumerism-trends-to-watch/
https://www.oliverwyman.com/our-expertise/insights/2023/dec/8-societal-shifts-that-will-reshape-healthcare-by-2035.html
https://www.beckershospitalreview.com/public-health/just-4-in-10-americans-trust-physicians-hospitals-study-says.html?utm_medium=email&utm_content=newsletter
https://www.beckershospitalreview.com/public-health/just-4-in-10-americans-trust-physicians-hospitals-study-says.html?utm_medium=email&utm_content=newsletter
https://www.emarketer.com/content/consumers-trust-healthcare-providers-waning
https://www.mckinsey.com/industries/healthcare/our-insights/consumers-rule-driving-healthcare-growth-with-a-consumer-led-strategy
https://b2b.healthgrades.com/insights/blog/five-healthcare-consumerism-trends-to-watch/
https://www.healthcaredive.com/spons/5-healthcare-consumer-trends-to-prepare-for/651147/
https://b2b.healthgrades.com/insights/blog/five-healthcare-consumerism-trends-to-watch/
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7. The accelerated pace of clinical findings continues to
increase complexity of medical practice

It is estimated that worldwide medical
knowledge now doubles every 73 days.

A new medical article is published every 26

seconds. (A physician would need to read

thousands every day to keep up with them all!)
Specialties with the most published studies:
oncology. cardiology, neurology.

70% of physicians feel overwhelmed by the

amount of information available.

If a primary care provider practiced with the
latest guidelines they would have to practice
medicine for nearly 27 hours a day.
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https://www.kumc.edu/about/news/news-archive/medical-research-artificial-intelligence.html
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3191655/
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3191655/
https://www.researchgate.net/figure/The-commonest-medical-specialties-contributing-to-the-total-number-of-studies-including_fig1_268878756
https://press.doximity.com/reports/physician-learning-report-2022.pdf
https://pubmed.ncbi.nlm.nih.gov/35776372/
https://pubmed.ncbi.nlm.nih.gov/35776372/

8. Healthcare data has exploded and now accounts for
30% of the world’s data volume

e 21st Century Cures Act mandated use of
Electronic Health Records (EHRSs) to
empower patients to play active role in their

healthcare and promote provider data Intended to accelerate innovation and new
product development in healthcare technology;

2016 @ 21st Century Cures Act

mteroperablllty- TEFCA launched a common promotes interoperability of EHR systems and

framework to enable interoperability penalizes “information blocking.”

between key systems.
2009 @® ARRA

e Healthcare data growing at 36% CAGR, . e
Includes HITECH, which provided financial
driven by rise in institution-recorded incentives to healthcare providers to promote the
. ingful f electroni ds.
medical data and externally recorded data meaningiut use of electronic records
(via smartphones and wearables). Yet 97% of

healthcare data goes unused. 1996 @  paa

Introduced to safeguard the privacy and security
of patient health data.
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https://rce.sequoiaproject.org/common-agreement/
https://www.lek.com/insights/hea/eu/ei/tapping-new-potential-realising-value-data-healthcare-sector

9. Healthcare has seen rapid adoption of Al, especially
in clinical productivity

Generative Al is thought to hold the highest potential value in improving

2024 survey showed 70%+ clinical productivity as well as patient engagement and experience.

of healthcare organizations

. Areas believed to benefit the most from generative Al (gen Al), % of respondents (n =100)
(payers, providers, and

h l h . d Clinician/ Patient/member  Administrative
ealthcare services an clinical engagement efficiencyand  Quality of care/ Research and Strategy
productivity and experience effectiveness service delivery  [T/infrastructure education and growth

technology groups) were

pursuing or had already
implemented genAl. . . . .

Source: McKinsey US survey on gen Al in healthcare, Mar 11-13, 2024

Key points:

e Healthcare is well-primed to get a lot of ROI from Al given the vast amount of structured and unstructured
data it produces

e Prominent applications of Al in healthcare include: diagnosing via medical imaging data, transcribing
medical documents, drug discovery and development, and administrative tasks
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https://www.lapu.edu/ai-health-care-industry/#:~:text=AI%20in%20Healthcare%20Today,-AI%20has%20been&text=Some%20of%20the%20current%20uses,in%20accurate%20and%20swift%20diagnoses
https://www.mckinsey.com/industries/healthcare/our-insights/generative-ai-in-healthcare-adoption-trends-and-whats-next
https://www.mckinsey.com/industries/healthcare/our-insights/generative-ai-in-healthcare-adoption-trends-and-whats-next

