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Summary

The US spent 7 per cent if its Gross Domestic Product on health care in
1971. This increased to 18 per cent in 2017 compared to an average of 9
per cent for the 35 countries comprising the Organization for Economic
Cooperation and Development (OECD). By 2023, health costs will make up
a fifth of total spending. The US and Mexico are the only members of the
OECD without universal health care which provides health care and
financial protection to all citizens. Although the US spends more than other
developed country on health care, the health outcomes are generally no
better. In 2016, the percentage of people without health insurance was 8.8
percent, a reduction from 15 per cent before implementation of the Patient
Protection and Affordable Care Act in 2013.

The US ranks poorly in infant and maternal mortality, preventive care, and
chronic disease care, but ranks well in cancer care, medical research and
education, and diagnostic imaging. In 2015 the US ranked 26™ out of 34
countries in life expectancy for men and 29" for women and had the
highest rate of obesity which leads to medical problems. Maternity deaths
between 1990 and 2015 rose from 16 to 26 per 100,000 live births in the
US - the highest in any advanced nation - and fell to 5-10 in OECD
countries. The US has fewer doctors (2.6 per 1,000 inhabitants compared
to 3.1 for the OECD, fewer hospital beds (2.8 versus 3.8), but more NMR
machines (38 versus13). One third of MRIs and CT scans are estimated to
be done for medico-legal reasons.

Reducing the cost and improving the quality of health care in the US
requires fundamental changes such as;

1. The adoption of universal health care to provide health care and
financial protection to all citizens. This could be done by means of
personal Health Savings Accounts as in Singapore, or by using a
government Single-Payer System where the government is the sole
insurance agency, but providers can be privately owned. Private
insurance companies could play a role in providing supplemental
coverage. Medicare would be phased out, but Medicaid retained.

2. Improved efficiency of the private health care provider market by
means of increased transparency of provider prices and the ability of
patients to choose their own providers.

3. The reduction of administrative bureaucracy of insurance companies,
hospitals and private providers.



4. The establishment of national standards of care and documentation
of performance based on a full care cycle forthep at i eonditiéns

5. Increased preventative medicine through primary care.

6. Increased coordination of care, through a national identification
number and the sharing of electronic health records.

7. Control of drug prices by altered government policies.

In the following table there is no correlation between the fraction of health
care costs paid by the government and the cost of health care.



Region Government per cent of Per Cent of GDP
Health Care payments spent on HC

Singapore 30 5

UsS 49 18

OECD 70 9

According to Adam Smith, when the price of any commaodity is neither more
nor less than what is sufficient to pay the rent of the land, the wages of
labor, and the profits of the stock employed in bringing it to market, the
commodity is then sold for what may be called its natural price.! This
implies an awareness of the natural price by communication of vendors and
buyers in the public market place. The private health care delivery system
In the US is very inefficient, with little resemblance to natural prices.
Government must play an active role in establishing goals, including setting
the rules to permit free enterprise to function more efficiently as in
Singapore, where a government data base permits citizens to compare
prices on-line for surgical operations and other care from private providers
and choose the provider, enabling the free market to operate effectively as
envisioned by Adam Smith. In comparison, the US has a siloed system of
insurance and provider networks, where hospitals and physiciansd o n 6 t
provide up-front information about prices and billing. Americans go to the
provider determined by their HMO or PPO.

The fAGreat Re c/8wascraatedby enbrmdiréalestate
debt unsupported by real funds. Borrowed money was used to borrow more
money linked by credit swap derivatives the operation of which was
understood by only a handful of people who knew that real estate prices did
not reflect the natural value. The system collapsed and banks, who took the
risk, were bailed out by the taxpayer while millions of people lost their
homes. In complicated enterprises such as Wall Street financial operations
or Health Care, capitalism is crucial to success but requires guidelines and
transparency to allow it to function as Adam Smith envisioned. Singapore
exemplifies this in a system designed and continually improved by the
government to obtain high quality health care from private and government
providers at a low price. Insurance companies whose goal is to make a
profit, not improve health care, are allowed to exist to provide
supplementary insurance for those who want it, but do not control the

1 Smith, Adam (2004-03-30). The Wealth of Nations . Neeland Media LLC. Kindle Edition.
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mainstream of health care as in the US. Single payer systems also do not

have an army of clerks employed by insurance companies and providers to

transfer money through a myriad of insurance systems. Whether we

choose a Singapore system or a single payer system, albeit with

Imperfections, both avoid this massive inefficiency of the current system
whichemploys500, 000 (Il nsurance) <c¢clerks and C
staff of private providers to transfer money between buyers and vendors.

The extra costs in the US in 2017 compared to the median OECD costs are
shown in the following table the total being $1.7 trillion.



2017 Excess health care costs in US compared to OECD

% of Excess | $ billion | % of GDP
cost Excess

Administration (General) 14 239 1.25
Administration individual providers 5 86 0.45
Administration hospitals 8 137 0.6
Doctor Salaries 4.3 73 0.38
Defensive medicine 15.8 261 1.36
Litigation and malpractice insurance. <0.1 19 0.1
Unnecessary services 16.9 319 1.50
Inefficiently delivered services 8 137 0.71
High prices beyond benchmarks 8 137 0.71
High Drug Prices 5 86 0.45
Extra drug usage 5 86 0.45
Missed prevention opportunities 5 86 0.45
Fraud 5 86 0.45

Total Excess of US over OECD 100 1.71 trillion 8.9

According to the National Academy of Sciences, if banking were like health
care,
1 Automated teller machine transactions would take perhaps days
as a result of unavailable or misplaced records.
9 Carpenters, electricians, and plumbers each would work with
different blueprints, with very little coordination.
1 Product prices would not be posted, and prices would vary widely
within the same store, depending on the source of payment

Causes of the high costs include;

1. High administrative costs of insurance companies, hospitals and
individual providers. The billing workforce cost has decreased the
ability of physicians to maintain private practices. The excess
administration cost in the US compared to the OECD in 2017 was
$462 billion or $1,462 per person. The net cost (overhead) of private
insurance alone in 2017 was $700 per capitain 2017. Insur er s 0
overhead costs averaged 12 percent of premiums compared to 3 per
cent for government insurance - Medicaid, Medicare and other Public
health care. In 2011, US nursing staff, spent 21 hours per physician
per week interacting with health plans (nearly ten times the time
spent by those in Ontario),0costing $83,000 per physician annually.



. Insufficient preventative medicine due to a lack of primary care
General Practitioners.

. The higher-paid specialist doctors have increased to 88 percent of
doctors compared to 63 per cent in the OECD, while the GPs have
shrunk to 12 per cent versus 37% in the OECD.

. Poorly controlled opioid distribution by pharmaceutical companies
made worse by the 2016 Patient Access and Effective Drug
Enforcement Act which weakened DEA efforts against companies
supplying doctors and pharmacists who sell opioids illegally.

. Defensive medicine (e.g. medically unnecessary Catscans or NMRs
to avoid litigation) costs $250 billion. The settlements from litigation
and malpractice insurance were relatively small at $19 billion.

. Lack of transparency in health care costs which would better enable
patients to choose cost-effective health care providers.

. Lack of ability of patientsto i s ha mp o uforadheaper treatment
being locked into insurance PPOs and HMOs where their choice of
providers is limited to a Network of providers- unless a premium is
paid.

. The chief purpose of Electronic Health Records (EHR) is financial
rather than clinical. The US, unlike many countries has no universal
identifier to determine whether a patient seen by one hospital is
visiting another.

U.S. government payers Medicare and Medicaid raise payment levels each

year minimally and reimburse at a fraction of private-plan levels. This
causes independent hospitals to join health systems and physicians to

move out of private practice and become salaried employees of hospitals.
The government-run single-payer agency is the largest source of revenue
for most health care providers, which gives it more leverage to set prices.

In 2013, the average cost of a neck or back procedure in the U.S. was

$36,215. The average Medicare payment for the same procedure that year

was just $5,818.

Twenty countries practice Single Payer Health Care where the government
Is the sole insurance agent such as Norway, Japan, Sweden, Kuwait, UK,
Canada, Slovenia, Italy, Finland, Spain, Iceland and Portugal. Canada uses
private-sector providers, but payment comes from a government-run
insurance program that every citizen pays into. Single Payer Health
Insurance plans control costs by limiting the medical services they will pay
for, or by making patients wait to be treated. They also avoid the huge
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administrative overhead of insurance companies. The alternative to such
rationing is rationing by price and ability to pay, as in the US. In 2014, 25%
of Canadian respondents waited 4 months or more for elective surgery,
compared to 7% of US respondents. On the other hand, 58% of uninsured
Americans reported not to have seen a physician when sick or did not get
recommended care because of cost, in comparison to 8% of Canadian
respondents, 10% of German and 4% of British respondents. In the UK,
many hospitals and clinics are owned by the government, but there are
private doctors who collect fees from the government.

In multiple-Payer Social Health Insurance payment is financed either by
premium contributions calculated as a flat percentage of the individual
e mp | o ygessavages (e.g., Germany, and, in part, the Netherlands) or
by per capita premiums as in Switzerland. The health insurance system itself,
however, is in the hands of multiple carriers who compete with one another
for patients i for example, the German not-for-profits sickness funds or
commercial insurance companies in Switzerland that may, however, not earn
profits on individuals insured under the coun t r sodas insurance systems
(but can earn profits on covering supplementary services).

In Singapore, where health care costs 5 per cent of GDP, payment to
providers is funded fromp at i eompuB@y private Health Savings
Accounts derived from employee and employer tax-free contributions and
managed by the government. In Germany, Switzerland, France, the
Netherlands, Japan and Belgium with multipayer sources of payment,
provider facilities can be owned by the government, or private for-profit or
private non-profit and health care costs 11 per cent of GDP versus 10
percent in Canada and the UK. Singapore emphasizes price transparency
by means of a government data base where patients can search on-line for
the cheapest price and choose the provider. The government as in
Canada buys drugs and by negotiating power keeps prices down, avoiding
the opioid epidemic plaguing the US.

The Medicare Prescription Drug, Improvement and Modernization Act of
2003 (MMA) promoted by drug manufacturers prohibits the government
from negotiating drug prices with pharmaceutical companies. Canada's
system has negotiated such low prices from pharmaceutical companies
that many Americans buy pills north of the border. The Veterans Health
administration can negotiate drug prices and pays 80 per cent less for
brand name drugs than Medicare Part D. The VHA gets its negotiating
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power from its formulary- prescription drugs that it covers. Medicare and
Medicaid, by contrast, are required by law to cover almost all drugs
approved by the FDA even if a cheaper, effective drug is available. The 30
most-commonly prescribed drugs are three times cheaper in New Zealand
than in the U.S. New Zealand unlike the US has comparative cost-
effectiveness review for new medications.

Reasons for the poorer measures of health in the US include;
1. A patient may receive uncoordinated care from multiple
organizations. Following hospital discharge nearly half of patients
experience at least one medical error in medication continuity,
diagnostic workup, or test follow-up. In an Integrated Practice Unit or
Accountable Care Organization, which are increasing, a dedicated
team of personnel can provide the full care cycle forthepat i ent 6 s

condition. Shared Savings Program ACO s in 50 states are providing

care to 10.5 million Medicare beneficiaries in 2018.

2. 28 million people had no health insurance at the start of 2017, down
from 44 million in 2013, before the Affordable Care Act took effect.

3. The number of physicians practicing primary care has decreased by
40 per cent this century to 12 per cent of the number of doctors
compared to 37 per cent in the OECD. Primary care leads to greater
access to needed services and a greater focus on prevention.

4. Poor access to health care and costs for the underinsured lead to
delayed diagnoses, more comorbid? disease, and pre-sensation at
more advanced stages of disease.

5. Medicaid pays physicians less than what private insurers pay for
comparable service, so they choose not to see Medicaid patients.

6. The uninsured and Medicaid patients often receive care in
emergency departments, which are subject to high rates of medical
errors and are often assigned to less experienced surgeons.

7. Obesity is high in the US with resulting cardiovascular diseases,
musculoskeletal diseases and some forms of cancer.

8. Quality of care which can be measured, varies dramatically by where
one lives, by economic status, and, by hospital or doctor.

The cost of health care in the US is particularly important for the following
reasonslnequality of disposable income is greater in the US than in all OECD

2 In medicine, comorbidity is the presence of one or more additional diseases or disorders co-occurring with a
primary disease or disorder.
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countries except Mexico and Chile. Inequality can be measurdelfyini
coefficient for disposablmcome. A coefficient of 1 represents maximum
inequality and zero maximum equalityor2016 the average for the 35 OECD
countries was 0.32 and for the US was 0.40 (an increase fronm@820). The
US poverty level is$24,33%ncome fora family of four with two children under
age eighteenAfter aninitial rapid decline after 1964 witthe War on Poverty
programs, the poverty rate has fluctuated between around 11 and 15 percent.
Currently it is 12.7 per cent as it was in 19808e Affordable Care Act provides
premium subsidies for lower income families, in effect reducing economic
inequality. According to JE Stiglitz3-, while tuition and fees in public
colleges and universities increased, on average, by a sixth between 2005
and 2010, median income continued to shrink. Between 2001 and 2011,
tuition for in-state students at public four-year colleges increased at an
average rate of 5.6% per year beyond general inflation. By 2011 the
average annual cost at a four-year public university was 50 per cent greater
than the average income of the bottom 20 per cent of families.

The number of people on Medicaid which provides care for the poor is
expected to rise at an annual rate of 1.5 percent over the next 10 years and
to reach 81.6 million in 2025. Over the next 10 years, expenditures are
projected to increase at an annual rate of 5.7 percent and reach $957.5
billion by 2025 an increase of 2.2 percent of current GDP. With the aging
of the US population Medicare is expected to consume 5.6 per cent of the
GDP by 2040 compared to 3.6 per cent in 2018.

3 The price of inequality, JE Stiglitz, WW Norton, New York, 2012,2013
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Recommendations.

The US Excess Costs for health care as a fraction of GDP compared to the
OECD are as in the following table.

Estimate of 2017 Excess health care costs in US compared to OECD

% of Excess $ billion Excess as
cost excess per cent of GDP
Current
Administration-general | 12.4 211 1.1
Administration by 4.5 77 0.4
individual providers
Administration hospitals | 6.7 115 0.6
Doctor Salaries 5.6 96 0.5
Defensive medicine 14.6 250 1.3
Litigation and 1.1 19 <0.1
malpractice insurance
Unnecessary services 18.0 307 1.6
Inefficiently delivered 7.3 125 0.65
services
High prices beyond 7.3 125 0.65
benchmarks
High Drug Prices 5.6 96 0.5
Extra drug usage 5.6 96 0.5
Missed prevention 51 86 0.45
opportunities
Fraud 6.2 106 0.55
Total Excess 100 1.71 trillion | 8.9

Recommended changes to the US system are as follows.

1. The introduction of Health Savings Accounts (HSA) and universal
coverage as in Singapore, which spends 4.7 per cent of GDP on health
care with excellent results. There, workers contribute approximately 8
per cent of their wages, tax-exempt, to a personal account, with
matching funds from employers. Funds pay for hospitalization, certain
outpatient expenses, and health insurance from private companies for
those who want supplementary insurance not covered by the
government. Medicare would continue for those already retired. For
those still working, credit to HSAs would be given for Medicare
premiums already paid and company sponsored health plans.

12



For reference, a single-payer system is where the government is the sole insurer. In the
Beveridge model as in the UK, Spain, most of Scandinavia, New Zealand and Hong
Kong, the government is the owner of hospitals, is the provider of care and controls
what doctors can charge. Health care costs average 10 % of GDP. The Bismarck model
as in Germany, France, Belgium, the Netherlands, Japan, Switzerland, uses "sickness
funds" -- financed jointly by employers and employees through payroll deduction and
familiar to Americans. Unlike the U.S. insurance industry, health insurance plans cover
everybody, and they don't make a profit. Doctors and hospitals tend to be private.
Although this is a multi-payer model, tight regulation gives government much of the
cost-control that the single-payer Beveridge Model provides. Health care averages 11
per cent of GDP. The National Health Insurance Model has elements of both Beveridge
and Bismarck. It uses private-sector providers, but payment comes from a government-
run insurance program that every citizen pays into. Since there's no need for marketing,
no financial motive to deny claims and no profit, these universal insurance programs
tend to be cheaper and much simpler administratively than American-style insurance.
Canada's system has negotiated such low prices from pharmaceutical companies that
Americans buy pills north of the border. National Health Insurance plans also control
costs by limiting the medical services they will pay for, or by making patients wait to be
treated. Health care costs are 10 per cent of GDP.

2. No medical service would be free in order to reduce the over-utilization
of services.

3. A competing market for private health care providers should exist.

4. Elimination of Medicare part D whereby Medicare-approved insurance
companies provide prescription drug insurance. Medicare prescription
drug program should be operated directly by Medicare as are Medicare
Part A (hospital coverage) and Medicare part B (doctors).

5. The 2003 Medicare Modernization Act should be repealed. Through this
law, Medicare is prohibited by law from negotiating drug prices with drug
suppliers although the Veterans Health administration with its own
formulary can negotiate drug prices and pays 80 per cent less for brand
name drugs than Medicare Part D. Medicare and Medicaid, by contrast,
are required to cover almost all drugs approved by the FDA even if a
cheaper, effective drug is available.

6. Bulk purchases of drugs with negotiating power by the government as in
Singapore and Canada.

7. Approved drugs must be registered with the government (Health
Sciences Authority in Singapore) and assessed to be clinically- and
cost-effective as in Singapore and Canada.

8. A Universal Care resembling Medishield in Singapore which provides
catastrophic insurance for major illnesses.

13



9. Continuation of US Medicaid which is similarto Si n g a pMedifand,s
the government fund set up to aid the indigent.

10. Publication on a government website of prices charged for treatment
of illnesses by private providers such as hospitals as in Singapore. Drug
prices would be included. Public awareness reduces prices above
competitive benchmarks, reduces fraud and increases the efficiency of
care provision.

11. As inthe Netherlands, New Zealand, and the United Kingdom,
patients must register with a general practitioner, who acts as a
gatekeeper to specialists. Emphasis should be on primary care to
reverse the decline of primary care doctors by 40 per cent this century.
The US is the only industrialized country to lack a national strategy to
build a strong primary care system, including services delivery,
information systems, medical products, vaccines, financing, leadership,
and governance. The reduced number of specialists due to primary care
gatekeepers and reduced tests that the patient is willing to pay for from
his HSA will reduce unnecessary services done for defensive legal
purposes and for profit. The reduced number of highly paid specialists
further reduces costs.

12. Providers for particular medical conditions need to serve more
patients through the expansion of Integrated Practice Units where a
dedicated team of personnel provides the full care cycle forthep at i ent & s
condition. Tertiary prevention savings requires effective therapies in
patients with coronary heart disease and diabetes.

13. Electronic Health Records should be national, with a clinical rather
than financial and proprietary function and should include a universal
identifier and prescription drug documentation.

14. P P O arsl HMO @perated by insurance companies whereby
patients are limited to providers within the network (or pay a premium
price) would disappear and as in most of the OECD, patients could
choose any health care provider including doctors and hospitals. These
organizations fragment the health care system, reduce coordination and
have high administration costs. Administration costs are increased
further due to the manpower required by individual providers to deal with
the insurance companies. Care fragmentation reduces the efficiency of
care provision.

15. Medicare plans that are based on benchmarks costs. In the past this
has ranged from 95 to 115 percent of local fee-for-service Medicare
costs. Reimbursement rates for Medicare are changing from a fee-for-
service T or quantity T model, to one that will reward quality by keeping

14



16.

17.

18.

15

patients healthy and out of the hospital. Hospitals must demonstrate
certain cost-saving measures, including cutting back readmission rates
and avoiding wasting money on unnecessary tests. Medicare currently
approves Accountable Care Organizations which, measures how
doctors perform -not for the procedures they administer.

The U.S. in 2011 had the highest hospital administrative costsd 25.3
percent of total hospital expenditures. Next highest were the
Netherlands (19.8%) and England (15.5%), both transitioning to market-
oriented payment systems. Scotland and Canada, where single-payer
systems pay hospitals global operating budgets with separate grants for
capital, had the lowest costs, of 12 percent. Above we recommended a
Singapore-style individual HSA system and a government database
publicizing provider prices. These will reduce hospital costs including
administration as will the reduction in PPOs and H M O dbsreaucracy.
although not as effectively as in Canada or Scotland.

Individuals can use their health savings accounts to pay the
premiums for Integrated Shield plans for catastrophic coverage by
private insurance companies as in Singapore.

Repeal the 2016 Patient Access and Effective Drug Enforcement
Act which weakened DEA efforts against companies that were supplying
corrupt doctors and pharmacists who peddled narcotics to the black
market which already causing over 200,000 deaths. ;



Comparison of the US health System with other countries

Excess Cost of Health Care in the US
The following diagram shows the cost of health care in the US in 2014
versus other countries in terms of purchasing power. For the US, the cost
was $9,024 per capita.

HeALTHCARE CosTts PER CAPITA (DOLLARS)

$10.000
$8,000
$6,000
$4,000 $3.971 $4.152@54.177 $4,367
$3,207
$2,000
S0

Italy

3

Japan
Australia
France
Canada
Sweden
Germany

§
<
:
;

United States
OECD Average

SOURCE: Organization for Economic Cooperation and Dewslopment, OECD Heaith Statussics 2014, June 2014, Compied by PGPF
NOTE: Data are for 2014 or latest avalable. Chart uses purchesing power parties %0 comwvert dta nto U S, dollars.

Health costs in 2016 as a percent of GDP is shown in Table | for both
government and private expenditure for the 35 countries in the
Organization for Economic Co-operation and Development (OECD)%.

The total HC costs in the US as a fraction of GDP was in excess of the
median OECD cost by 8.3 per cent of the US GDP of $18.6 trillion or 48

4 OECDLibrary/StatisticssOECDhealthstatistics/healthexpenditureand financing/indicators)
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percent of the US costs. This excess was $1.5 trillion. The excess cost for
general administration alone in the US was 1.1 per cent of GDP (TOTAL?)
or 14 per cent of the total excess cost.

TABLE 1 Government and administration (OECD)

Year 2016 OECD median | US

Total HC cost % of GDP 8.9 17.2
Administration % of GDP 0.27 1.4 (a)
Admin. % of Health Care 3.1 8.1(a)

% of Admin. by Government 70 50 (0.7% GDP)
% of HC by Government 71 49 (8.4% GDP)

(a)Does not include individual providers (0.5% GDP) (see section on administration
later & notes and definitions.)

For the US and OECD, the government share of health spending
matched the government share of administration spending.

According to the OECD the breakdown of US costs were;

Table |l % of 2016 GDP
Curative and Inpatient 2.9
rehabilitative Outpatient 7.5
Home-based 0.5
Long term care 0.9
Medical goods 2.4
Preventative care 0.5
Gov.& Admin 1.4
Unexplained* 1.1
TOTAL 17.2

*no data for day curative and rehabilitative care or ancillary services

In the following OECD figure for 2015 (or closest) for health expenditure by
type of service the lowest bar is for inpatient care and the highest is for
collective services (prevention and public health services as well as
administration 7 referring to governance and administration of the overall
health system rather than at the health provider level).

17



7.12. Health expenditure by type of service, 2015 (or nearest year)
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Below are 2016 expenditures by provider as a per cent of total Health Care

Provider usS Canada
Hospitals 34 29
Residential Long-Term 5.1 11
facilities

Ambulatory care* 30 28
Providers of medical goods 14 20
Preventative care 3 6
Providers of administration 8 3
and financing

(a) Ambulatory care or outpatient care is medical care provided on an outpatient basis,
including diagnosis, observation, consultation, treatment, intervention, and rehabilitation
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services. This care can include advanced medical technology and procedures even when
provided outside of hospitals.

According to the National Academy of Sciences, if banking were like health
care,
1 Automated teller machine (ATM) transactions would take perhaps
days as a result of unavailable or misplaced records.
9 Carpenters, electricians, and plumbers each would work with
different blueprints, with very little coordination.
1 Product prices would not be posted, and prices would vary widely
within the same store, depending on the source of payment

The System of Health Accounts (OECD, Eurostat and WHO, 2017) defines
health expenditure as comprising personal health care (curative care,
rehabilitative care, long-term care, ancillary services and medical goods)
and collective services. Curative, rehabilitative and long-term care can be
classified by mode (inpatient, day care, outpatient and home care).

Inpatient and outpatient care accounted for almost two-thirds of health
expenditure in OECD countries in 2015, medical goods (mainly
pharmaceuticals) accounted for 19% and long-term care services 14%. The
remaining 6% (collective costs) was spent on prevention and public health
services and overall governance and administration. Collective services
(which includes administration) for the US are 16% of the total, the next
highest being Canada and Mexico at 10 per cent. Outpatient care at 47 per
cent for the US is exceeded only by Portugal at 48 per cent the average
being 30 per cent. The GDP-based cost ratio of US/ OECD for
outpatient care is 47/30 (ratio of fraction of total cost) x 17.2/8.9 (ratio
of GDP spent on HC as in Table 1) or aratio of 3.0. Inpatient care in the
US is the lowest fraction of the total of all the countries at 17 per cent. The
extra cost for collective and out-patient services for the US is 23 per cent.

The US and Mexico are the only members of the OECD without universal
health care which provides health care and financial protection to all
citizens. Twenty countries practice Single Payer Health Care where the
government is the sole insurance agent such as Norway, Japan, Sweden,
Kuwait, UK, Canada, Slovenia, Italy, Finland, Spain, Iceland and Portugal.®
Canada uses private-sector providers, but payment comes from a
government-run insurance program that every citizen pays into. Single

5Mar 2nd, 2016 | By Formosa Post | Category: Healthcare in US, Single-Payer Health Care
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Payer Health Insurance plans control costs by limiting the medical services
they will pay for, or by making patients wait to be treated. The alternative to
rationing by such administrative devices is rationing by price and ability to
pay, as in the US®. In the UK, many hospitals and clinics are owned by the
government; some doctors are government employees, but there are
private doctors who collect fees from the government.

A National Academy of Sciencesreport’e st i mat ed t lkass i n 200
Costso i n %redadillianor 3& gercent of the 2009 total health

care costs of $2.35 trillion. Thus, the excess was 5.48 per cent of the GDP.

According to the OECD, the median health care cost in 2009 was 8.7 per

cent of GDP and the US cost 16.3% of GDP, an excess of 7.6% GDP. The

NAS US extra cost estimate was 71 per cent of the OECD estimate. OECD

reports expenses, but the NAS judges what is excess.

We must decide which definitionoffex cess o0 1 s appropriate,
or the OECD or a combination of both. The excess US costs from the

OECD can be used credibly if the health care standards in the US are

equal to or lower than other OECD countries. Otherwise one could argue

that the fexcessois spent usefully in achieving higher health care quality

and improved health status. The World Health Organization in 2000 ranked

the US 15th" out of 191 countriesinfiov er al | goal atimi eveme
health system performance after factoring in spending per capita.

According to the OECD in 2015°, the US ranked 26™ out of 34 countries in

life expectancy for men and 29" for women and 20" in mortality from

cardiovascular disease. This is described in detail later.

Excess costs represent inefficiency in operations. We could argue that
because US health care quality is on average below that of the OECD, an
even larger amount of the US costs is in excess of that which should be
required for the poorer results obtained, but we will refrain from doing so.
We noted above that 48 per cent of the US health care costs were in
excess of the OECD average, sufficient to justify a study of the reasons for
the excess costs. Table lll shows the NSA data for 20009.

6 Tsung-Mei Cheng , March 2014 hearing by the U.S. S e n a tCendmittee on Health, Education, Labor
and Pensions (HELP)

7 National Research Council. Best Care at Lower Cost: The Path to Continuously Learning Health Care in
America. Washington, DC: The National Academies Press, 2013

81n 2009, the GDP was $14.4 trillion and health expenditure 16.3 % of GDP).

9 OECD library/health at a glance 2015.
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TABLE Il
Estimated Sources of Excess Costs in Health Care (2009) NAS report

Category Sources Excess Cost Per Cent of
estimate Excess
Unnecessary services | Overuse beyaevidence $210 billion | 27

established levels
Inefficiently delivered Mistakes, care fragmentation, | $130 billion | 17
services unnecessary higher cosopiders
Excess administration | Insurance paperwork $190 billion | 25
inefficiencies poor
documentation

High Prices Beyond competitive benchmarky $105 billion | 14
MissedPrevention Primary 2ndry, tertiary $55 billion |7
Possibilities

Fraud Payers, cliniciangatients $75 billion | 10

The NSA report merits some comments as follows;

1. The report does not refer to defensive medicine (performed to avoid
litigation), the cost of which Weiss estimated (see later) at 1.4 percent
of the 2009 GDP, stating, defensive medicine has been so co-
mingled with standard medical practice, that now it is impossible to
determine where one ends and the otherb e gi ns . 0

2. The NAS indicated excess d o ¢ t salari@sof $65 billion or 0.5% of
GDP. The OECD averages 1.2 % and the US 1.7 per cent of GDP for
d o c t salari@sor an excess of 0.5% of GDP for the US.

3. The NAS claims that excess administration is 25 % of the excess
costs or 1.3 per cent of GDP, whereas the OECD as we saw above
ascribed a US excess of 1.1% of GDP (for 2016). But the OECD
numbers do not include administrationfori i nd i wn awiawhielr s 0
Is 0.5% of GDP for the US and we estimate 0.1 per cent for other
OECD countries (see later).

4. The NAS ignores litigation settlements which are 0.11 % of costs and
liability insurance which is 0.4% of costs, a total of 0.1 % of GDP.

5. As shown in the later section on prescription drugs, 50% of the extra
cost of drugs in the US is due to usage and the other 50% to higher
cost per prescription in 2009. The NAS report only allows $9 billion/yr.
for high prices of drugs or 0.1% GDP, by our estimate short by 0.3%
of GDP. (See definitions and notes)
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Based on the above, 2.7 per cent of US GDP could be added to the NAS
2009 excess estimate of 5.4% giving a total US excess of 8.1% GDP.

According to the OECD in 2009 the US expenses were 16.3% GDP and for
other nations averaged 8.7% GDP. For the US we add 0.5% GDP for
administration by individual providers which the OECD states is not
included in administration, thus bringing the OECD 2009 US expenses to
16.8 per cent of GDP. We estimate individual provider administration for
other OECD countries as one fifth the US amount in line with Table |
bringing their health expenses from 8.7 per cent of GDP to 8.8 per cent
GDP. Thus, the US excess administration for individual providers is 0.4%
GDP and the 2009 excess of US prices over other OECD countries is
estimated at 16.8% - 8.8% or 8.0% of GDP. This is reasonable agreement
with the our adjusted NAS excess estimate of 8.1 % GDP. We will use the
OECD-based excess estimate of 8.0 per cent of GDP. Combining the NAS
data and the 2009 OECD data, our estimates of the excess costs for the
US are given in Table IV.

TABLE IV %Composition of 2009 Excess health care costs in US
Total excess 8.0 GDP 1 source NSA, OECD

% of Excess cost

Administration (General) 14
Administration individual providers 5
Administration hospitals 8
Doctor Salaries 4.3
Defensive medicine 15.8
Litigation and malpractice insurance <0.1
Unnecessary services 16 .9
Inefficiently delivered services 8
High prices beyond benchmarks 8
High Drug Prices 5(b)
Extra drug usage 5(b)
Missed prevention opportunities 5
Fraud 5

Total 100

(b) See section on cost of prescription drugs.

(c) Excess administration for individual providers e.g. physicians is 0.4%
GDP and is not split out separately in OECD administration Composition,
but absorbed in individual provider costs.
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(d) Administration of hospitals not included in OECD data and included in
hospital cost of services (see administration cost section)

We now update Table IV from 2009 to 2017. For 2016 the median HC cost

for the OECD was 8.9 per cent of GDP, rising at about 0.06 per cent per

year, so we will use 9.0 percent of GDP for 2017, but add a median 0.1%

GDPfori ndi vi du a bhdmmistation bdirgingsthe total OECD

median to 9.1 % GDP. In 2016, the US spent 17.2 per cent of GDP on

health. The amount has been rising by about 0.3 per cent per year so we

will estimate the amount for 2017 as 17.5 per cent of GDP plus 0.5% for

I ndi vidual providerso6 adoi8m% GDPrfoathe on br
US, or an excess of 8.9 per cent of GDP over the OECD. Based on a

2017 GDP of 19.2 trillion the estimated excess costs are in Table V.

TABLE V 2017 Excess health care costs in US compared to OECD

% of Excess | $ billion | % of GDP
cost

Administration (General) 14 239 1.25
Administration individual 5 86 0.45
providers
Administration hospitals 8 137 0.6
Doctor Salaries 4.3 73 0.38
Defensive medicine 15.8 261 1.36
Litigation and malpractice <0.1 19 0.1
insurance
Unnecessary services 16.9 319 1.50
Inefficiently delivered services 8 137 0.71
High prices beyond benchmarks 8 137 0.71
High Drug Prices 5 86 0.45
Extra drug usage 5 86 0.45
Missed prevention opportunities 5 86 0.45
Fraud 5 86 0.45

Total 100 1.71 trillion 8.9

The above is based on 2017 US GDP of $19.2 trillion, OECD costs of 9.1%
(OECD) GDP and US costs of 18% US GDP. This amounts to a US total
cost of $3.456 trillion or $11,232 per capita total cost based on a population
of 325 million. The excess cost of $1.71 trillion represents $5,261 per
capita.
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Causes of the excess cost of health care in the US
Some factors are as follows:

1.

While the USA has some of the best healthcare technology in the world,
many people do not have health insurance and use emergency rooms,
where the cost of treatment may be higher than the expense of treating
earlier less severe problems.

Obesity is highest in the US amongst the 35 OECD countries and is a
risk factor for many problems, including cardiovascular diseases,
musculoskeletal diseases and some forms of cancer.

Higher prescription drug usage than OECD countries.

Unnecessary services beyond benchmarks such as hospital utilization,
primary care visits and medical specialist visits.

In 2017, the US cost of health governance was 1.4 percent of GDP

compared to 0.3 percent in the OECD. Average insurers overhead

costs'? are about 12.4 percent, according to an April 2017 Annals of

Internal Medicine article. According to cms.gov, for 2016 the Health
Consumption Expenditure(HCE) of government insurance - Medicaid,
Medicare and other Public health care- was $1.51 trillion. The net cost
or premiums earned minus benefits paid out was $43.8 billion, or 2.9
percent (Expense Ratio). Health Care has evolved into PPOs, HMOs
and EPOs creating a complexity of billing unlike some countries where
billing is a centralized organization. Administration consumed 25 per
cent of hospital costs in the US in 2011 compared to 12 per cent in
Scotland and Canada.

Inefficiently delivered services due to care fragmentation between
organizations, mistakes and unnecessary higher costs.

Lack of transparency in costs. In contrast, in Singapore, the Ministry of
Health makes available on its website h o s p i btllssfdr sodmon
illnesses, treatments, specific surgeries and tests.

The long proprietary history of Electronic Health Records -EHRSs leaves
them resistant to interoperability, but one result of EHRSs is to enable
doctors to maximize treatment payments by fup-codinga

The proportion of primary care physicians has declined by more than

40% this century. Money is made when patients are referred to higher
paid specialists, such as for lab testing and imaging. Money spent on

10 Comparing administrative costs for private insurance and Medicare, Manuela Tobias.
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testing by specialists increased 7.3% per year from 2012-2015 and
declined for general practitioners. Of the 35 OECD countries, only
Hungary and Greece have a lower percent of general practitioners than
the US which had 12 per cent generalists compared to an average of 37
percent in the OECD.

10. Doctor salaries are higher in the US than the OECD as a fraction of
the GDP although the US has fewer doctors.- 2.6 per 1,000 inhabitants
compared to 3.1 in the OECD. _However, the fraction of the excess cost
due to doctor salaries would be reduced only from 4.3 % to 3.2% if the
fraction of specialists was reduced to that of the OECD.

11. Infee for service, in the US, providers have incentives to provide
more services, even if some are inappropriate. Doctors on salary tend to
provide fewer services, see fewer patients, and spend more time with
each patient.

12. U.S. government payers Medicare and Medicaid raise payment levels
each year minimally, and reimburse at a fraction of private-plan levels.
This causes independent hospitals to join health systems and physicians
to move out of private practice and become salaried employees of
hospitals. When Medicare is paying the bills, prices tend to be lower.
The government-run single-payer agency is the largest source of
revenue for most health care providers, which gives it more leverage to
set prices. In 2013, the average cost of a neck or back procedure in the
U.S. was $36,215. The average Medicare payment for the same
procedure that year was just $5,818.

13. The Medicare Prescription Drug, Improvement and Modernization Act
of 2003 (MMA)!! prohibits the government from negotiating drug prices
with pharmaceutical companies. Canada's system has negotiated such
low prices from pharmaceutical companies that Americans buy pills
north of the border. Prescription drug plans participating in Part D bid to
contract with Medicare and negotiate with drug companies -- though
Medicare itself cannot. Medicare benefits from those lower drug prices.
The nonpartisan Congressional Budget Office predicted repealing the
ban would result in only minimal savings. The Veterans Health
Administration negotiates drug prices 80 per cent less for brand name
drugs than Medicare Part D'2. The VHA gets its negotiating power from
its formulary, a list of prescription drugs that it covers. Medicare and

11 Geyman MD, John. How Obamacare Is Unsustainable: Why We Need a Single-Payer Solution For All
Americans (Kindle Locations 997-998). Copernicus Healthcare. Kindle Edition.
122015 report by Carleton University in Ottowa and Public Citizen, a public advocacy group.
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14.

15.

Medicaid, by contrast, are required to cover almost all drugs approved
by the FDA even if a cheaper, effective drug is available.?

Physicians write prescriptions for the drugst h e ymost familiar with-
and that information comes from the manufacturers. Drug companies
spend $24 billion per year marketing to health care professionals. Only
two developed countries allow advertising for prescription drugs - New
Zealand and the US.

Costs rise because of malpractice, product liability and class action
suits, the latter being illegal in other countries. Malpractice payments and
insurance however cost only 0.5 percent of total health costs compared
to 9 per cent for defensive medicine used to avoid litigation. A third of
CSCANS and MRIS may be medically unnecessary.

Reasons for the poorer measures of health in the US

1)

2)

3)

4)

26

A patient may receive uncoordinated care from multiple organizations.
The US, unlike many countries has no universal identifier to determine
whether a patient seen by one hospital is visiting another. Following
hospital discharge nearly half of patients experience at least one
medical error in medication continuity, diagnostic workup, or test follow-
up. In an Integrated Practice Unit or Accountable Care Organization, a
dedicated team of personnel can provide the full care cycle for the
pat i eondtidnsThe Cleveland Clinicand Ge r ma ®Bghd@nKlinik
have undertaken changes in the value agenda with improvements in
outcomes and efficiency, and growth in market share. Geographic
expansion by providers is rapidly increasing, with organizations such as
Vanderbilt, TexasCh i | d €& n 6 dHospriabas Philadelphia, MD
Anderson Cancer Center. According to the Journal of the American
Medical Association, the breadth and consistency of the US under-
performance across disease categories suggests that the US pays a
penalty for its extreme fragmentation, financial incentives that favor
procedures over comprehensive longitudinal care, and absence of
organizational strategy at the individual system level.

28 million people had no health insurance at the start of 2017, down
from 44 million in 2013, before the Affordable Care Act took effect.

The number of physicians practicing primary care has decreased as the
number of specialists has increased. Primary care leads to greater
access to needed services and a greater focus on prevention.

The billing workforce cost has decreased the ability of physicians to
maintain private practices.



5) Poor access to health care and costs for the underinsured lead to
delayed diagnoses, more comorbid*® disease, and pre-sensation at
more advanced stages of disease.

6) Medicaid pays physicians less than what private insurers pay for
comparable service, so they choose not to see Medicaid patients.

7) The uninsured and Medicaid patients often receive care in emergency
departments, which are subject to high rates of medical errors and are
often assigned to less experienced surgeons.

8) Obesity with resulting cardiovascular diseases, musculoskeletal diseases
and some forms of cancer.

9) Quality of care which can be measured, varies dramatically by where
one lives, by economic status, and, by hospital or doctor.

13 In medicine, comorbidity is the presence of one or more additional diseases or disorders co-occurring with a
primary disease or disorder.
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Health Care Systems - Four Basic Models*
According to T.R. Reid's book! on international health care, health care
systems tend to follow four basic models:

The Beveridge Model

Named after William Beveridge, who designed Britain's National Health
Service. Health care is provided and financed by the government through
tax payments, like the police force or the public library. Many hospitals and
clinics are owned by the government; some doctors are government
employees, but there are private doctors who collect their fees from the
government. In Britain, you never get a doctor bill. These systems tend to
have low costs per capita, because the government, as the sole payer,
controls what doctors can do and what they can charge. Countries using
the Beveridge plan or variations on it include the UK, Spain, most of
Scandinavia and New Zealand and Hong Kong. Cuba is probably the
purest example of government control.

The Bismarck Model

Named for the Prussian Chancellor Otto von Bismarck. Despite its
European heritage, this system of providing health care would look familiar
to Americans. It uses an insurance system -- the insurers are called
"sickness funds" -- usually financed jointly by employers and employees
through payroll deduction. Unlike the U.S. insurance industry, though,
Bismarck-type health insurance plans have to cover everybody, and they
don't make a profit. Doctors and hospitals tend to be private; Japan has
more private hospitals than the U.S. Although this is a multi-payer model --
Germany has about 240 different funds -- tight regulation gives government
much of the cost-control clout that the single-payer Beveridge Model
provides. The Bismarck model is found in Germany, France, Belgium, the
Netherlands, Japan, Switzerland, and, to a degree, in Latin America.

The National Health Insurance Model

This system has elements of both Beveridge and Bismarck. It uses private-
sector providers, but payment comes from a government-run insurance
program that every citizen pays into. Since there's no need for marketing,
no financial motive to deny claims and no profit, these universal insurance
programs tend to be cheaper and much simpler administratively than

1 Physicians for a National Health Program - Health Care Systems, four basic models
15 "The Healing of America: A Global Quest for Better, Cheaper, and Fairer Health Care." TR Reid
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American-style for-profit insurance. The single payer tends to have
considerable market power to negotiate for lower prices; Canada's system
has negotiated such low prices from pharmaceutical companies that
Americans buy pills north of the border. National Health Insurance plans
also control costs by limiting the medical services they will pay for, or by
making patients wait to be treated. The classic NHI system is found in
Canada, but some newly industrialized countries -- Taiwan and South
Korea, for example -- have also adopted the NHI model.

The Out-of-Pocket Model

Only the developed, industrialized countries -- perhaps 40 of the world's
200 countries -- have established health care systems. Most nations are
too poor and too disorganized to provide mass medical care. These four
models should be fairly easy for Americans to understand because we
have elements of all of them in our fragmented national health care
apparatus. When it comes to treating veterans, the US is Britain or Cuba.
For Americans over the age of 65 on Medicare, we're Canada. For working
Americans who get insurance on the job, we're Germany. For the 15
percent of the population who have no health insurance, the United States
Is Cambodia or rural India, with access to a doctor available if you can pay
out-of-pocket or if you're sick enough to be admitted to the emergency
ward at the public hospital. The United States is unlike every other country
because it maintains so many separate systems for separate classes of
people. Other countries have settled on one model for everybody.

Some countries have mixed models (e.g. Sweden has some features of a
national health service such as hospitals run by county government; but
features of NHI such as physicians being paid on an FFS basis).

Single Payer Systems

According to Physicians for a National Health Program, the reason we
spend more and get less than the rest of the world is because we have a
patchwork system of for-profit payers. Private insurers necessarily spend
health dollars on overhead, underwriting, billing, sales and marketing
departments as well as high executive pay. Doctors and hospitals must
maintain costly administrative staffs to deal with the bureaucracy. As a

result, administration consumes one-third (31 percent) of Americans health

dollars, most of which is waste. Note by JMcD. Administration consumes 8
percent of US health care costs according to the OECD and Table 1. Need
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to adjust for 0.5% GDP for individual providers. However, it consumes
about 25 percent of hospital costs as we discuss in the section Hospital
Administration Costs. A single-payer system would be financed by
eliminating multi-payer private insurers and recapturing their administrative
waste. Costs would be controlled through negotiated fees, global budgeting
and bulk purchasing.

The following countries have a single-payer system?®; Norway, Japan, UK,
Kuwait, Sweden, Bahrain, Canada, Brunei, United Arab Emirates, Slovenia,
Finland, Italy, Portugal, Cyprus, Spain, Iceland. The following countries
have health insurance mandates requiring that citizens have health
insurance; Germany, Belgium, Austria, Luxembourg, Greece, South Korea,
Switzerland, United States. Two-tier healthcare is a situation in which a
basic government-provided healthcare system provides basic care, and a
secondary tier of care exists for those who can pay for additional, better
quality or faster access. Most countries have both publicly and privately
funded healthcare, but the degree to which it creates a quality differential
depends on the way the two systems are managed, funded, and regulated.
Counties with a two-tier system are; Netherlands, Denmark, France,
Australia, Ireland, Hong Kong, Singapore, Israel.

Tsung-Mei Cheng, describes how single-payer financing work!’ and paints
a starkly different picture than that of Datillo and Racer (see later). Single-
payer systems are financed by general or payroll taxes and tailor the
individual s contribution to health care financing to their ability to pay, rather
than to their health status. They give patients choice of health care provider
and money follows the patient. Providers of health care compete for

patients on the basis of quality and patient satisfaction, but not price.
Health insurance is portable from job to job and into unemployment and
retirement. Because all funds to providers of health care flow from one
payer, it is relatively easy to control total health spending. Provider inputs

are part of negotiations over health care budgets.

16 List of countries with universal health care. True Costi Analyzing our economy, government policy,
and Society through the lens of costO-benefit. January 21, 2013

17 Tsung-Mei Cheng, March 2014 hearing by the U.S. S e n a tCendnittee on Health, Education, Labor
and Pensions (HELP)
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According to Tsung-Mei Cheng, when addressing congress, a NHI will

need fewer jobs that are now involved in billing, eligibility determination,
and advertising. Hospitals, clinics, nursing homes and other facilities will
need fewer administrative staff. At the same time, there will be a greater
need for staff in the fields of long-term care, home health care, and public
health. As part of their effort to control total health spending some single-
payer systems (the UK and Canada) put constraints on the physical
capacity of their health system (number of inpatients beds, MRI scanners,
etc.). That approach can lead to rationing by the queue. The alternative to
rationing by such administrative devices, is rationing by price and ability to
pay, an approach used in the US."

A single-payer system is an ideal platform for a uniform electronic health

information system of the sort used by our Veterans Administration health
system (a single-payer system in its own right). There is a common
nomenclature which enables 100% electronic billing and claims processing,
yielding significant savings in administrative costs.

Arhe taxonomy of health systems used around the world has two
dimensions: organization of the financing, and organization of the
production and delivery of health care to patients. Table 1 illustrates these
dimensions. National Health Service (Socialized Medicine): Cell A
represents the purest form of single-payer health systems. In these
systems government funds and organizes both the financing of health care
and owns and operates the facilities producing health care. Physicians and
other professionals in these systems are government employees. One
thinks here of the inpatient sector of the British National Health Service
(NHS), although outpatient services there are delivered by self-employed
general practitioners. The health systems of Italy, Spain and the Nordic
countries in Europe and the Hong Kong Hospital Authority are in cell A.0
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Al t hough

Table 1 — A Taxonomy of Health Systems

OWNERSHIP

FINANCING AND HEALTH INSURANCE

SOCIAL INSURANCE

PRIVATE INSURANCE

NO HEALTH

(Ability-to-pay financing)

(Actuarially fair financing)

INSURANCE

PRO\%ZERS ?,i;%tre “.':"‘;';L'?'se yr%?i_t pFr%?}t (Out-of-pocket)
Government A D G J M
nonaprofit B E H K N
commereral C F I L o

SOURCE: Tsung-Mei Cheng and Uwe Reinhardt, “Perspective on the Role

of the Private Sector In Meeting Health Care Needs,” in Benedict Clements,
David Cody and Sanjeev Gupta, eds. The Economics of Public Health Care
Reform in Advanced and Emerging Economies. International Monetary Fund.
Washington, DC. (2012): 69-98.
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country as second rate, Americans have reserved the purest form of
socialized medicine for their military veterans, namely, the Veterans
Administration health system. Cells A, B and C jointly represent single
payer health systems in which government owns and operates a single

health-insurance system for all citizens (or a designated group of citizens,

such as the elderly), but purchases health care from a mixed delivery
system that may include government-owned facilities (e.g., municipal
hospitals and neighborhood health clinics), privately owned not-for-profit or
for-profit facilities.

Canadabos

single-payer systems,as 1| S

provinci al

heal

t h

ns uthesen c e
T ai waHeaditls Instrantei (HM) a |
system. In the U.S., the traditional, fee- for-service Medicare program is a

al

national single-payer system. The state-based traditional Medicaid systems
fall into this category as well. According to Wikipedia 70% of health care in

Canada is from public funding including Medicare. Hospitals are publicly

funded. About 27.6% of Canadians' healthcare is paid for through the

private sector. This mostly goes towards services not covered or partially

covered by Medicare, such as prescription drugs, dentistry and optometry.

Some 75% of Canadians have some form of supplementary private health
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insurance; many through their employers.

Multiple-Payer Social Health Insurance: Cells D, E and F jointly represent
so-called multiple-payer social health insurance systems. In those systems

health insurance is financed either at the nexus of the payroll, by premium
contributions calculated as a flat percentage of the individuale mp | oy ee & s
gross wages (e.g., Germany, and, in part, the Netherlands) or on per capita
premiums (Switzerland and, in part, The Netherlands). The health

insurance system itself, however, is in the hands of multiple carriers who

compete with one another for patients i for example, the German not-for-

profits sickness funds or commercial insurance companies in Switzerland

that may, however, not earn profits on individuals insured under the
countryodés social insurance systems (but
supplementary services not in the socialized benefit package). Tai wan 6 s
23.3 million residents enrolled in the NHI (99.9%) may access any of the

more than 19,000 health care providers to receive care. The NHI also

reimburses medical expenses for treatments received on an emergency

basis overseas.

Auniquetypeofmulti-cpayer social i nsmpaywaercesyst emd
Germany and Switzerland are examples. In these systems, regional

associations of health insurers (e.g., Ger many 6s si ckness fund
with associations of providerd sommon fee schedules that then apply to all

insurers and providersintheregioni hence t he-pmayma fBsalslt em.
The relevant governments may set a global budget for the negotiations. If

the negotiating parties cannot agree on fees, the government imposes

compulsory arbitration. These systems are close cousins of single payer

systems. In the U.S. the state of Maryland has long operated such a

system for hospitals. In the U.S., the Medicare Advantage system and the

Medicaid Managed Care system fall into cells D, E and F. Here government

collects the financing from households via taxation but delegates the

process of purchasing health care from providers of care, claims

processing and even negotiations over fees to private for-profit or not-for-

profit insurance carriers.

Private Health Insurance: Cells G to L represent a broad category of
systems that are not social insurance but contain a wide range of
alternative arrangements. The purest form of private insurance until
December of 20131 that is, before the Affordable Care Act (ACA) took
effect on January 1, 2014 7 have been for-profit or not-for-profit insurers
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selling health insurance to individuals. They based the premium charged

the individual on that indieipaettecal 6s hea
health spending required by that 1 ndivi
pricingo or fAmedical wunderwriting. o Eff

underwriting is no longer permitted in the individual market. Premiums

there are noweflcommmbattysratndependent
health status. (Age or smoking habits, however, can still be factored into

the premium).

The most widely sold private health insurance in the US is employment-

based insurance sold to business firms of all sizes. This represents a
combination of actuarially fair pricing and social insurance. The premiums

for the group policies sold to an in
empl oyees are fexperience rated, o th
expected cost of that group of employees. Firms with large proportions of

older employees will likely pay a higher premium than a similar firm with

more young employees. Wi t hi n the firm, however, ea
contribution toward t o pgiays mdependerdft or t he
of that employeebs health stBEtcihs ,fitrhmats
employment-based health insurance system is a form of private social

health insurance. Under the ACA, the group policies sold to small

employers also will be community rated over all firms in a market area, to

protect individual small firms from the high premiums that can obtain when

several of a small group of employees are sick. Finally, cells M, N O

represents health systems without health insurance. The bulk of the

population of low-income, developing countries fall into those cells. In the

US 50 million individuals fall into these cells.

di v
at

By contrast, Americans are limited to the network of providers that
contracts with the particular insurance carrier chosen by the patient, or
patients must pay more out of pocket outside the networks which are
becoming narrower over time, especially under policies sold on the
exchanges under the ACA, but also now in Medicare Advantage plans.

Critics of the British and Canadian health systems commonly take rationing

by queues 1 especially for imaging services and certain high- tech
procedures -- as their main focus, although Barbara Starfield noted in 2010
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that average waiting times for high-tech diagnostic services using magnetic
resonance imaging (MRI) are relatively short in Canada.®

While mo s t

countr i es éreihafew cellhof Bapleslt e ms

Americans are in all cells. We have socialized medicine (the VA health
system), single-payer systems with mixed private delivery of care
(Medicare, Medicaid), multiple-payer social insurance (Medicare
Advantage, Medicaid Managed Care), a whole range of private health
insurance arrangements, and millions of uninsured as in a developing
nation. The insurance sold on the ACA state-based health insurance
exchanges (some federally run, some state-run) represents a complex
mixture of social insurance and private financing, depending on the income
level of the insured. For very poor applicants it is insurance purchased from
commercial insurers or Medicaid, for those with incomes above 400% of
the poverty line it is privately financed commercial insurance.

Health Cost comparisons for diffetdmealth schemeis 2017

See Table 1 abover types of insurance A through O
Country Insurance HC % of GDP AVERAGE
UK A 9.8 ||
Spain A 9.0 L
Norway A 9.3 A 96 H
Sweden A 11.1 |
ltaly A 9.0 L
NZ A 9.4
Hong Kong A
Canada B 10.0 B 84 ||
Taiwan B N
S. Korea B 6.9
Germany D-F 11.1 D-F |
Switzerland D-F 11.6 N
France D-F 11.1 11.0 |
Neth. D-F 10.9 |
Japan D-F 10.8 ||
Belgium D-F 10.4
us A-O (All cells) 17.6 A-O 17.6

Health Care history in the US

Barbara Starfield, fiReinventing Primary C#&eakhAffairse20@)o ns

(2010): 1032.
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According to the US CENSUS in 2017%°

A The uninsured rate decreased between 2015 and 2016 by 0.3
percentage points as measured by the CPS ASEC. In 2016, the per-
centage of people without health insurance coverage for the entire
calendar year was 8.8 percent, or 28.1 million.

A In 2016, of the subtypes of health insurance coverage, employer-
based insurance covered 55.7 percent of the population for some or
all of the calendar year, followed by Medicaid (19.4 percent),
Medicare (16.7 percent), direct-purchase (16.2 percent), and military
coverage (4.6 percent). See below after Table 4B for verification of
this number.

A Between 2015 and 2016, the rate of Medicare coverage increased by
0.4 percentage points to cover 16.7 percent of people for part or all of
2016 (up from 16.3 percent in 2015). There was no statistically signifi-
cant difference between 2015 and 2016 for any other subtype of
health insurance.

A In 2016, non-Hispanic Whites had the lowest uninsured rate among
race and Hispanic origin groups, at 6.3 percent. The uninsured rates
for Blacks and Asians were higher than for non-Hispanic Whites, at
10.5 percent and 7.6 percent, respectively. Hispanics had the highest
uninsured rate, at 16.0 percent.

The uninsured rate between 2008 and 2016 fell from roughly 15 per cent to
9 per cent as in the following figure.

19

Health Insurance Coverage in the United States: 2016. US Census Bureau
September 12, 2017. Report Number: P60-260. Jessica C. Barnett and Edward R. Berchick
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Uninsured Rate: 2008 to 2016

Percent

16

Uninsured at the time of the Interview
(American Community Survey)

Uninsured for the entire calendar year
(Current Population Survey)

i~

Fal | | i |

2008 2009 2010 2011 2012 2013 2014 2015 2016

5

Background
Theodore Roosevelt campaigned without success for national health
insurance in 1912 as did Harry Truman in 1946. Ten European nations
developed national health insurance plans by 1913. Medical societies
worried about threats to their incomes and autonomy, the AFL denounced
state supervision of peoplesbéhealth and business leaders rejected the
argument that it would add to production efficiency. The Social Security Act
became law in 1935 without NHI. In 1970 the Nixon administration called
for widespread adoption of health maintenance organizations (HMOSs)
hoping to cover 90% of the population by 1980.

Medicare was enacted in 1965, when one-half of people 65 years of age
and older had no health insurance. It was designed as a social insurance
program with universal coverage without regard to health conditions or
income level. According to Geyman?® who advocates a single-payer system

20 Geyman MD, John (2015-02-28). How Obamacare Is Unsustainable: Why We Need a Single-Payer
Solution For All Americans (Kindle Locations 181-184). Copernicus Healthcare. Kindle Edition
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for the US, it has served as a solid rock of coverage and provided reliable
reimbursement to hospitals and physicians. Beneficiaries pay into the
program through mandatory contributions over the years from individuals
and employers. There was no coverage for prescription drugs and long-
term care, so three of four beneficiaries had supplemental insurance by
1984. Medicaid, enacted in 1965, is administered by the states, with partial
federal funding. While it has been helpful for many low-income people, its
coverage and eligibility vary from one state to another.

Managed care has become more prominent, as has prescription drug use.
Doctors emphasize preventive care. Accountable Care Organizations
(ACOs) represent a new framing of the HMO approach from the 6 9 Oabich
did not work. HMOs tried to use statistics to predict and prevent unneeded
care. The ACO model, rather than controlling doctors with what the data
says they f5 h o udo,dneasures how they perform -not for the procedures
they administer. ACOs, are formed to preserve competitive advantages
over outsiders. The Centers for Medicare & Medicaid Services (CMS) is
reorganizing hospitals and clinics together into accountable care
organizations 0 like the Department of Veterans Affairs. As of November
2011, PatientsLikeMe has over 120,000 patients in 500 different condition
groups. According to Wikipedia, as of April 2015, Medicare had approved
404 Medicare Shared Savings Program (MSSP) ACOs, covering over 7.3
million beneficiaries. For the 2014 reporting period, MSSP ACOs saved a
combined $338 million, or $63 per beneficiary. According to CMS.gov, 561

Shared Savings Program ACO s in 50 states and US territories are

providing care to 10.5 million beneficiaries in 2018. An ACO agrees to be
held accountable for the quality, cost, and experience of care of an
assigned Medicare fee-for-service (FFS) beneficiary population.

The Shared Savings Program is an alternative payment model that:

1 Promotes accountability for a patient population.
1 Coordinates items and services for Medicare FFS beneficiaries.
1 Encourages investment in high quality and efficient services.

According to the National Center for Health statistics?!, in the first 6 months
of 2017, 28.8 million (9.0%) persons of all ages were uninsured at the time

21 Health insurance coverage; early release of estimates from National Health Survey 2017
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of interview not significantly different from 2016, but 19.8 million fewer
persons than in 2010. In the first 6 months of 2017, among adults aged

18 64, 23.9% of those who were poor, 23.4% of those who were near poor,

and 7.9% of those who were not poor lacked health insurance coverage at
the time of interview (Figure 4). A decrease was observed in the
percentage of uninsured adults from 2010 through the first 6 months of
2017 among all three poverty status groups. However, the greatest
decreases in the uninsured rate since 2013 were among adults who were
poor or near poor.

Flgure 4. Percentage of adufts aged 18-64 who were uninsured at the time of interview,
by poverty status: United States, 2090-June 2097
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Critique of the US system
According to Brook??, the RAND Health Insurance Experiment?® (HIE) of
1974 to 1982. demonstrated that people with free care (no coinsurance,
copayments, or deductibles) used about one-third more care than those
with a copayment. Free care had at most a small effect on five health

22Brook, Robert H. (2015-06-01). Redefining Health Care Systems (Kindle Locations 177-183). RAND
Corporation. Kindle Edition.

23 Newhouse JP, Insurance Experiment Group. Free for All? Lessons from the RAND Health Insurance
Experiment. Cambridge (MA): Harvard University Press; 1993.
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measures - physical health, role functioning, mental health, social contacts,
and health perceptions. However, people with myopia and hypertension)
benefited from free care and improvements were greater among the poor.
An update?* by Rand in 2006 concluded that in general, the reduction in
services induced by cost sharing had no adverse effectonpar t i ci pant s o
health, but the poorest and sickest 6 percent of the sample at the start of
the experiment had better outcomes under the free plan for 4 of the 30
conditions measured. The HIE concluded that shouldering more of their
own health care costs did not affect risky behaviors & rates of smoking
and obesity did not change. The study suggested that cost sharing should
be minimal or nonexistent for the poor, especially those with chronic
disease. Cost sharing cuts expenditures by reducing visits but has little
effect on the cost of treatment once care is sought. If, as is widely believed,
cost increases are driven by treatment expense and new technologies, cost
sharing can contribute to reducing costs at each point in time but may have
little effect on the overall rate of cost growth. (JMcD perhaps with a HSA as
in Singapore, care will be less sought for expensive treatment.

Recent RAND studies? showed that cutting prescription co-payments for
patients who needed cholesterol- lowering drugs the most could save more
than $1 billion annually by reducing the chance of hospitalization. In this
Instance, reduced cost sharing led to greater savings and improved health.

In 2008, Oregon extended its Medicaid program by 10,000 low-income
people who had no health insurance. A state lottery determined who would
get coverage. The Oregon Health Study, of 2013 showed that Medicaid
coverage generated no significant improvements in physical health
outcomes in the first 2 years, but it did increase the use of health care
services, raise rates of diabetes detection and management, lower rates of
depression, and reduce financial strain. But the authors did not observe
reductions in measured blood-pressure, cholesterol, or glycated
hemoglobin levels. The report indicates - We estimated that Medicaid
coverage increased annual medical spending (based on measured use of
prescription drugs, office visits, visits to the emergency department, and
hospital admissions) by $1,172, or about 35% relative to the spending in

24 Brook, Robert H., Emmett B. Keeler, et al The Health Insurance Experiment: A Classic RAND Study
Speaks to the Current Health Care Reform Debate. Santa Monica, CA: RAND Corporation, 2006.
https://www.rand.org/pubs/research_briefs/RB9174.html.

25 For a summary of this work, see i C u t DrugrCg-Payments for Sicker Patients on Cholesterol-
Lowering Drugs Could Save a Billion Dollars Every Y e a RB-49169, available at
http://www.rand.org/pubs/research_briefs/RB9169.
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the control group. Medicaid coverage also led to increases in some
preventive care and screening services, including cholesterol screening (an
increase of 14.57 percentage points; 95% CI, 7.09 to 22.04; P<0.001) and
iImproved perceived access to care, including a usual place of care (an
increase of 23.75 percentage points; 95% ClI, 15.44 to 32.06; P<0.001). We
found no significant effect of Medicaid coverage on the probability that a
person was a smoker or obese.

According to Odreilly et al?%, doctors often apply a fstandard of cared

based on intuition, hoping for the best. Treatments were deemed effective
or not, based on double-blind studies that rarely took into account
differences between patients. We thought that Tamoxifen was 80%
effective for breast cancer patients, but now know that it& 100% effective in
70% to 80% of patients, and ineffective in the rest. Many men have PSA
tests for prostate cancer; but in most cases, aggressive treatment is a
bigger risk than the disease. The test is a significant profit center.

In the US, virtually every doctor uses electronic records and exchanges for
billing. But ordering a prescription from a pharmacy, is done manually. The
chief purpose of Electronic Health Records (EHR) is financial rather than
clinical. Some of the ftlinical decision supportobuilt in to these systems
tells doctors how to find the codes that maximize payment (a trick called
fup-codingd. The long proprietary history of EHRs leaves them resistant to
interoperability. EHR vendors lobby on legislation to preserve barriers to
entry in their own markets. Health information exchange (HIE), refers to
sharing records. The US, unlike many countries has no universal identifier
to determine whether a patient seen by one hospital is visiting another.

According to Brook; 1. Health status can be measured. 2. Free care does
not make people healthier but they will use more care when it is free,

including care that s useful and care that s not. 3. How physicians are paid

influences how they practice. 4. Quality of care can be measured. 5.
Quiality of care varies dramatically by where one lives, by socioeconomic
status, and, in some cases, by hospital or doctor. 6.The appropriateness of
care can be determined. 7. Geography is a powerful predictor of health
service use. 8. Depression is one of the leading causes of morbidity in the

260'Reilly, Tim; Loukides, Mike; Steele, Julie; Hill, Colin (2012-08-24). How Data Science Is Transforming
Health Care (Kindle Locations 39-40). O'Reilly Media. Kindle Edition.
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world. 9. Our health care system is wasteful but one person s waste is

another person s income. 12. The most powerful determinants of health are
socioeconomic.

There are three standard ways of paying physicians: fee for service,
capitation (a fixed fee for every patient), or salary. In fee for service,
providers have incentives to provide more services, even if some are
inappropriate. If you pay doctors a specified amount for each patient, they
will tend to increase the number of patients and decrease the amount of
time they spend with each patient. Doctors on salary tend to provide fewer
services, see fewer patients, and spend more time with each patient.

in pay-for-performance arrangements, physicians may receive a bonus if
they meet certain quality targets. Value-based purchasing gives financial
incentives to providers who deliver fvalueoin health care, where value
means both the outcomes of care and the costs of delivering it.

When Medicare was passed in 1965, measuring quality of medical care
specified three dimensions: structure, process, and outcome. Structure
referred to whether the hospital was an academic medical center or a for-
profit hospital. A process measured for example whether a blood culture
was ordered for a person who had just presented with pneumonia.
Outcomes were either the general health status measures or disease-
specific, such as school days lost from symptoms of asthma.

According to the Healthcare Handbook?’, the US spends far more than any
other country in the world. Health care spending now averages almost
$9,000 per American and is the fastest growing industry in the country?2,
The U.S has fewer physicians, hospital beds, physician visits, and
hospitalizations per capita than most other industrialized countries?®. More
than a quarter of Americans have difficulty accessing the health care
system3C. Americans only receive about 557 70% of recommended care

27Askin MD, Elisabeth; Moore MD, Nathan (2014-11-19). The Health Care Handbook: A Clear and
Concise Guide to the United States Health Care System, 2nd Edition (Kindle Locations 258-262).
Washington University in St. Louis. Kindle Edition.

2NHE Fact Sheet. www.cms.gov/ Research-Statistics-Data-and-Systems/ Statistics-Trends-and-Reports/
NationalHealthExpendData/ NHE-Fact-Sheet.html..

2 David Squires. The U.S. Health System in Perspective: A Comparison of Twelve Industrialized Nations
www.commonwealthfund.org/ ~/ media/ Files/ Publications/ Issue% 20Brief/ 2011/ Jul/
1532_Squires_US_hlt_sys_comparison_12_nations_intl_brief_v2. pdf. Accessed

30 AHRQ. 2012 National Healthcare Quality Report. www.ahrg.gov/ research/ findings/ nhqrdr/ nhqrl2.
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they need®! and huge disparities exist in health outcomes by insurance
status, race, income, and location. Life expectancy is rising, but not as fast
as in other industrialized countries. The US ranks poorly for infant and
maternal mortality, preventive care, and chronic disease care. But, wede
near the front of the pack in cancer care, medical research and education,
and diagnostic imaging. According to the JAMA in 201332 fiThe breadth and
consistency of the US under-performance across disease categories
suggests that the US pays a penalty for its extreme fragmentation, financial
incentives that favor procedures over comprehensive longitudinal care, and
absence of organizational strategy at the individual system level.o

Over the years, hundreds of primary care residency slots have been cut or
converted to specialty training positions. In 2005, a greater supply of
specialists was associated with more spending and poorer care.0*. Use of
primary care leads to better health outcomes by greater access to needed
services, better quality of care, a greater focus on prevention and reducing
unnecessary and potentially harmful specialist care. In the 20th century
health care benefited from technological and pharmacological advances. In
the 21st century, the revolution will be in how care is delivered. Money is
made when patients are referred to specialists, sent for lab testing and
imaging, or admitted to hospitals.

Here are some potential solutions according to Brook: Reduce medical
education debt, tweak current payment systems to increase reimbursement
for primary care services, use alternate payment systems that reward
health promotion and coordination of care rather than costly procedures,
reduce paperwork, longer patient visits, increase the number of residency
positions in primary care training programs, expand the role of physician
assistants and nurse practitioners in the primary care team, expand the
Patient-Centered Medical Home and other delivery structures that
coordinate patient care across medical specialties, establish more three-
year medical schools aimed at producing family physicians.

Insurance is designed to protect against large, unexpected costs. Only a
tenth of health care spending is currently out-of-pocket, down from nearly

31 Asch SM, Kerr EA, et al. Who Is at Greatest Risk for Receiving Poor-Quality Health Care? New
England Journal of Medicine. 2006;354( 11): 1147-1156.

%2 Moses H, Matheson D, et al. The Anatomy of Health Care in the United States. JAMA: The Journal of
the American Medical Association. 2013;310( 18): 1947-1964.

33 Starfield B, Shi L, et al. Contribution of Primary Care to Health Systems and Health. Milbank Quarterly.
2005;83( 3): 457.
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50% in 1960. Many economists claim insulation from prices leads to
increased spending when people wond be paying. In addition, health
insurance has evolved to be considered a right rather than a privilege. For
Medicare and other insurers, total health care costs are at least slightly
transparentd since they have to reimburse these costsd and they@e able
to take cost into account when deciding what treatments to cover. Hospitals
and physicians dond provide up-front information about prices and billing.
The billing workforce cost has played a role in the decreasing ability of
physicians to maintain private practices. Each health care facility must pay
for its own billing department or pay to outsource it (unlike, say, in England,
where billing is a centralized organization). Each billing department must
master different forms and reimbursement rules for each of many different
insurers and plans. In 2011, US nursing staff, spent 20.6 hours per
physician per week interacting with health plans (nearly ten times the time
spent by those in Ontario),0costing $82,975%* per physician annually. Also,
according to this last reference, "The major difference between the United

States and Ontario is that non-physician staff members  nurses, medical

assistants and clerical staff  in the United States spend large amounts of

time obtaining prior authorizations and on billing," says lead author Dr.
Dante Morra. assistant professor of medicine at the University of Toronto.

The US, system is decentralized and complicated, with many different
organizations providing different aspects of care. Following hospital
discharge half of hospitalized patients experience at least one medical error
in medication continuity, diagnostic workup, or test follow-up®®.
Overtreatment occurs with procedures that arend necessary.

Alffow Medi caid Fails t h¥%bBtRiesd showthahvi k Ro
patients on Medicaid do no better, and often worse, than those with no

insurance. Patients on Medicare undergoing surgery were 45 percent more

likely to die in hospital than those with private insurance; the uninsured

were 74 percent more likely; and Medicaid patients were 93 percent more

l i kely. o (results normali zednqualing i nc ome

34 Original Source, Aug 2011 issue of Health Affairs.

35 Moore C, Wisnivesky J, et al. Medical Errors Related to Discontinuity of Care from an Inpatient to an
Outpatient Setting. Journal of General Internal Medicine. 2003;18( 8): 645.

36 Reference from Avik Roy. Avik Roy-The Medicaid Mess: How Obamacare Makes it worse. Manhattan
Institute #8 March 2012

37 The Oregon Study, Annals of Surgery Study and Univ. of Pennsylvania Study discussed below.
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the Univ. of Virginia study® Roy ignored the statement, fi fle economic
burden of poverty may also influence pa
and to be discharged from the hospital in a timely manner due to lack of
resources to be cared for properly at h

Roy claims, the key reason why patients fare so poorly on Medicaid is that
Medicaid pays physicians 58 percent of what private insurers pay for

comparable service. His statement fthe Medicaid program has the poorest

health outcomes of any health insurance system in the industrializedwo r | d 0
and referencing one of his own articles (The Medicaid Mess: How

Obamacare makes it worse®) is not supported with data. Roy recommends

the following. flOne approach would be to substantially expand Me di cai d o s
federal funding but apply the extra funds to increasingMe di cai dos
reimbursement rates, rather than expanding the program to others.0Roy

does not discuss correcting inefficiencies and does not discuss why the

number of people in Medicaid (which is available only to poor people)

should not be expanded since the number of poor people is growing.

fAnother approach would be to apply the A C A 8ubsidized, private-
insurance exchanges to the existing Medicaid population. This would allow
Medicaid beneficiaries to gain access to care that is comparable with that
of the privately insured population, improving health outcomes. However,
this approach would have a prohibitive fiscal cost, unless it were paired
with a reduction in the | a wsabsidy of higher-income individuals.0 Roy
does not address resolving the high cost of healthcare in the US.

Arhe most attractive approach would be to apply to Medicaid our
remarkably successful experience with reform of the classic welfare
program, Aid to Families with Dependent Children (AFDC). In 1996,
Congress restructured AFDC as block grants to the states. Using this
approach with Medicaid could trigger a revolution in American health policy,
by allowing the 50 states to experiment with new approaches to efficiently
deliver health care to the needy.0 His conclusions are speculative. Roy
does not suggest extending Medicare to the Medicaid population, although
Medicare is popular and has a lower cost than non-Medicare health care.

38 LaParDJet al.Primarypayerstatusaffectsmortality for major surgicaloperationsAnnalsof Surgery 2010Sep;
252(3):544i 51
¥ Roy ASA, TheMedicaidmesshow Obamacarenakesit worse.Manhattaninstitute.2012Mar;
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He prefers experimentation by 50 states rather than drawing lessons from
OECD countries with lower health care costs and better health.

The RAND and Oregon Insurance Studies prove, according to Roy, that the
exorbitant cost of covering the uninsured with Medicaid does not make
patients healthier. Roy ignores positive results listed by the 2013 Oregon
Study*° such as, fan increase use of health care services, a rise in rates of
diabetes detection and management, lower rates of depression, reduced
financial strain and substantial improvementsinmentalh eal t h. 0
According to Roy* Switzerland has a system of universal, subsidized
private insurance exchanges that look much like Paul Ryan's Medicare-
reform plan and Obamacare's exchanges. Unlike Obamacare, however,
the Swiss exchanges actually work. (Roy does not support this statement
with data). In Switzerland, there are no public options or government
insurers like Medicare or Medicaid. Everyone is in the private system. (Roy
does not address the high poverty level and disposable income inequality
in the US compared to Switzerland, the main reasons for Medicaid.) The
poor get a premium support subsidy that covers the cost of their premium.
It is not a single-payer system as in the UK where the government pays the
bills.o

According to John Goodman of the National Center for Policy Analysis,
AEfforts to partially privatize Medicar
program, have proven highly popular with seniors. Among people turning

65, 50 percent are choosing privately-sponsored Medicare Advantage

plans over traditional, Apublic optiono

The American Hospital Association states, fPayment rates for Medicare

and Medicaid, are set by law rather than through negotiation as with private

insurers. In 2012, Medicare compensated 86% of costs, and Medicaid

89% of costs; creating $56 billion in |
and Medicaid put downward pressure on prices, not good for profit-driven

hospitals but good for the consumer and operational efficiency in hospitals.

40 The Oregon Experiment 8 Effects of Medicaid on Clinical Outcomes. May 2, 2013 Baicker K., Taubman S.L.,
Allen H.L., et al.N Engl J Med 2013; 368:1713-1722

41 Transcending Obamacare by Avik Roy, Manhattan Institute for Policy Research, 2014
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Datillo and Racer*? argue that fi p r e pealth plans such as HMOs and
socialized health care are inefficient because customers have no incentive
to help reduce ¢ o s tWsth socialized health systems as in Canada, France
and the UK, the authors claim that recipients began to feel entitled to
services and costs began to spike. They make no attempt to explain the
higher cost of health care in the US compared to these countries. They
support the existence of many competing insurance companies to lower the
cost of insurance while contradictorily suggesting that payments from
insurers to providers should be factored to the lower reimbursements paid
by Medicare, fbecause Medicare payments tend to follow general inflationa
They fail to mention that Medicare is a single-payer system run by the
governmentori s o c i mé d g e @iheyestate - i n s u companias
eliminate the huge expense of constantly negotiating contracts with every
individual clinic and hospital.0 This statement makes no sense, unless the
reference base case is every patient negotiating with his health provider as
to the cost - an absurd situation. When a single-payer system sets prices
such as in the UK (but not in Canada) there are noi n e g o t with everg n s
individual clinicand h o s p iTheg ignore the lower administration cost
with single payer systems as in the UK and Canada compared to multiple
payer systems as in the US. fif Americans move toward a government-run
health system, we would face third-world health ¢ a r ©n the contrary, the
World Health Organization in 2000 ranked the US 15" in the world in
overall goal attainment in health care, compared to 7" for Canada and 9"
for the UK both of which have a single-payer government-run system.
When the economic efficiency of the system is included, the US is 37" in
overall performance versus 30th for Canada and 18" for the UK. Also, they
ignore the fact that PPOs and HMOs usually only deal with selected
insurance companies, and limiting patient choice. Most administrative
costs are generated by private insurance, and most of those costs are
generated by marketing and underwriting, processes that do not improve
medical care; however, the Affordable Care Act limits the amount that
private insurance can spend on administrative costs. Also, the existence of
numerous private insurance plans in the same geographic area typically
increases health care p r o v i costsrbysni@aking processing (e.g., claim
submission, coding) complicated and time-consuming.

42 Dattilo, Greg; Racer, Dave. Why health care cost so much: The Solution Consumers 2009 (Why health care
costs so much) (Kindle Locations 115-119).
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According to Stieglitz*®, AWe dondét get value for mon
people dondédt have access to refeemhash car e
partially addressed the latter problem, but did little in the short term of

improved efficiency. High costs are due in part by rent-seeking- by

insurance companies and pharmaceutical industry. Other countries have

cur bed t h &seneseeakiegnstgattingoincome not as a reward for

creating wealth but by grabbing a larger share of the wealth that would

otherwise have been produced without their effort.

Porter and Lee** recommend the following changes to the health care

system. i\WWe must shift the focus from the volume and profitability of

services providedd physician visits, hospitalizations, procedures, and

testsd to the patentout comes achieved. And we must
fragmented system, in which every local provider offers a full range of

services, with a system in which services for particular medical conditions

are concentrated in organizations and locations to deliver high-value care.

Someor gani zations, such as the Cleveland
Klinik, have undertaken large-scale changes involving multiple components

of the value agenda. The result has been improvements in outcomes and

efficiency, and growth in market share. To contain costs, payers are

moving from fee-for-service to performance-based reimbursement. U.S.

government payers Medicare and Medicaid raise payment levels each year

minimally, and reimburse at a fraction of private-plan levels. This causes

more independent hospitals to join health systems and physicians to move

out of private practice and become salaried employees of hospitals.

M program recently introduced by the C:
Retirement System (CalPERS) and Anthem Blue Cross, for example,

requires many employees seeking a hip or knee replacement to use only

hospitals that have agreed to a bundled fee for the procedured or to pay

the difference if they choose a higher-priced provider outside the network.

Asoneseniorexecutive recently told us, A We 6
prices for years inside insurance produ
and more people move into new, high-deductible products.o Although

many i nstitutions have qlbyaucakoutphaii n cent e

patientsd6 outcomes (such .dmepaymenti r ti me
approach best aligned with value is a bundled payment that covers the full

43 Stieglitz JE The Price of Inequality WW Norton New York 2012
44 Michael E. Porter and Thomas kee, MD Harvard Review OCTOBER 2013
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care cycle for acute medical conditions, the overall care for chronic
conditions for a defined period (usually a year), or primary and preventive
care for a defined patient population (healthy children, for instance).

Arhe first principle in structuring any organization or business is to organize

around the customer and the need. In health care, that requires a shift from

t o d aoygéniation by specialty department and discrete service to

organi zing around t he pnanblIntegratedPsacticee di ¢ a |
Unit or IPU, a dedicated team of personnel provides the full care cycle for

thepat i ent 0 sWherevardve dee neeasurement of results in health

cared no matter what the countryd we see those results improve.

M large and growing proportion of health care is provided by multisite

health care delivery organizations. In 2011, 60% of all U.S. hospitals were

part of such systems, up from 51% in 1999. Multisite health organizations

accounted for 69% of total admissions in 2011. There are huge

opportunities for improving value as providers integrate systems to

eliminate the fragmentation and duplication of care. iTo achieve true

system integration, organizations must define the scope of services,

concentrate volume in fewer locations, choose the right location for each

service line, and integrate care for patients across locations. Health care

delivery remains heavily local. If value is to be substantially increased on a

large scale, superior providers for particular medical conditions need to

serve far more patients and extend their reach through the expansion of

IPUs. Buying full-service hospitals or practices in new geographic areas is

rarely the answer. Geographic expansion by leading providers is rapidly

increasing, withor gani zati ons such as Vanderbil't
Chil drendés Hospital of Phil aebeaddphi a, MELC
others serving patients over a wide area. Historically, health care IT

systems have been siloed by department, location, type of service, and

type of data (for instance, images). Often IT systems complicate rather than

support integrated, multidisciplinary care.o

The cost of insurance

Summary i

According to the Center for Medicare and Medicaid Services CMS, for 2016
the Health Consumption Expenditure (HCE) of government insurance -
Medicaid, Medicare and other Public health care- was $1.51 trillion. The
net cost or premiums earned minus benefits paid out was $43.8 billion, or
2.9 percent of the HCE (Expense Ratio). For private insurance companies,
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the HCE was $1.123 trillion with an expense ratio of 11.5 percent®. This
includes companies licensed only as health care companies as well as Life
and Health and Property and Casualty insurance. Private insurance
companies approved by the government manage Medicaid and Some
Medicare plans with a HCE of $975 billion and an expense ratio of 9.3. The
overall expense ratio for private insurance including government program
involvement was 10.5. Based on the Treasury Federal Insurance Office this
insurance is composed of Life and Health, Property and Casualty and
Health, the latter from companies involved only with health insurance.

The National Association of Insurance Commissioners NAIC indicated

that for companies licensed only for health insurance (the 3 category in
item 2 above) the 2016 Administrative expense ratio of overheads to HCE
of private insurance was 13%. The Loss Ratio of medical payouts to HCE
(plus investment return) was 85.4%. We calculated the Operating expense
ratio as 15.1 percent.

The total HCE in the US was $3.18 trillion with the following breakdown;

Table 1A 2016 national HCE ($3.18T) source CMS.gov and OECD

$ billions Percent of
Overall insurance Authority National HCE
Private Insurance 1,123 35.3
Medicare 672 21.1
Medicaid 566 17.8
Others * 126 4.0
Total government authority A 1,364 | 42.9(CMS.gov)
Total Insurance 2,487 78
Out of Pocket 353 11
Public Health Govt.** B 192 6.2 ***
Other 3" party activities 149 4.8
TOTAL HCE 3,180 100
Total Gov.auth. &PublicHealth C | A+B 1,556 49.1 (OECD)

1 Children s Health Insurance Prog., Dept. Defense, Veterans Affairs

** Includes Worksite health, Indian health
***Difference of 49.1% spent on government per OECD and 42.9 by CMS
(C) This is insurance where the government has overall administration

4 The net cost is listed as $219.8 billion in Table 2 but this includes private insurance involvement in running
Medicare parts D and C, not included in the private insurance HCE in Table 20.
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authority but does not necessarily present share of government payment.
In Medicare Part D for example , payments are made by individuals to
private insurance companies such as Humana who operate Medicare Part
D with approval by CMM as required by congress.

The following table shows an estimate of government administration

expenditure in 2016 calculated from a 2017 brief summaries CMS.gov
report. The overall expense ratio is 2.9 percent.
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Table 1B

2016 Government Admin Expenditure NHE from Brief Summaries Report

Benefits Admin. Gov. NHE
$Billions | $ Bilions | Admin. % | Expend.
of Expend. | $ Billions
Medicare
Part A 280.5 4.9 1.7 285.4
Part B 289.5 3.8 1.3 293.3
Part D 99.5 0.5 0.5 100.0***
669.5 9214 678.7
Medicaid 553.7 28.1|4.8 581.8
Public Health by 192 3.9/120 195.9
Government**
Other Providers* 126 26|21 128.6
Total 1541.5| A 43.8***| 2.8 1585
Estimated HCE (95.3% B 1511
Expense ratio A/B 2.9%
*Table 3 Childrenbés Health | ns. Vet er an

** See Table 4

Indian Affairs, worksite health. ***Table 2 Gov. Admin.

*** NHE includes 99.5 billion paid HCE out by companies such as
HUMANA plus government administration overhead of system including

approval of HUMANA type companies.

The ratio of Health Consumption Expenditure (HCE) to total (National)
Health Expenditure NHE is 0.953 (the difference is infrastructure and
research) so the government HCE is $1,585B x 0.953 or $1,511B.

To stabilize Medicare financially, Part A requires an increase in payroll tax
from 1.45 percent to 1.55 percent of payroll by the employee and the same
amount by the employer. Part B is stable because the Secretary of Health
and Human Services annually reestablishes the premiums and general
revenue contributions. Part D expenditures as a percentage of GDP
between 2017 and 2027 is expected to increase from 0.5 percent of GDP
to 0.7 percent. The annual expenditure of Medicaid is expected to rise
from $576 billion in 2016 to $967 billion in 2025, an increase of 2.2 percent
of current GDP from 3.1% to 5.3%. Expenditures are projected to increase
at an annual rate of 5.7 percent and reach $957.5 billion by 2025

and enrollment is projected to increase at an annual rate of 1.5 percent.
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National Health Insurance Costs
The 2016 Gross Domestic Product was $18.6 trillion and the cost of Health
Expenditure was 17.2% of this or $3.2 trillion according to the Organization
for Economic Cooperation and Development.

Table 2 from CMS.gov?*®, the US government database, shows 2016
National Health Expenditures (NHE) as $3,337.2 million, composed of
Health Consumption Expenditures (HCE) of $3,179.8 millions and $157
millions of Investment in Research and Equipment. The ratio of the HCE to
NHE is 0.953. HCE includes overheads such as administration costs and
government expenditures in Medicare, Medicaid and other programs. The

HCE equals the OECD figure of US Health Expenditure of $3.2 trillion.
The table includes $43.8 billion for government administration.

The net cost of health insurance is the difference between premiums
earned and benefits paid for private insurance. This private insurance
includes involvement in Medicare Parts D and C. Subtracting the various
health costs such as hospital care from the private insurance HCE
(approximately premiums written but not listed directly in Table 2) leaves
the net cost of $219.8 billion.

Net Cost = Premiums Earned (HCE) Benefits Paid 1)

Table 2 footnote 5 reads This (net cost) includes administrative costs, and in some
cases, rate credits and dividends, premium taxes, and plan profits or losses. Also
included in this category is the difference between premiums earned and benefits
paid for the private health insurance companies that insure the enrollees of the
following programs: Medicare, Medicaid, Children's Health Insurance Program, and
workers' compensation (health portion only). Private companies are approved by
Medicare for example to provide Medicare C (Medicare Advantage Plan) which provides
Part A and Part B as an alternative to obtaining these through the government as
Original Medicare. These Medicare-approved companies also provide supplementary
insurance that fills gaps in Original Medicare. Medicare-approved companies also run
Medicare D for prescription drugs.

46 CMS.gov Centers for Medicare and Medicaid Services,/research statistics/ National Health Expenditure
data/ NHE fact sheet./NHE tables Spread Sheet no 2
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Table 2

National Health Expenditures; Aggregate, Annual Percent Change, Percent Distribution and Per Capita Amounts, by
Type of Expenditure: Selected Calendar Years 1960-2016

Type of Expenditure

National Health Expenditures
Health Consumption Expenditures
Personal Health Care
Hospital Care
Professional Services
Physician and Clinical Services
Other Professional Services
Dental Services
Other Health, Residential, and Personal Care®
Home Health Care?

Nursing Care Facilities and Continuing Care Retirement
Communities® *
Retail Outlet Sales of Medical Products
Prescription Drugs
Durable Medical Equipment
Other Non-Durable Medical Products
Government Administration®
Net Cost of Health Insurance®
Government Public Health Activities
Investment
Research’

Structures and Equipment

1960 2016
Amount in Billions

$27.2 $3,337.2
24.7 3,179.8
23.3 2,834.0
9.0 1,082.5
7.9 881.2
5.6 664.9
0.4 92.0
2.0 124.4
0.4 173.5
0.1 92.4
0.8 162.7
5.0 441.7
2.7 328.6
0.7 51.0
1.6 62.2
0.1 43.8
1.0 219.8
0.4 82.2
25 157.4
0.7 47.7
1.8 109.7

Notes on Table 2. Item 4. Government administration Includes all administrative
costs (federal and state and local employees' salaries, contracted employees including
fiscal intermediaries, rent and building costs, computer systems and programs, other
materials and supplies, and other miscellaneous expenses) associated with insuring
individuals enrolled in the following health insurance programs: Medicare, Medicaid,
Children's Health Insurance Program, Department of Defense, Department of Veterans
Affairs, Indian Health Service, workers' compensation, maternal and child health,
vocational rehabilitation, Substance Abuse and Mental Health Services Administration,

and other federal programs.

Table 3 from CMS.gov (Center for Medicaid and Medicare Services) shows
sources of expenditures, with private insurance HCE at $1,123.4 million or

35.3 per cent of the national HCE of $3,179.8 million.
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Table 3
MNational Health Expenditures; Levels and Annual Percent
Change, by Source of Funds:

1960 2013 2014 2016
Amount in Billions

National Health Expenditures $27.2 52,879 $3,026 53,337
Health Consumption Expenditures 247 $2726 $2,876 3,180

Out of pocket 129  $325 $330 353
Health Insurance 75 §2,088 %2228 2487
Private Health Insurance 58 $946 $1,000 1123

Medicare - $590 $619 672

Medicaid - $445 $497 566

Federal - $257 $305 358

State and Local - $189 $192 208

Other Health Insurance Programs’ 1.7 5106 $113 126

Other Third Party Payers and Programs and
Public Health Aﬂ:tivityz 43 §313 $318 341
Investment 25 5153 $150 157

!Includes Children's Health Insurance Program , Department of Defense, and Department of Veterans Affairs.
2 Includes worksite health care, other private revenues, Indian Health
SOURCE: Centers for Medicare & Medicaid Services, Office of the Actuary, Mational Health Statistics Group.

As shown in Table 4 calculated from Table 3, for 2016, government HCE
(Medicare, Medicaid and other health insurance programs) were
accountable for 42.9 percent of national HCE, out-of-pocket 11 percent and
Public Health Activity (some of it government) and other payers 11 percent.
In agreement with Table 4, the OECD indicates that 35 per cent of health
costs for 2013 were from private insurance but 49.1 per cent was from

government see section Sources of Funds - and that in 2016, voluntary

payments were 51 percent. The latter would include private insurance and
out-of-pocket.

Part of the 11 percent of HCE spent on Public Health Activity and other
third-party payers (not listed as insurance in Table 4) is paid by government
which would explain the OECD number of 49.1 percent of HCE spent by
government and the CMS.gov number of 42.9 percent. The difference of
6.2 percent we attribute to government expenditure on Public Health, e.g.
Indian and worksite health. The HCE of government insurance - Medicaid,
Medicare and other health insurance) was $1.364 trillion.
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Table 4. 2016 national HCE ($3.18T) calculated from Table 3.
source CMS.gov and OECD

Authority $ billions Percent of National HCE
Private Insurance | 1,123 35.3
Medicare 672 21.1
Medicaid 566 17.8
Others * 126 4.0
Total government authority | 1,364 42.9
Total Insurance 2,487 78
Out of Pocket 353 11
Public Health Govt.** 192 6.2 ***
Other 3'9 party activities 149 4.8
TOTAL 3,180 100

1 Children s Health Insurance Prog., Dept. Defense, Veterans Affairs
** Includes Worksite health, Indian health

***Difference of 49.1% spent on government per OECD and 42.9 by CMS

As shown in Table 4A however, total government payments were $1.151
trillion including Defence and Indian Affairs. The government administration
cost of $43.8 billion in Table 2 is 2.9% of this figure which is the
government expense ratio. Table 20 from CMS gives the breakdown of

Private Insurance benefits from CMS. As in Table 2, the private insurance
HCE is $1.123 Trillion. However, the Net Cost is $129.6 billion, less than
the $219.8 billion in Table 2 which has a total NHE of $3.37 trillion which
includes private insurance HCE of $1.123 billion and Medicare and other
government HCE as in Table 3. We presume that for Table 20 the net
cost does not include costs for involvement in Medicare and Medicare
etc. whereas as we discussed above, Table 2 does include such
overhead as explained in footnote 5. We calculate the expense ratio of
private insurance based on Table 20, excluding involvement in Medicare
and Medicaid is therefore 129.6/1,123 or 11.5 percent of HCE.
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Table 20
Private Health Insurance Benefits and Net Cost; Levels, Annual Percent Change and Percent
Distribution, Selected Calendar Years 1960-2016

1960 2016 2016
Private Health Insurance Amount in Billions Percent
Health Consumption Expenditures $5.8 $1,123.4 100%
Private Health Insurance Benefits
Personal Health Care 5.0 993.8 88.5
Hospital 3.2 426.7 38.0
Physician and Clinical Services 1.6 287.3 25.6
Dental Services 0.0 57.7 5.1
Other Professional Services 0.0 31.6 2.8
Other Health, Residential, and Personal Care 0.0 13.5 1.2
Home Health Care 0.0 9.6 0.9
Nursing Care Facilities and Continuing Care Retiren o] 14.8 1.3
Prescription Drugs 0.0 142.6 12.7
Other Non-durable Medical Products o] o} o]
Durable Medical Equipment 0.0 9.9 0.9
Net Cost of Private Health Insurance 0.9 129.6 115
Private Health Insurance Annual Percent Change from Previous Year
Health Consumption Expenditures 5.1%
Private Health Insurance Benefits
Personal Health Care 5.3
Hospital 6.6
Physician and Clinical Services 5.8
Dental Services 4.8
Other Professional Services 4.7
Other Health, Residential, and Personal Care 8.8
Home Health Care 2.8
Nursing Care Facilities and Continuing Care
Retirement Communities 5.9
Prescription Drugs 0.8
Other Non-durable Medical Products o}
Durable Medical Equipment 9.5
Net Cost of Private Health Insurance 3.3

SOURCE: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group.

From Table 2, the net cost of insurance of $219.8 billion includes both
overhead costs for private company plans (no government connection) plus
costs for certain government Plans such as Medicare plans C and D,
Medicaid, Children's Health Insurance Program, and workers'
compensation (health portion only) operated by private insurance
companies approved by CMS. This is $690 per capita based on a
population of 325 million or about $700 estimated for 2017. We estimate
the fraction of the national HCE with which private insurance is involved in
Table 4B below as $2,098 billion. The total national HCE is $3.18 Trillion
which includes Medicare Medicaid and Private insurance of $1.123 Trillion.
The $1.123 trillion does not involve Medicare or Medicare directly otherwise
we would be counting these charges twice in the National HCE, one for
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private insurance and again by government. Private insurance is involved
in Medicare for example because they are approved by Medicare to
operate Part D and Part C so they have overheads which will be included in
the $1.123 trillion. From Table 2, the expense ratio for all of private
insurance including Medicare involvement etc. is 219.8/2,098 or 10.5 per
cent. From Table 20, the expense ratio of private insurance outside of
government programs is 11.5 per cent with a HCE of $1.1 trillion. From
Table 4B, the expense ratio of private companies including government
programs for which they are approved to offer plans is 10.5 percent with a
HCE of $2.1 trillion. By difference, the HCE of private insurance related to
government is $975 and the cost of insurance $219.8 billion - $129.6 billion
or $90.2 billion giving an expense ratio of 9.3 percent for private insurance
involvement with CMS.

What is Private Health Insurance?

The 2017 FIO Annual Report (Federal Insurance Office, US Dept. of the
Treasury) divides health insurance into 3 categories, Life and health,
Property and Casualty and Health, the latter being companies whose sole
purpose is health insurance. Their data is in Table 8.

Table 8 Net Premiums written for 2016

Group $ billions
L&H Life and Health 600
P&C Property and Casualty 534
Health 631
Total L&H and Health 1231

Source 2017 FIO Annual Report

The total of L&H and Health net premiums is $1.231 trillion. Table 3 above
from CMS gives the total National Health Expenditures as $3,337 billion
and the Health Consumption Expenditure as $3,180 billion or 95.3% of the
total. The private insurance is listed as $1,123 billion HCE which would
represent $1,178 billion in Health Expenditures. This is 96 percent of the

58



total L&H plus Health net premiums in Table 8 above based on the FIO.
Thus, we conclude that the CMS data such as in Tables 2 and 3
approximately represents the sum of L&H and Health insurance as defined
by the FIO.

How Accurate is the CMS data? The CMS indicates*’ the source of its
data as follows. i1 T develop estimates of the net cost of PHI, data from
A.M. Best, Inc. (A.M. Best 2001-2016) is used to estimate total premiums
and benefits paid for insurance plans, including indemnity, managed care,
and property and casualty insurers. (Note by JMcD- A.M. Best charges
$425 for a 5-page paper including data). Additionally, estimates of self-
insured plans and prepaid plans are developed using data from the MEPS-
Insurance Component (MEPS-IC) (Agency for Healthcare Research and
Quality, 1996-2006 and 2008-2016) and a variety of sources including the
Survey of Health Insurance Plans conducted by Heath Care Financing
Administration (HCFA) (McDonnell et al., 1987) for earlier years. Estimates
of the medial portion of property and casualty premiums and benefits are
developed using annual data for premiums earned and direct losses
incurred published by A.M. Best (A.M. Best 2001-2016). For each type of
insurance, estimates are developed for five general components of net
cost: compensation of the employees that are administering the insurance,
capital costs, taxes and fees, other costs (such as rent, advertising, certain
commissions, etc.), and, in some cases, changes to reserves and
underwriting gains or losses. All changes in taxes and or change to
reserves or underwriting gains or losses are treated as price changes.
These various price changes are then combined to create a composite net
cost of health insurance input price deflator. fi

47CMS.gov National Health expenditure Accounts: Methodology Paper, 2016 Definitions, Sources, and Methods
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Medicare and Medicaid
Medicare and Medicaid are the two government sponsored medical
insurance schemes in the United States and are administered by CMS, the
U.S. Centers for Medicare & Medicaid Services.

Medicare Medicare is a health insurance program for people age 65 or
older, people under age 65 with certain disabilities, and (through the End
Stage Renal Disease Program) people of all ages with end-stage renal
disease. The Medicare Program provides a Medicare part A which covers
hospital bills, Part B which covers medical insurance coverage, and Part D
which covers prescription drugs. In 20168, Medicare covered 56.8 million
people: 47.8 million aged 65 and older, and 9.0 million disabled, compared
to 46 million total in 2006. Over 32 percent of these beneficiaries have
chosen to enroll in Part C private health plans that contract with Medicare
to provide Part A and Part B health services. Total expenditures in 2016
were $678.7 billion, and total income was $710.2 billion, which consisted of
$700.4 billion in non-interest income and $9.8 billion in interest earnings.
Administrative expenses were $9.2 billion or 1.3 per cent of revenues.

Medicare is paid through two trust finds held by the US treasury, the
Hospital Insurance trust fund (HI) known as Medicare Part A and the
Supplementary Medical Insurance trust fund (SMI) consisting of Part B and
Part D. According to the CMS handbook fiMedicare and Youq you must
choose either Original Medicare or a Medicare Advantage Plan.

Original Medicare includes Part A for hospital Insurance and/or Part B for
medical insurance. You do not pay a premium for Part A if you paid
Medicare taxes while working. For part B you pay a monthly premium.
You have your choice of doctors and hospitals that accept Medicare.

You then decide whether to obtain Medicare Supplement Insurance also
known as Medigap from a private company to fill gaps in Original
Medicare coverage, costs varying by policy and company.
Employers/unions may offer similar coverage. You then choose whether or
not to join a Medicare Prescription Drug Plan (Plan D) which is run by
Medicare-approved private insurance companies and pay a premium. If a

48 2017 ANNUAL REPORT OF
THE BOARDS OF TRUTEES OF THE FEDERAL HOSPITAL INSURANCE AND FEDERAL SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUNDS
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person already gets benefits from Social Security he automatically gets
Parts A and B on turning 65.

Medicare Advantage (Part C) includes both Part A and Part B. Private
insurance companies as a PPO or HMO approved by Medicare provide this
coverage. Mostly you need to use doctors, hospitals in the plan or you may
pay more of the costs. You may pay a premium in addition to your part B
premium. Most plans include Medicate drug-coverage Plan D. If itis not
offered you can apply for Medicare plan D. You cannot use Medigap to pay
out of pocket expenses. Medicare Advantage and Program of All-Inclusive
Care for the Elderly (PACE) plans receive prospective, capitated payments
for such beneficiaries from the HI and SMI Part B trust fund accounts; the
other plans are paid from the accounts on the basis of their costs.

The CMSissued the following summary for 20%6The Medicare progam
covers most of our nationds aged popul a
Social Security disability benefits. In 2016, Part A covered over 56 million
enrollees with benefit payments of $280.5 billion, Part B covered over 52 million
enrollees withhenefit payments of $289.5 billion, and Part D covered over 43
million enrollees with benefit payments of $99.5 billion. Administrative costs in
2016 were about 1.7 percent, 1.3 percent, and 0.5 percent of expenditures for Part
A, Part B, and Part D, resztively. Total expenditures for Medicare in 2016 were
$678.7 billion The Medicare Advantage program, sometimes known as Part C, is
not a separate benefit but rather an optional program that allows most
beneficiaries enrolled in both Part A and Part Bctwoose to receivieir services
through Medicareapproved privatesector health plans.

As in Table 5 the total expenditure for Medicare in 2016 was $678.7 billion
which is close to the $672 billion consumption expenditure in Table 3. The
benefits of Part A, Part B and Part D respectively were $280.5, $289.5 and
$99.5 hillion with a total of $669.5 bhillion and an additional $9.2 billion in
administration overheads. No mention is made of Medicare Part C
(Medicare Advantage), run by Medicare-approved private insurance
companies and presumably is included in Table 5 but operated by private
companies. Patients still pay Part B payments.

Table 5 Medicare Data for 2016 from Brief Summaries Report cms.gov

49 Brief Summaries of Medicare and Medicaid as of November 20, 2017.
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Benefits | Administration Admin. % of | Expenditures
$Billions | $ Billions Expenditures | $ Billions
Part A 280.5 4.9 1.7 285.4
Part B 289.5 3.8 1.3 293.3
Part D 99.5 0.5 0.5 100.0
Total 669.5 9.2 1.4 678.7*

* Agrees with number in Table IIB.1 from Medicare Trustees Report below

Now Part D is run by Medicare-approved private insurance companies so
the 0.5% admin cost is probably only the oversight by government on the
work of these private companies.

Employees and employers each pay into the HI trust fund 1.45 percent of a

wor ker s w

ages, for

a ¢ o pecenhwhdesplifayr ol |
employed workers pay 2.9 percent of their net earnings. SMI is composed
of two parts, Part B and Part D, each with its own account. Both are
financed from the U.S. Treasury and (to a lesser degree) by beneficiary
premiums. The standard premium is $134/month. For Part D, as with Part
B, general fund contributions account for the largest source of income,
since Part D beneficiary premiums are to represent 25.5 percent of the cost
of standard coverage. The Part D base beneficiary premium for 2018 is
$35.02. Medicare Advantage plans are paid on a capitation basis. A fixed,
predetermined amount per month per member is paid to the plan, without
regard to the number of services used by the members. In 2006, Medicare
began paying to plans capitated payments based on competitive bidding.

The Medicare Prescription Drug, Improvement, and Modernization Act of
2003 (MMA,; Public Law 108-173) mandated a new system of contract
entities known as Medicare Administrative Contractors (MACs). Each MAC
processes and pays fee-for-service claims, for both Part A and Part B

ser vi

ces,

to all providers

and supplier

geographical jurisdiction. MACs are selected through a competitive
procedure. This new system is intended to improve Medicare services to
beneficiaries, providers, and suppliers, who now have a single contact for
claims-related business. CMS evaluates MACs based in part on customer
satisfaction with their services. The fee-for-service program benefits from
economy of scale and competitive performance contracting.

Claims for services by Medicare Advantage plans (Part C) and Part D are
processed by the plans themselves (private insurance). However, because
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of the -éf-ppaokebbdtprovision, CMS has

works with CMS, Part D drug plans (stand-alone PDPs and the prescription

drug portions of Medicare Advantage plans), and carriers of supplemental
drug coverage, to coordinate benefit payments and track the sources of
cost-sharing payments. Claims under Part D are submitted by the plans to

CMS, to determine payments based on experience.

According to Medicare Interactive;

1 Medicare Advantage Plans may make you pay a deductible for doctor
visits, hospital visits and prescription drugs.

o Medicare Advantage Plans usually charge you a copaymentd a fixed
dollar amountd when you visit a doctor, instead of the 20%
coinsurance you pay under Original Medicare.

(a)All plans must include a limit on the amount of cost-sharing you will
pay during the year, to protect from excessive out of pocket costs.

1) Medicare Advantage Plans cannot charge higher copayments than
Original Medicare for chemotherapy, dialysis and skilled nursing facility
(SNF) care. They can charge more for home health, durable medical
equipment and inpatient hospital services.

(a)Many Medicare Advantage Plans have a network of providers. You
may pay more outside the network or service area.

The most common types of Medicare Advantage Plans are Health
Maintenance Organizations (HMO), Preferred Provider Organizations
(PPO), and Private Fee-For-Service (PFFS) plans. You may also see
Medicare Advantage Plans called Special Needs Plans (SNP), Provider
Sponsored Organizations (PSO) and Medicare Medical Savings Accounts
(MSASs). You still have Medicare if you join a Medicare Advantage Plan.
Different types of plans have different rules for how and where you can get
coverage. According to Medicarepartc.com for many people who are
disabled or over the age of 65, Medicare Advantage (Part C) is the best
choice for healthcare in America. Original Medicare provides some of the
basics. But you get different options through Medicare Advantage. The
benefits of Medicare Advantage Plans include;

1. Everything provided by Part A and B coverage

2. Standard hospital and medical visits

3. Prescription drug coverage

4. In some plans, vision, dental and hearing

5. Health and wellness program
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In 2016°°, Medicare covered 56.8 million people: 47.8 million aged 65 and
older, and 9.0 million disabled as in Table I.B1. Over 32 percent of these
beneficiaries (18 million people) have chosen to enroll in Part C private
health plans that contract with Medicare to provide Part A and Part B health
services. This suggests that the expenditures for Part C are included in
those of Part A, Part B and Part D in Table I.B1. Presumably the
administration overheads refer only to government and if so, the overheads
for private insurance companies for Plan C and Plan D are part of the
$219.8 billions Net Cost of (private) insurance in Table 2.

Table 1I.B1.—Medicare Data for Calendar Year 2016

SMI
HI or Part A Part B Part D Total
Assets at end of 2015 (billions) $193.8 $68.2 $1.3 $263.2
Total income $290.8 $313.2 $106.2 $710.2
Payroll taxes 253.5 — — 253.5
Interest 7.7 2.1 0.0 9.8
Taxation of benefits 23.0 — — 23.0
Premiums 3.3 72.1 13.8 89.1
General revenue 1.2 235.6 82.4 319.2
Transfers from States — — 10.0 10.0
Other 21 3.4 — 5.5
Total expenditures $285.4 $293.4 $100.0 $678.7
Benefits 280.5 289.5 99.5 669.5
Hospital 141.3 49.6 — 191.0
Skilled nursing facility 291 — — 291
Home health care 71 11.5 — 18.5
Physician fee schedule services — 69.9 — 69.9
Private health plans (Part C) 85.2 103.4 — 188.6
Prescription drugs — — 99.5 99.5
Other 17.8 55.0 — 72.8
Administrative expenses 4.9 3.9 0.5 $9.2
Net change in assets $5.4 $19.8 $6.3 $31.5
Assets at end of 2016 $199.1 $88.0 $7.6 $294.7
Enroliment (millions)
Aged 47.5 43.9 36.1 47.8
Disabled 9.0 8.2 71 9.0
Total 56.5 52.1 43.2 56.8
Average benefit per enrollee $4,968 $5,558 $2,304 $12,829

Note: Totals do not necessarily equal the sums of rounded components.

The following statement from the Medicare Trustees indicates that
payments for Part C run by private companies may not be greater than for

50 2017 ANNUAL REPORT OF
THE BOARDS OF TRUSTEES OF THE FEDERAL HOSPITAL INSURANCE AND FEDERAL SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUNDS
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traditional Part A and B. This is surprising given the high expense ratio of
private insurance. (see later)

Most beneficiaries have the option to enroll in private health insurance
plans that contract with Medicare to provide Part A and Part B medical
services. The share of Medicare beneficiaries in such plans reached 32.4
percent in 2016 from 12.8 percent in 2004. Plan costs for the standard
benefit package can be significantly lower or higher than in the traditional or
fee-for-service Medicare program. Prior to the ACA, private plans were
generally paid a higher average amount, and they used the additional
payments to reduce enrollee cost-sharing requirements, provide extra
benefits, and/or reduce Part B and Part D premiums. These
enhancements were valuable to enrollees but also resulted in higher
Medicare costs overall and higher premiums for all Part B
beneficiaries, not just those enrolled in Medicare Advantage plans.
The ACA requires a phase-in from 2012 through 2017 of payments to plans
that are based on benchmarks that range from 95 to 115 percent of local
fee-for-service Medicare costs, with bonus
amounts payable for plans meeting high quality-of-care
standards. Trustees project that the participation rate for private health
plans will increase to about 36 percent by 2023.

The future cost of Medicare has been estimated®! by the Board of Trustees
of the Federal Hospital Insurance (HI) and Supplementary Medical
Insurance (SMI) Trust funds. Figure 11.D1 shows projected costs as a
percentage of GDP. Medicare expenditures represented 3.6 percent of
GDP in 2016. Under current law, costs increase to 5.6 percent of GDP by
2041, largely due to the rapid growth in the number of beneficiaries, and
then to 5.9 percent of GDP in 2091, with growth in health care cost per
beneficiary becoming the larger factor later in the period, particularly for
Part D costs, which are not affected by legislated price reductions.

51 2017 ANNUAL REPORT OFOTHE BOARDS OF TRUSTEES OF THE FEDERAL HOSPITAL INSURANCE AND FEDERAL
SUPPLEMENTARY MEDICAL INSURANCE TRUST FUNDS
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Figure I.D1.—Medicare Expenditures as a Percentage
of the Gross Domestic Product
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Under intermediate assumptions, the assets of the HI trust fund would
remain steady for a few years and then rapidly decrease as in figure 1l.E1
until the fund is depleted in 2029. If assets were depleted, Medicare could
pay health plans and providers of Part A services only as allowed by tax
revenues and would not fully cover costs. The primary source of income is
taxes paid by workers and their employers (both 1.45% of taxable
earnings) and individuals with self-employment earnings. This contributed
$254 Billion out of a total revenue of $291 billion in 2016.
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Figure ILE1.—H| Trust Fund Salance at Beginning of Year as a Percentage
of Annual Expenditures
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Figure 111.B2 shows the historical trust fund ratios and the projected ratios
under the three sets of assumptions. It also shows the declining level of
assets (as a percentage of expenditures) through the beginning of 2017
under all three sets of assumptions. The fund ratio would rebound slightly
through 2020 but then would continue declining under the intermediate
assumptions. Only under conditions of robust economic growth and
extremely low health care cost increases, as assumed in the low-cost
alternative, would HI assets grow significantly relative to expenditures
under current law. The Trustees prepared projections using alternative sets
of assumptions. Table I11.B5 (not shown here) summarizes data. The
intermediate and high-cost estimates cause the trust fund balance to be
depleted by 2029. To preserve the balance, the expenditures need to be
lowered and/or revenues increased.

67



Figure IILB2.—H| Trust Fund Balance at the Beginning of the Year as a Percentage
of Annual Expenditures
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From Figure lll.B2 in 2029 the assets of the fund as a percent of
expenditures would be reduced from 70% to zero by the intermediate plan
and from 70% to 240% by the low cost plan a total difference of 310
percent. The fund would remain as is by moving 70/310 or 22.5 percent
from the intermediate towards the low-cost plan. In 2016 the intermediate
plan calls for income of $488 billion and expenditure of $530 billion. The
low-cost plan calls for income of $596 billion and expenditure of $486
billion. Thus, moving 22.5% from the intermediate to the low-cost plan
involves having an income of $502 billion, an increase of $14 billion or 2.9
percent and expenditure of $530 billion, a decrease of $10 billion or 1.9
percent. The total adjustment would be $34 billion per year. Now the
income is largely composed of payroll taxes of 1.45 per cent and produces
$488 billion. An increase in cash-flow of $34 billion could be obtained by
increasing this by 34/488 or 7.0% of its current value or from 1.45 percent
to 1.55 percent an increase of 0.1% of payroll. The total national income
is within 1% of the US GDP so this is equivalent to 0.1% of $18 trillion or
$18 billion or a total of $36 billion since the employer contributes the same
amount. This sustains the HI fund.

Figure I1l.C4 compares the year-by-year Part B expenditures as a

percentage of GDP for the 2017 report with the projections from the 2016
report. Both reports show a projected decline in the share of Part B
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spending as a percentage of GDP due to legislated updates, including
those for physician payments.

Figure Ill.C4.—Comparison of Par! B Projections as s Percentage
of the Gross Domestic Product: Current versus Prior Year's Reports
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between Part B income and expenditures remains relatively stable. This

results because the Secretary of Health and Human Services annually
reestablishes the premiums and general revenue contributions underlying

Part B financing to cover each yearo0s

Figure 111.D1 compares the year-by-year Part D expenditures as a

percentage of GDP. Between 2017 and 2027 the expenditure is expected
to increase from 0.5 percent of GDP to 0.7 percent.
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Figure IlIl.D1.—Comparison of Part D Projections as a Percentage
of the Gross Domaestic Product: Current versus Prior Year's Reports
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Of the total Part D revenue, $4.5 billion represented premium amounts
withheld from Social Security benefits or other Federal benefit payments.
Total premium payments, including those paid directly to the Part D plans,
amounted to $13.8 billion or 13.0 percent of total revenue. In 2016,
contributions received from the Treasury were $82.4billion, or 77.5 percent
of revenue. The payments from the States were $10.0 billion.

Medicaid>?

Title XIX of the Social Security Act is a Federal/State entitlement program
for families and individuals with limited resources®. The program became
law in 1965, funded by the Federal and State governments. Medicaid is the
largest source of funding for medical services for people with low income,
providing free health insurance to 74 million low-income and disabled
people (as of 2017) >* compared to 34.5 million in 2000. 2016 payments
to health care vendors averaged $7,565 per person. It is a means-tested
program funded by the state and federal governments and managed by the
states. Eligibility is determined by income and financial resources, which
play no role in Medicare coverage. Medicaid covers a wider range of health
care services than Medicare. The Ch i | dHealth ihsurance Program
(CHIP), was initiated by the Balanced Budget Act of 1997).

52 Brief Summaries of Medicare and Medicaid as of November 20, 2017.
53 Wikipedia
5 Statista. Total Medicaid enrollment from 1966 to 2017.
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States may pay health care providers directly on a fee-for-service basis, or
pay for services through prepayment arrangements, such as health
maintenance organizations. Within federal restrictions, each State
determines payment rates for services and participating providers accept
Medicaid payment as payment in full. States must make additional
payments to hospitals that provide inpatient services to a disproportionate
number of Medicaid beneficiaries under the Disproportionate Share
Hospital adjustment. Th e St at eds Medharegkmowdasphe o gr am
Federal Medical Assistance Percentage (FMAP), is determined annually by
comparingt h e S tivarage pes capita income with the national average.
By law, the FMAP cannot be lower than 50% or higher than 83%.

The Patient Protection and Affordable Care Act expanded both eligibility for
and federal funding of Medicaid. US citizens and legal residents with
income up to 133% of the poverty line, (($16,243 for an individual and
$33,465 for a family of four in 2016) qualify. 77% are eligible because of
their low incomes. Among low-income adults, 26 percent became eligible
under the ACA expansion. (However, the United States Supreme Court
ruled that states do not have to agree to this expansion to continue to
receive previous funding, and many states continue with pre-ACA funding
and eligibility standards.

Research suggests that Medicaid improves recipients' financial security.

Medicaid payments assist 60 percent of nursing home residents and about

37 percent of childbirths in the United States. The federal government pays

on average 57 percent of Medicaid expenses. Medicaid® is the largest and

most | mportant component of the nationo

In 2011, there were 7.6 million hospital stays billed to Medicaid,
representing 15.6 percent (approximately $60.2 billion) of total aggregate
inpatient hospital costs in the United States. At $8,000, the mean cost per
stay billed to Medicaid was $2,000 less than the average cost for all stays.
Medicaid sends payments to health care providers. In some states
Medicaid beneficiaries are required to pay a small fee (co-payment) for
medical services. Medicaid is limited by federal law to the coverage of
"medically necessary services".

% S. Rosenbaum, S. Rothenberg, R. Gunsalus etal., Me d i ¢ EutuckdVghat Might ACA Repeal Mean?
The Commonwealth Fund, January 2017.
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Beyond expanding eligibility for adults and children, the ACA introduced
other major changes to Medicaid.

Expanded coverage of children through CHIP. CHIP provides coverage to
children in families who earn too much to qualify for Medicaid.

Required states to contribute to employee premiums

Coverage for young adults leaving foster care. The legislation gave special
attention to young adults up to age 26 to qualify for coverage.

New benefit options. of freestanding birthing centers, family planning
services, and hospice care for children covered under Medicaid or CHIP.
Services for beneficiaries with complex and long-term health needs, the
ACA established a Community First Choice option that allows states to
provide home and community-based long-term services and supports.
Higher prescription drug rebates. The ACA amended Medi cai d
prescription drug program to give states higher rebates.

The law established the Center for Medicare and Medicaid Innovation to
test and implement more efficient approaches to health care.

Medicaid has had rapid growth in expenditures due to the following factors:

A The iinmembesssea result of Federal mandates, State

coverage of optional groups, population growth, and economic recessions.

A The expansi on of onmobserdcesaugderthe AGA. ut i | i z
A - The increase in the number. of very o
A Trhbsalts of technological advances to keep a greater number of very-
low-birth-weight babies and other critically ill persons alive.

A The increase in drug costs and the av
A The i ncr eas BEC provideps aoynpaeed tb geneval inflation.

a
I

A significant development in Medicaid is the growth in managed care,
different from the traditional fee-for-service system. HMOs and prepaid
health plans (PHPs), provide a specific set of services to Medicaid
enrollees, in return for a predetermined periodic payment per enrollee.

Managed care seeks to enhance access to quality care cost-effectively.

In 2016, net outlays for Medicaid (Federal and State) were as in Table 8.
Administration was 4.8 percent of outlays.

Table 8 Medicaid Net Outlays Federal and State 2016

$ Billions
Payment to Providers 266.4
Premiums for HMO, Medicare etc. 254.7
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Disproportionate share hospitals 19.7
Administration 28.1
VaccinesforChi | drenbés prog|44
Others 7.5
Total 581.8
Source  CMS brief summaries

The total Medicaid outlays of $581.8 billion from the CMS brief summaries
report exceeds the $566 billion in Table 4 from CMS.gov. Similarly, as
noted earlier, the Medicare figure in Table 5 of $678.7 from the Brief
Summaries exceeded the CMS.Gov number of $672 billion. In Table 4
expenses for Public Health government was $192 billion. Perhaps part of
this expenditure is included in the $581.8 billion from Brief Summaries.

Medicaid (Table 8) and Medicare data (Table 5) are combined (Table 9).

Table 9 2016 Government Expenditure from Brief Summaries Report

Benefits Administ. Admin. % | Expend.

$Billions | $ Billions of Expend. | $ Billions
Medicare Part A 280.5 4.9 1.7 285.4
Part B 289.5 3.8 1.3 293.3
Part D 99.5 0.5 0.5 100.0
669.5 9214 678.7
Medicaid 553.7 28.1|4.8 581.8
Public Health by 192 3.912.0 195.9

Government**
Other Providers* 126 26|21 128.6
Total 43.8*** | 2.8 1585
*Table 3 Childrenbés Health | ns. Vet er an

** See Table 4 Indian Affairs, worksite health
***Table 2 Government Admin.

For persons enrolled in both Medicaid and Medicare, services by Medicare
are paid before payments by Medicaid and in 2016 cost $151.6 billion.

According to the CMS®®

56 2016 Actuarial Report on the Financial Outlook for Medicaid
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1 Medicaid expenditures have increased 4.3 percent to $575.9 billion in
2016 and Federal expenditures 4.5 percent to $363.4 billion. The
Federal share remained at 63%. State expenditures increased 3.8%.

1 Medicaid enrollment increased 3.1 percent to 72.2 million in 2016.
Nearly all of the growth was among newly eligible adults.

1 Over the next 10 years, expenditures are projected to increase at an
annual rate of 5.7 percent and reach $957.5 billion by 2025 an
increase of 68 percent or 2.2 percent of current GDP. The 2016
expense was 3.1 percent of GDP of $18.6 trillion.

1 Enrollment is projected to increase at annual rate of 1.5 percent over
the next 10 years and to reach 81.6 million in 2025.

1 11.2 million adult enrollees were covered under expanded eligibility in
2016, and 13.2 million enrollees are projected by 2025.

Costs are met primarily by Federal and State general revenues, on an as-
needed basis; Since the start of the program, the year-to-year growth rates
of total Medicaid expenditures (Federal and State expenditures combined)
and enrollment have varied substantially, as can be seen in figures 2 and 3.

Figure 2—Historical and Projected Medicaid Expenditures and Annual Growth Rates,
Fiscal Years 19656-2025
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Figure 3—Historical and Projected Medicaid Enrciiment and Annual Growth Rates,
Fiscal Years 1966-2025
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Beginning in 2014, the ACA expansion of eligibility to most adults with
iIncomes less than 138 percent of the FPL led to a significant increase in
expenditures and enroliment. Continued expansion of State programs to
cover newly eligible adults in 2015 resulted in the fastest program growth in
more than a decade. Figure 4 shows historical and projected Medicaid
benefit expenditures by four major categories of services: acute care fee-
for-service, long-term care fee-for-service, capitation payments and
premiums, and DSH.
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Figure 4—Past and Projected Medicaid Expenditures for Medical Assistance Payments,
by Type of Payment, Fiscal Years 2005-2025"
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Over the next 10 years, expenditures for capitation payments and
premiums are expected to continue to grow more rapidly than expenditures
for the other major Medicaid service categories. These expenditures are
projected to grow 8.2 percent per year on average from 2016 to 2025 (from
$243.0 billion in 2015 to $534.1 billion in 2025), which would be 2.5
percentage points faster than overall Medicaid benefit growth.

Private Insurance
NAIC The NAIC®>’ 2016 report from private insurance companies who file
with the NAIC on health annual statements showed the data in Table 6
representing 77 percent of the business. The earned premiums for 2016
were $630.5 billion. The total hospital and medical expenses were $540.9
billion or 85.8 per cent of the premiums, giving an operating expense ratio
(GAAP) of 14.2 per cent. The NAIC however as in the table uses an

57 National association of Insurance Commissioners
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Administrative Expense ratio of 13 percent and a NAIC Loss Ratio of 85.4
per cent. See below for differences in how these are measured.

Table 6 NAIC data 2014-2016 (77% of business- NAIC)

(In Millions, Except PMPM) Chg. 2016 2015 2014
Operations

Direct Written Premium 7.4% $637,075 $593403 $533,083
Net Earned Premium 7.3% $630472 $587,374 $526,852
Net Investment Income Earned (4.9% $3,092 $3,250 $3,229
Underwriting Gair/(L oss) 54.7% $9,957 $6,438 $6,618
Net Income/L oss 90.8% $7,007 $3,672 $5,661
Total Hospital & Medical Exp 7.0% $540,803 $505506 $450,823
Loss Ratio (0.2) Pts. 85.4% 85.6% 85.3%
Admin Expense Ratio (0.3) Pts. 13.0% 13.3% 13.5%
Combined Ratio (0.5) Pts. 98.4% 98.9% 98.8%
Profit Margin 0.5 Pts. 1.1% 0.6% 1.1%
Net Premium PMPM 3.7% $240 $232 $221
Claims PMPM 3.5% $206 $199 $189
Cash Flow from Operations 89.2% $12,489 $6,600 $6,273
Enrollment 2.3% 218 213 204
Capital and Surplus

Capital & Surplus 6.2% $122,719 $115561 $112,193
Return on Equity (ROE) 2.9 Pts. 6.2% 3.7% 5.7%
Assets

Net Invested Assets 6.9% $189461 $177,180 $169,991
Net Admitted Assets 59% $268,175 $253277 $238,913
Net Inv Inc & Realized Gain/(L 0ss) (2.0)% $4,081 $4,165 $4.332
Investment Yield (0.2) Pts. 1.7% 1.9% 1.9%

Note: Aggregate resultsinclude only health entitieswho file annual statementswith the NAIC.

NAIC calculated the Loss Ratio by adding the Net Earned premium of
$630,472 (millions) to the Net Investment Income earned of $3,092 as in
Eqg. 3) below for a total of $633,564. Dividing this into the Total Hospital and
Medical Expenses of $540,893 gives the (NAIC) Loss Ratio of 85.4%. This
differs from the (GAAP) definition of Loss Ratio which uses only premiums
in the bottom line of the ratio and would give a Loss ratio of 85.8%.

(GAAP) Loss Ratio = (Medical Expenses)/ Net Earned Premium

(NAIC) Loss Ratio = (Medical Expenses)/ (Net Earned Premium +
investment earned)
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With reference to equation 1, net earned premiums are the HCE. So we
can rewrite these equations as;

(GAAP) Loss Ratio = Medical payouts/ HCE (Health Consumption

Expend.) 2)

(NAIC) Loss Ratio = Medical payouts/ Health Expenditures (HCE +
Investment earned) 3)

Written premiums are the premiums®® registered on the books of an insurer

or reinsurer at the time a policy is issued and paid for. With the passage of

time, the insurer incrementally changes
t earmedd. Their obligations ascyagachesnsur er
its expiry date, when the entire premium becomes a part of their profits.

There are two ways®® to calculate expense ratios. Insurance companies
typically use statutory accounting as opposed to generally accepted
accounting principles (GAAP) as statutory accounting yields more
conservative (lower) ratios. Although the expenses are the same in both
ratios, statutory accounting uses the net premiums written during the period
in the denominator to get the expense ratio. GAAP accounting uses the net
premiums earned (a lower number) during the period. Net premiums written
are the new business brought in by the company, while net premiums
earned may include both new business and recurring business. The
expense ratio (for the GAAP) measures profitability by dividing expenses
associated with acquiring, underwriting and servicing premiums by the net
premiums_earned by the company. Expenses include advertising,
employee wages and commissions. The expense ratio signifies a
company's efficiency before factoring in claims on policies and investment
gains or losses. The expense ratio is combined with the loss ratio to give
an insurance company's combined ratio. So, we have:

(GAAP) Expense ratio = Administration Costs /HCE 4)
(NAIC) Expense Ratio = Administration Costs /(HCE+ investment) 5)

We summarize the above discussion in Table 6A
Table 6A NAIC private insurance ratios for 2016 ( 77% of business-NAIC)
$B GAAP | NAIC

%8 Insuranceopedia
5 Invetopedia What is the expense ratio in the insurance industry, A Sebastian, Jan 5, 2018
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Written Premiums A | 637.0

Net Earned Prems. (=HCE) B | 630.5

2016 investment Earned C |31

Medical Expenses D | 540.9

Loss Ratio D/(B+QC) 85.4%
D/B 85.8%

Admin. Expense ratio i Table6 | E 13.0%

Admin.$ (Calc. from ER) F 824 | E(B+C)

Admin Expense ratio F/B 13.1%

The earnings ratio as explained above should include expenses associated
with acquiring, underwriting and servicing premiums. Administrative costs
may not do that, so the administrative expense ratio of 13 percent as in the
NAIC table may underestimate the earnings ratio. The Loss Ratio of 85.4
may be more accurate since it ratios payouts to HCE.

As we discuss below from 2016 Treasury (Federal Insurance Office) data,
the $637 billion may represent only companies licensed solely as health
organizations and does not include Life and Health or Property and
Casualty insurance. The FIO estimates the 2016 net premiums of private
insurance as $631 billion exactly the same as the NAIC data.

Examples of private insurance companies.

For UnitedHealth Group the following 2016 information is from last10K.com
Premiums $144.1 billion

Medical care ratio 81.2

Operating cost ratio 15.4

Medical Costs $117.0 billion

My interpretation of this is that the company paid out $117.0 B in medical
benefits out of $141.1 B in premiums or paid out 81.2 per cent of premiums
in medical claims. Using the terminology of CMS as earlier in this section,

the net cost of insurance is HCE (premiums) benefits paid out or $144.1

B - $117.0 billion or $27.1 billion. If we use the operating cost of $28.0
billion as in the financial return which is close to the net cost we get a
expense ratio of 28.0/144.1 or 19.4%.

The following from Cigna, the 7" largest Health Insurance Company 2016
annual report shows the operating expense ratio as 21.5 per cent.

79



Premiums paid for Cigna were $30,626 million and total revenue $39,668
million. Global health care medical costs (benefits) were $19,009 million or

62.1% of revenues. Other benefit expenses were $5,477 million or 17.9%

of premiums. The sum of these benefits is 80.0% of premiums. Other
operating expenses were $9,584 million or 24.2% of Revenue. However,
they report an operating expense ratio of 21.5 per cent. We will assume
that Cigna paid out 80 per cent of medical premiums as medical expenses.

The Independence Health Group in 2016 report that 83.7% of premium
revenues is spent on Medical costs, 17.0% on operating expenses minus
investment income. For Aetna Inc. the 2016 data are in the table below.
The ratio of health care costs to premiums is 44,255/(54,116 +2,182) or
78.5percent. Operating expenses/premiums is 12,085/(54,116 +2,182) or
21.5 percent administrative expense ratio. For Health Net the net cost
of insurance is $13.36 B premiums minus health plan services of $11.31 B
or $2.05 B. The expense ratio is 2.05/13.36 or 15.3%. Other ratios are in
the table below from the Healthnet 2014 form 10-K. The Medicar4
Advantage medical care ratio at 91.5% is higher than the Health Plan
Services MCR of 85.6% which is higher than the Medicaid MCR of 82.1.

Commercia medical careratio (MCR) (€ 83.0%
Medicare Advantage MCR (€ 91.5%
Medicaid MCR (8 82.1%
Dud EligiblesMCR (8 86.1%
Health plan srvices MCR (g 84.6%
Administrative expense ratio (b) 7.7%
Total G& A expense ratio (b) 10.9%
Selling mdsratio (0 2.0%

For Anthem Inc. the following 2016 information is from last10k.com.
Operating Revenue $84 billion

Investment Income $0.8 billion

Benefit expenses $66.8 billion

Benefit Expense ratio 84.8 percent

The Benefit expense ratio represents benefit expense as a percentage of
premium revenue. Premiums for the years ended ,

80



2016, 2015 and 2014 were $78,860.1, $73,385.1 and $68,389.8,
respectively. Premiums are included in total operating revenue.

For Humana the following is from 10K.com
Operating revenues $54.4 billion; Investment income $0.4 billion; Benefits
$45.0 billion; Benefit expense ratio 82.2 percent

Table 7 summarizes the 2016 financial expense ratio for health insurance

companies
Company Expense ratio Basis
United Health Group 19.4 Operating costs 28.0 B
Premiums 144.1 B
Cigna 21.5 Stated Operating Expense
Ratio & 30.6 B premiums &
24.5 B benefits
Independence Health | 16.3 13.4 B claims 16.4 B
Group premiums. 2.9 B operating
expenses and 16.07 B
premiums
Aetna inc. 21.5 12.09 operating expenses ,
56.35 B premiums
Health Net 15.4 13.36 B premiums, 11.31 B
services
Anthem Inc 15.2 Premiums 79.8 Benefit ratio
84.8
Humana 17.8 Revenues 54.8

Other sources of cost data for insurance companies.

According to Manuela Tobias®® average overhead costs are about 12.4
percent, based on an April @017 Annals of Internal Medicine article by
Steffie Woolhandler and David U. Himmelstein, but no data is provided by
the latter to support that claim. A February report 8 from the Center for

80politifact: Comparing administrative costs for private insurance and Medicare
By Manuela Tobias on Wednesday, September 20th, 2017 at 4:13 p.m.

61 Overhead Costs for Private Health Insurance Keep Rising, Even as Costs Fall for Other Types of
Insurance Written by Nick Buffie Published: 06 February 2017 CEPR (AHIP)
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Economic and Policy Research gave overhead costs for private individual
and employer-based plans as12.3 percent in 2015 and i C o mb iPmvatel)
as 13.1 percent. A chart from the report is below. The source of the data
was CMS Medicare Trustees reports 2011-2016.

Overhead Costs as a Share of Total Health Expenditures, 2010~
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Ermployen-Based Plans

And A me r i Health Imsurance Plans (AHIP) found that 17.8 cents of
every premium dollar goes to operating costs.

The 2017 FIO Annual Report (Federal Insurance Office, US Dept. of the
Treasury) indicates that;

Net premiums written for the L&H (life and health) sector were
approximately $600 billion in 2016, or 34 percent of net premiums written
for the combined L&H, P&C, and health sectors. For the P&C (Property and
Casualty) sector, net premiums written were approximately $534 billion, or
30 percent of net premiums written for the combined sectors. The health
sector reported $631 billions of net premiums written for 2016, or 36
percent of the combined sectors. This Report provides financial data and
analysis about two key U.S. insurance sectors: (1) life and health; and (2)
property and casualty. Insurers in the L&H sector offer products in two
segments: (1) life insurance and annuities, which generally protect against
the risk of financial loss associated withani n d i v idehth and previde
income streams for retirement, respectively; and (2) accident and health
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(A&H) products, which cover expenses for health and long-term care or
provide income in the event of disability. L&H insurers may offer products
to individuals or groups (such as employers for use in their employee
benefits plans).

Insurers in the P&C sector also generally offer products in two segments:
(1) personal lines, which protect individuals and families against the risk of
financial loss associated with damage to property or exposure to liability;
and (2) commercial lines, which protect against the risk of financial loss for
businesses. P&C insurers may offer products in both lines, or focus on just
one.

The third U.S. insurance sector is the health sector. The health sector
includes companies licensed solely as health insurers or Health
Maintenance Organizations. Detailed analysis of the health sector is
not included in this Report; however, some high-level information is
provided for comparative purposes. First we summarize the above
information in the table below.

Table 8 Net Premiums written for 2016

Group $billions
L&H Life and Health 600
P&C Propery & Casualty 534
Health 631
Total L&H and health 1231

Source 2017 FIO Annual Report

The total of L&H and Health net premiums is $1.231 trillion. Table 3 above
from CMS gives the total National Health Expenditures as $3,337 billion
and the Health Consumption Expenditure as $3,180 billion or 95.3% of the
total. The private insurance is listed as $1,123 billion HCE which would
represent $1,178 billion in Health Expenditures. This is 96 percent of the
total L&H and Health net premiums in Table 8 above based on the FIO.
Thus, the CMS data such as in Tables 2 and 3 approximately represents
the sum of L&H and Health insurance as defined by the FIO.
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Figure 7: Health Insurance Groups by 2016 U.S. Health Lines Direct Premiums Written

Share 2016 Direct Share
2015 Direct of Premiums of
2015 2016 Premiums  Tozal Written Total
_Rank Rank lasurance Group Written ($000) (%) __(5000) (%)
1 1 UnitedHecalth Group inc. S 68,041,707 11.69 S 79,473,071 1246
2 2 Anthem Ine, 54,715,501 0,40 £8,748.993 9.2
3 31 Humana Inc. S1.405,175 8.83 3,601,025 8.40
- 4 HealthCare Services Coep. a Mutual 32644621 s.61 32,157,588 5.04
5 § Acta Inc. 24417307 4.19 24414237 383
6 6 Centene Corp. 20261187 148 24,070,523 3.77
s 7 Independence Health Group Inc. 13 869064 2.38 17,013,754 2.67
7 8 Kaiser Foundation Health Plan Inc. 15,155,609 2.60 16,166,834 2.53
10 9 Molina Healtheare Inc 11918163 205 15317439 240
9 10  WeliCare Health Plans Inc 13.072.554 2.25 13,451,891 2.11
Combined Top 10 S3I05500887 3248 $3344153%1 52.42
Combined Top 25 S421 926055 7248 §459.615.681 72.08
Combined Top 100 S S54,167 344 9520 S 607,899,577 95.30
Total U.S. Health Insurance Lines S 582,097,176 $ 637,902,483

Source: SNI. Financial

This information explains why the NAIC data above has direct written

premiums of only $637 billion, not even close to the $1.123 trillion of

private insurance HEC as in Table 2. It represents only companies
licensed solely as health providers.

We compare the FIO data in Figure 7 with the data we obtained from 2016
financial statements of several companies in Table 9 below

Table 9- comparison of FIO and Financial Report data for private health
insurance companies.

Financial Statements FIO (a)
Company Premiums Expense direct

$ billions ratio premiums

fees not written $

included billions
United Health Gp. 144 194 79.5
Aetna Inc. 54.1 18 24.4
Independence Health Gp. | 16.4 16.3 17.0
Anthem inc 79.8 15.2 58.7
Humana 54.4 17.8 53.6
Centene 36.0 b 15.0 24.1
Molina 16.4 9.8 15.3

1. Those companies dealing only in Health Care, not L&H or P&C
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2. Centene premiums were $19.4b in 2015. NAIC data may be old

The above table does not include the health insurance fee. Beginning in
2014, the ACA imposed a fee on health insurance providers. The design of
the fee specifies the Federal revenue collections. This was $11.3 billion in

2016. This fee is added to insurance premiums. Each health insurer s fee is

calculated as its market share multiplied by the annual fee. The fee is
considered an excise tax and is nondeductible for income tax purposes.
Market share is based on commercial, Medicare, and Medicaid premium
revenue.®?

Historically, administrative expenses were much higher in the commercial
market because insurers did a lot of underwriting, or using the health status
of individuals or groups to determine their premiums. The Affordable Care
Act was designed to curb that spending. Unlike Medicare, private insurers
take on more responsibility than paying claims or going after fraud. Before
a claim is even filed, they assess whether it is medically necessary, and
can be done in a cheaper way (outpatient versus inpatient care. Most
people support the existence of a free market for goods and services but
how many would support a competitive market for waging war, currently
done only by the military, paid for and managed by the Federal
government. A single-payer system whereby the government is the sole
insurer and pays the bills and where there is competition between health
providers (e.g. hospitals and doctors) cannot be decreed to be less efficient
because there is no competitive market for middle men (insurers) who take
in premiums and pay the health bills, as Datillo and Racer maintain. (see
section Critique of the US system above) Insurance companies compete
against one another, writing policies, collecting premiums, paying bills,
advertising and operating separate data bases that do not communicate
with each other. This cost must be compared to whatever value insurance
companies add to the health care system.

The number of employees working as home-office personnel in the health
insurance sector rose from 278,000 in 1996 to 500,000 in 2015%3,

62 Millman Research report 2013. ACA health insurer fee, Estimated impact on the U.S. health insurance
industry

63 Statista.com
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The Affordable Care Act

According to Mackey and Dalton®*, the Patient Protection and Affordable

Care act of 2010 in the US does the following;

1. Prohibits health insurance companies from limiting or excluding
coverage related to health conditions for any individual. An individual
cannot be charged more because of pre-existing conditions.

2. Health insurance issuers are required to spend at least 80% of premiums
on health care quality improvement instead of administrative, overhead,
and marketing costs.

. Young adults can stay on their parent® plan until their 26th birthday.

. Health insurance issuers cannot cancel someone& coverage if the
health insurance premiums are paid.

5. There is no longer a (lifetime) cap on coverage for fessential health
benefitsolike doctorsdoffice visits and hospital stays.

. Emergency room services are covered in- and out-of-network.

. All qualified health plans must cover 10 categories of mandated essential
health benefits such as ambulatory patient services, emergency
services, maternity care, and prescription drugs.

8. For women, preventative services must include annual well-woman

visits, screening for gestational diabetes, testing for HPV 4 and others.

W

~N O

An Exchange is a marketplace where you can shop, compare your options
and purchase insurance. Each state must set up an Exchange or use the
Federal-Facilitated Marketplace. You can also access your options through
private exchanges like www.myhealthadvisor.net. Plans are called fiVietalo
plans. A Gold Plan has an actuarial value of 80%. The plan will pay 80% of
your healthcare expenses. You pay 20% through a combination of
deductibles, co-pays and co-insurance. Your age, income and tobacco
usage and Modified Adjusted Gross Income determine if you are qualified
for Advanced Premium Tax Credits. For members who are 100% to 400%
FPL (Federal Poverty Level), you may qualify for a premium subsidy. If not
covered by a Qualified Health Plan, you will pay a tax penalty in 2015 of

$975 per family or 2% of family income whichever is greater.

642016 by M & A Prime Benefits, LLC. Mackey, Jason; Mackey, Dalton. Affordable Care Act: What's in It
for Me? (Kindle Locations 5-6). . Kindle Edition.
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According to Greenberg ®, the ACA of 2010 is probably the most

significant change in the US health care system since 1965, when
Medicare was established. The individual mandate requires all Americans
to get health coverage either through their employer, on their own, or
through Medicare. Older individuals cannot be charged more than 3 times
the rates for younger individuals.0 The employer coverage mandate
requires that large employers provide their employees with insurance plans
or pay a fine. Small businesses are offered tax credits if they enroll their
employees in private healthcare plans. Doctors will be discouraged from
seeing Medicaid patients due to low payment.

According to Clements the goal of Obamacare (the ACA) is to provide
Americans with affordable health insurance while ultimately reducing the
costs of healthcare. As a result, this will cover almost 32 million Americans
who lack insurance while protecting them from discriminatory and unfair

practices by insurance companies. Families who dont have any job-related

insurance, with a combined income below $ 88,000, will get tax credits to
help them with insurance coverage payments.

Disadvantages of the ACA are: the decision of ideal treatment for a certain
medical condition will not be solely made by the doctor and patient, as the
government can decide which treatments are considered effective;
businesses may maintain the number of employees below 50 to avoid
paying insurance coverage or a penalty; low-income workers are less likely
to get hired. Obama Care (ACA) will reduce the funding for Medicare by
about $ 575 billion, just when almost 30% more Americans will be joining
the program. Despite claims that the ACA is a job-killer, Jonathan Conn
and the Congressional Budget Office, determined the only significant
employment impact was a reduction in the labor force, because people
holding onto jobs just to keep insurance could finally retire. According to
Wendell Potter®®, the number of Americans without health insurance hit
49.9 million in 2010, a number that had been going up every year.
According to the Employee Benefit Research Institute, 54.9 percent of the
total population had employer-based health insurance in 2012, down from

5  Greenberg, Stanley. Understanding Obamacare: The Simplified Guide to Making Sense of the New
Insurance Policy (Affordable Care Act, Health Insurance Marketplace, U.S Department of Health) (Kindle
Locations 36-38).

56potter, Wendell (2013-12-06). Obamacare: What's in It for Me? What Everyone Needs to Know About
the Affordable Care Act (Kindle Locations 116-118). Bloomsbury Publishing. Kindle Edition.
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69.3 percent in 2000. A lot of small employers stopped offering coverage
after 2000 because they couldnad keep up with insurance premium
increases. According to the American Hospital Association, the amount of
uncompensated care provided by hospitals in 2011 was $41.1 billion. In the
25 states not planning to expand Medicaid in 2014, the people least able to
pay when they need hospital care will remain uninsured.

According to Brook®’, Some 30 million people will still be uninsured after
the ACA is in full effect. This group is made up of undocumented
iImmigrants, those who choose to pay the tax penalty rather than buy
insurance, those who are eligible for Medicaid but choose not to enraoll,
individuals for whom insurance will cost more than 9.5% of their income
and those with income less than 138% of FPL who live in states that chose
not to expand Medicaid.

Don McCanna®® states: The incremental path to single-payer through

Obamacare has no bridge across the chasm. It would be a tragedy to
spend a decade or two, trying to figure out how legislative patches can
build a bridge to the other side, when patches cannot repair a bridge that

doesnt even exist. The above statement does not rationalize why

iImprovements should not be made to a system after years of operating
experience. The operation of a complex facility such as a chemical plant
involves optimizing the process based on years of operational experience.

The idea of getting rid of Obamacare has become an ideology by 2017.

The failure of the US senate to repeal and replace Obamacare in mid 2017
followed the CBO report that over 20 million Americans would lose health
insurance if the bill passed and angry town-hall meetings. Personal
economic interest usually trumps ideology. People of all political
persuasions need health care.

Geyman states, So far, we have taken incremental steps (towards a

single-payer system) and have 1,300 private insurers as mostly for-profit
middlemen. The ACA will not achieve universal access, contain costs or

67 Brook, Robert H. (2015-06-01). Redefining Health Care Systems (Kindle Locations 177-183). RAND
Corporation. Kindle Edition.

68 McCanne, D. Quote-of-the-Day, October 21, 2013. Geyman MD, John (2015-02-28). How Obamacare
Is Unsustainable: Why We Need a Single-Payer Solution for All Americans (Kindle Location 2765).
Copernicus Healthcare. Kindle Edition.
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prices, or assure comprehensive benefits for our population. Should we
seek a not-for-profit system that assures universal access to all Americans
in a single risk pool that is the most efficient, fair and sustainable for the
long-term? Or should we perpetuate a failing private system that is only still

alive through taxpayer subsidy dollars? This statement is irrational given

that the source of money for a not-for-profit single payer system is taxes.

Again, the opportunity to improve the ACA is not addressed. Neither major
political party in the US has proposed a plan for improving the ACA

Politicians often state that the ACA has resulted in increased health care
premiums, but do not demonstrate a cause and effect. As required by the
ACA, 10 medical issues must be covered by insurance hence increasing

premiums, and some payments paid by the consumer out of pocket will

be reduced. Insurance companies are required to spend at least 80% of
premiums on health quality improvement instead of administrative,
overhead, and marketing. This may have contributed to insurance
companies in some states pulling out of exchanges and statements by
politicians that the ACA is in the process of collapsing.

Roy recommends®; a plan to reform the ACA. His plan repeals the
individual mandate requiring most Americans to purchase health coverage,
restores the primacy of state-based exchanges and insurance regulation,
expands the flexibility of insurers to design policies that are more attractive
to consumers, expands access to health savings accounts. The Plan
repeals the A C A émsployer mandate, preserves the A C A é&Cadillac taxo
on high-cost health plans, but it repeals other taxes. The Plan migrates the
Medicaid acute-care population onto state-based exchanges, with federal
funding and state oversight and returns to the states, over time, full
financial responsibility for the Medicaid long-term care population. (Long-
term care funds nursing home stays and home health visits for the elderly
and disabled.) The Plan gradually raises the Medicare eligibility age by four
months each year, preserves Medicare for current retirees, and maintains
future retirees on their exchange-based or employer-sponsored health
plans. (Today, the government forces them to enroll in Medicare or forfeit
their Social Security benefits.) These changes would he claims, make the
Medicare Trust Fund permanently solvent. Roy does not consider the
option of making Medicare, which is very popular with seniors, more

® Transcending Obamacare by Avik Roy, Manhattan Institute for Policy Research, 2014
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means-dependent instead of phasing it out. R o y PBlas allows insurance
iIssuers to charge their oldest policyholders up to six times what they
charge their youngest policyholders: an fage ratingb a naf 6to 1 Thisis a
change from the ACA, whose age band is 3 to 1: in effect, forcing younger
people to pay more for coverage than they normally would. This would
charge retired workers more than those earning an income. Roy makes no
mention of the ability of these older people to pay for care. This is in
contrast to Social Security which invests the individual® money throughout
employment for use when retired.

Health Care Exchanges
The health insurance exchanges’ opened for enrollment in October, 2013
as a result of the Patient Protection and Affordable Care Act of 2010, also
known as Obamacare. The exchanges are marketplaces where you can
choose the type of insurance that meets your needs. They are either run by
the state or the Federal department of Health and Human Services. The
exchanges provide a series of questions to help you determine what is the
best plan for you. For example, if you earn $16,105 a year or less ($32,913
for a family of four), you are eligible for expanded Medicaid if you live in
one of the states that took this benefit. If you earnmore than this, but less
than $45,960per person($94,200for a family of four) you cangettax credits to

help paythe monthly fees

According to healthcare.gosite, afamily with 2 parents(45yrs)and 2 children
(18 and 15yrs.)andwith anincome of $50,000per yearwould getatax credit
of $835/yr.With one child, this dropsto about $600/yr.andwith no children
$376/yr.

Anthem, Prominence
Bronze Gold
Total Premium 860 1599
Net premium after tax 24 763
deduction
Deductible $ 12,600 1,500

0 HealthinsuranceExchange
What the Obamacare Health Exchanges Are, and What You Should Do Now By Kimberly Amadeo --
useconomy.about.com
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Anthem, | Prominence
Bronze Gold
Maximum out of pocket $ | 12,600 12,700
Payment to Doctor after |0 25
Deductible.
Specialist/drug cost after |0/0 50/10
Deductible.

Above aretwo plansfrom the healthcare/gowsite, Although the bronzeplan
requiresonly amonthly paymentof $24for the family of four, it paysout no
money until the annualdeductible of $12,600is met. The gold plan hasa
deductible of $1,500but hasa monthly premium after tax deduction of $763.
Essentiallythen the Bronzeplan paysonly for catastrophicillnessabove
$12,600but otherwise paysout no money

US Health care cost increases with time

The following chart from News Week’* shows a breakdown of health care
costs in the US and the change expected between 2012 and 2023. 15% is
for Non-Personal Health Care.

"I What's Behind the Slowdown in Health Care Costs The health care spending bubble may havermoetBy Kimberly
Leonard (https://www.usnescom/topics/author/kimberly_leonard), Staff Writer | Sept. 26, 2014,
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Source: CMS

PRAERSEE Health care spending is now projected
to grow at a rate of 6 percent per year from 2015 to 2023, or 1.1
percentage points faster than the economy. By 2023, health costs will
make up nearly a fifth of total spending. The Centers for Medicare and
Medicaid Services (CMM), projects the rate of spending will be lower than
from 1990 to 2008, when costs grew at an average of 7.2 percent each
year, or 2 percent faster than the economy. Hospital costs were a key
target of Obamacare. Reimbursement rates for Medicare are changing
from a fee-for-service i or quantity i model, to one that will reward
guality by keeping patients healthy and out of the hospital. Under
health care reform, hospitals must demonstrate certain cost-saving
measures, including cutting back readmission rates and avoiding wasting
money on unnecessary tests. The CMM predicts’® that health care
spending will increase to 20 per cent of GDP by 2025. A reason for this is
the growth in the number of people over 65 years for whom medical care is
more expensive as in the following two figures.

2 Centers for Medicaid and Medicare Services July 2016 compiled by PGPF.
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According to Wendell Potter’3, a lot of small employers stopped offering
coverage after 2000 (10 years before the ACA was passed) because they
couldna afford premium increases from insurance carriers. The diagram
below based on OECD data shows that health care costs in the US as a
percentage of the GDP have increased from 6 percent in 1971 to over 17
percent in 2015.

3 Potter, Wendell (2013-12-06). Obamacare: What's in It for Me? What Everyone Needs to Know About
the Affordable Care Act (Kindle Locations 116-118). Bloomsbury Publishing. Kindle Edition
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Fig 1 Organization for Economic Cooperation and Development

US Health Care Cost as Percent of GDP
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The slowdown in health spending experienced in many OECD countries
following the economic crisis affected all parts of the health sector, but to
varying degrees (Figure 7.13). Expenditure for pharmaceuticals contracted
annually by 0.5% after positive annual increases of 2.3% during the pre-
crisis years. On average, spending on preventive care contracted by 0.2%
on an annual basis, after recording very high growth rates during the period
2003-09 (4.6%). Expenditure growth for outpatient care nearly halved
overall (4% vs 2.3%), but remained positive in the majority of OECD
countries. The annual average growth rate for inpatient care turned
negative between 2009 and 2015 in one-quarter of OECD countries.
Reducing wages in public hospitals, postponing staff replacement and
delaying investment in hospital infrastructure were among the most
frequent measures in OECD countries to balance health budgets.
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7.13. Growth rates of health expenditure per capita for selected services, OECD average, 2003-15
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The following figure shows the rise in the cost of health care in the US from
2005 to 2015(orange) compared to the CPI index™ (blue).

CPI (All Items) & Health Care Inflation
*Through Moy 31, 2015
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The cost of
health care between 2013 and 2015 rose by approximately 2.9 percent per
year. From 2012 through 2015 the GDP rose by an average of 2.5 percent
per year.” Thus the heath care cost rose by 0.4 per cent per year faster
than the GDP. From Fig 1, the ratio of HC costs to GDP rose from 6.8 per
cent in 1971 to 15 per cent in 2015, a ratio of 2.5 or compounded by an
average of approximately 2.7 per cent per year over that period. Thus,
during the years 2013 to 2015 the annual growth of total health care
compared to the GDP growth did not increase and may have
decreased from 2.7 per cent to 0.4 per cent.

74 US health care costs rise faster than inflation Mike Patton Forbes Mag June 29, 2015.
S www.multpl.com/us-gdp-inflation-adjusted/table
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Then a t i hospidakbill in 2005 rose 7%, to $873 billion, accounting for
32% of thisn a t i healtld care expenditures’®. Adjusted for inflation, this
was nearly double the spending of 1997. It is reported that of the excess
health care spending in the U.S., nearly 50%, was due to costs related to
hospital care’’. Pharmacy costs represent 11% of U.S. health-care
expenditures.”® The percentage has dramatically increased over the past
quarter-century.’®. From only $12 billion spent annually on prescription
drugs in 1980, the amount increased to $197 billion by 2003%°.

According®! to the Centers for Medicare and Medicaid Services ; In 2016;
NHE grew 4.3% to $3.3 trillion in 2016, or $10,348 per person, and
accounted for 17.9% of Gross Domestic Product (GDP).
A Medicare spending grew 3.6% to $672.1 billion in 2016, or 20
percent of total NHE. Medicaid spending grew 3.9% to $565.5 billion
in 2016, or 17 percent of total NHE.

1 Private health insurance spending grew 5.1% to $1,123.4 billion in 2016,
or 34 percent of total NHE.

1 Out of pocket spending grew 3.9% to $352.5 billion in 2016, or 11
percent of total NHE.

1 Hospital expenditures grew 4.7% to $1,082.5 billion in 2016, slower than
the 5.7% growth in 2015.

1 Physician and clinical services expenditures grew 5.4% to $664.9 billion
in 2016, a slower growth than the 5.9% in 2015.

1 Prescription drug spending increased 1.3% to $328.6 billion in 2016,
slower than the 8.9% growth in 2015.82

1 The largest shares of total health spending were sponsored by the
federal government (28.3 percent) and households (28.1 percent). The

6 National Expenditure for Health Services and Supplies by Category. Cited by AHA. Trend watch
chartbook 2005. slide 1-6. Accessed on March 30, 2008 at http:// www.aha.org/ aha/ trendwatch/ 2005/
cb2005chapterl.

7 Quality. 65. Angrisano C et al. i A ¢ ¢ o ufer thé Qogt of Health Care inthe United St a t Mc&inséy
& Company: McKinsey Global Institute, January 2007, p 12.

8 National Expenditure for Health Services and Supplies by Category. Cited by AHA. Trend watch
chartbook 2005. slide 1-6. Accessed March 19, 2008 at http:// www.aha.org/ aha/ trendwatch/ 2005

7 Weiss, Martin. RADICAL PRESCRIPTION: A REMEDY FOR THE HIGH COST OF HEALTHCARE IN AMERICA

(Kindle Location 1217). . Kindle Edition.
8 peterson M. fi P h a r queadyd e e | liosAngetes Times. Jan 27 2008: M1.

81 CMS.gov National Health Expenditure data, NHE fact sheet

82 CMS.gov Centers for Medicare and Medicaid Services National Health Expenditure data NHE fact
sheet. Spread Sheet no 1
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private business share of health spending accounted for 19.9 percent of

total health care spending, state and local governments accounted for

16.9 percent, and other private revenues accounted for 6.7 percent.
The following Table 1 shows the data from CMS.gov on health spending in
1960 and 2016. Note in 2016 that the Health Consumption Expenditure
was $3.18 trillion or 95.3 per cent of the National Health Expenditure
which was $3.34 trillion, the difference being Investment.

National Health Expenditures; Aggregate and Per Capita Amounts, Annual Percent
Change and Percent Distribution: Selected Calendar Years 1960-2016

Item 1960 2016
Amount in Billions
National Health Expenditures $27.2 $3,337.2
Health Consumption Expenditures 24.7 3,179.8
Personal Health Care 23.3 2,834.0
Government Administration and Net Cost of Health Insurance 1.1 263.7
Government Public Health Activities 0.4 82.2
Investment 2.5 157.4
Millions
U.S. Population® 186 322
Amount in Billions
Gross Domestic Product® $543.3 $18,624.5
Percent Distribution
National Health Expenditures 100.0% 100.0%
Health Consumption Expenditures 90.8 95.3
Personal Health Care 85.5 84.9
Government Administration and Net Cost of Health Insurance 3.9 7.9
Government Public Health Activities 1.4 2.5
Investment 9.2 4.7
Per Capita Amount
National Health Expenditures $146 $10,348
Health Consumption Expenditures 133 9,860
Personal Health Care 125 8,788
Government Administration and Net Cost of Health Insurance 6 818
Government Public Health Activities 2 255
Investment 13 488
Percent

National Health Expenditures as a Percent of
Gross Domestic Product 5.0% 17.9%

1 USBureauof the Census2) Departmenbf CommerceTable 1

2015 Health Care Cost and Utilization Report
The Health Care Cost Institute (HCCI) 2015 Health Care Cost and
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Utilization Report covered trends for Americans under 65 and covered by
employer-sponsored insurance (ESI) for the years 2012 through 2015. In
2015, spending per capita grew by 4.6%, to $5,141 per person, compared
to 3.0% growth in 2013 and 2.6% growth in 2014. Out-of-pocket spending
per capita rose by an average of 3.4 percent per year. The cost of health
care from 2013 when the exchanges were opened through 2015 for ESI
people rose by approximately 3.8 percent per year according to this report
or approximately 1.3 percent greater than the annual GDP from 2012 to
2015, and lower than the 2.7% growth (compared to GDP growth) for the
period 1971 through 2015.

Professional Services: Of the four service categories, professional services
accounted for most of the per capita spending (Figure 3). In 2015, spending
per capita was $1,738, a third of the total. Over the study period, these
services saw modest spending growth: $125 per person, and administered
drugs had the largest increase, by an average annual amount of 9.3%. The
most spending was on visits to the doctor: $369 per person in 2015.
Spending per capita on office visits to specialists increased each year by
an average 7.3%, while spending on office visits to PCPs declined.

Figure 10

Annual Percentage Changes in Utilization and Spending
of Office Visits to Doctors, 2012-2015

2012/13 2013/14 2014/15
Office Visits - PCP Office Visits - Specialist
Spending Spending
----- Utilization = Utilization
Source. HCC1 2016
Notes. All asta weighted Lo reflect the national, younger than age 65 ESI populstion
Data rom 2014 and 2015 adpusted using actuanal completion
Outpatient

Services: The second highest spending per capita, was for outpatient
services. In 2015, per capita spending on outpatient services was $1,427
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(Figure 3), most of which was on outpatient visits ($890 per person). Of the
per capita outpatient visit spending, most was on surgical visits. The
remainder ($537) of the out- patient spending was on outpatient- other
services. Between 2012 and 2015, spending per capita on outpatient-other
services increased by $48 per capita, compared with a $125 increase on
outpatient visits.

Acute Inpatient Admissions: In 2015, spending on acute inpatient
admissions was $997 per person (Figure 3). Over the study period, acute
admissions generally had the slowest per capita spending growth rates.

Prescriptions: Compared to the other service categories, the least dollars
per capita were spent on prescriptions: $964 per person in 2015 (Figure 3).
However, prescriptions had the fastest spending growth rate of any service
category in both 2014 and 2015. Prescriptions also had the largest dollar
increase in per capita spending over the study period ($159 per person).
Per capita spending was twice as high on brand prescriptions as on generic
prescriptions: in 2015, $649 versus $313 (Figure 3). In 2015, brand
prescriptions also had the largest dollar increase in per capita spending
($66), due to spending on brand hormones, synthetic substitutes and brand
anti-infective agents. In contrast, of all the service categories, per capita
spending was lowest on generic prescriptions ($313) where spending
increased by just $10 in 2015.

Figure 3

Spending Per Capita and Percent of Total Spending
Per Capita on Subservice Categories, 2015

B Professional I Outpatient Visits B Outpatient-Other
Acute Inpatient [l Brand Prescriptions I Generic Prescription

Source: HOCE, 2016

NOtes: AN 33t3 weightad 1o reflect the natonal, y ounger than &5 ESI population

Data from 2014 and 2015 adjustad using actuanal completon

Percants sum 1o 99. 7% due 10 exclusion of other prascrigtions, SNF. hospice, and ungroupatie inpatient stays
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Out-of-pocket spending per person increased each year studied, reaching
$813 per capita in 2015 (Figure 4). Between 2012 and 2015, the
percentage of total health care costs borne by consumers out of pocket
declined from just over 16% to 15.8%. In contrast to out-of- pocket per
capita spending on medical services, out-of-pocket spending on
prescriptions declined throughout the study period (Figure 6).

Figure 4

Payer and Out-of-Pocket Spending Per Capita
for Insureds Younger than Age 65, 2012-2015
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Figure 6
Annual [’encentage Ch_anges in Out-of-Pocket Spending
Per Caplta by Subservice Category, 2012-2015
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Figure 8
Changes in Utilization and Prices of Health
Care Service Categories, 2015
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How do other countries fare?

Of seven OECD countries that provide lessons for U.S. health reform,
threed Canada, the Netherlands, and the United Kingdomd have no cost
sharing for primary care. France protects patients with chronic illnesses
from coinsurance fees. Germany does not impose cost sharing for
preventive services for children and those who have a regular source of
care. Germany limits yearly copays to 1i 2 percent of annual income for
people with chronic illnesses or low incomes. Australia and New Zealand
require copayments, with exceptions for some low-income patients. The
Netherlands, New Zealand, and the UK require patients to register with a
general practitioner, who is a gatekeeper to specialists. The pharmaceutical
review process is stronger in Canada than in the US. Canada reviews the
clinical and cost-effectiveness of drugs compared with alternative therapies
(instead of just placebos). The US is the only industrialized country to lack
a national strategy to address building blocks of a strong primary care
system, including services delivery, work-force, information systems,
medical products, vaccines, technology policy, financing, leadership, and
governance. National stewardship, financing, and generation of resources
are important for an adequate primary care infrastructure.

Great Britain's National Health Service (NHS) provides health care to all
British residents and is financed largely through taxes. The low costs are
determined by the government, which is the sole payer controlling all
doctorséservices and fees. The government negotiates down the price of
pharmaceuticals. Governments in Japan, Germany, and England strictly
regulate payments in health care. In Japan, the government decides what
physicians may charge for any service. In Germany, physicians go to
school for free but then are salaried. The US government regulates the
health care industry on cost, access, and quality, but checks on costs are
nowhere near those of other industrialized nations.

In 2006, the Massachusetts health reforms known as Romneycare
deployed the Swiss model to offer privately-sponsored coverage to the
uninsured. And in 2010, Obamacare, borrowing from Romneycare, used
the Swiss model to offer private-sector health coverage to individuals with
incomes between one and four times the Federal Poverty Level. Among
people turning 65, fifty percent are choosing privately-sponsored Medicare
Advantage plans over traditional, fpublic o p t iMedicéare (partC).
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Singapore

Singapore has "one of the most successful healthcare systems in the
world, in terms of both efficiency in financing and in community health
outcomes," according to global consulting firm Towers Watson®.
Singapore®* has a universal healthcare system with individual responsibility
where the government ensures affordability of healthcare within the public
health system through which 70-80 percent of citizens are treated, largely
through a system of compulsory Health Savings Accounts funded by a
payroll tax, subsidies, and price controls. The government adjusts policies
to regulate "the supply and prices of healthcare services." Costs are largely
subject to market forces, and vary greatly in the private sector. No service
Is provided free regardless of the subsidy in order to reduce the over-
utilization of services. Overall government spending on public healthcare
amounts to only 1.6% of GDP. This averages $1,104 Government Health
Expenditure per person®®, because government expenditure on healthcare
In the private system is extremely low. Total expenditure on healthcare is
4.6% of GDP and has stayed almost constant since independence®. Thus,
the government share of spending is 35 per cent. According to the World
Health Organization (2013), in 2010, private expenditure amounted to 69
percent of the nat i Hoard, 40.1tpercert tomiegk pe ndi t u
from private prepaid plans.

Singapore regulates public and private health insurance®. The Ministry of
Health, plans and delivers services through health and hospital facilities
and maintains staffing, financing policies and governance of the public
health care system. Coverage is funded through government subsidies
(from general tax revenue), health care financing schemes, and private
individual savings. Government subsidizes up to 80 percent of care in
public hospitals and primary care polyclinics. Despite resources from public
financing, currently, there are five private insurers, including American
International Assurance, Aviva, Great Eastern Life, NTUC Income and

83 John Tucci, "The Singapore health syste, i achieving positive health outcomes with low expenditure”, Watson
Woyatt Healthcare Market Review, October 2004. Archived 19 April 2010 at the Wayback Machine.

84 Wikpedia Healthcare in Singapore

85 "Singapore Health Facts". Ministry of Health, Singapore. Retrieved 29 August2014.

86 Britnell, Mark (2015). In Search of the Perfect Health System. London: Palgrave. p. 15. ISBN 978-1-137-49661-4.
87 The Singaporean Health Care System. Chang Liu and William Haseltine, Duke-NUS Graduate Medical School and
ACCESS Health International

88 Healthcare System in Singapore ACTU4625 TOPICS: HEALTH INSURANCE

Yu BAI, Chaoran SHI, Xiaoteng LI,& Feifei LIU
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Prudential Assurance. The plans share similar coverage and benefits, such
as in-patient & out-patient medical expenses, surgical costs, critical iliness
treatments, disability and long-term care, Singapore achieves higher
healthcare efficiency than the US. In the latest WHO health system ranking
report®®, Singapore ranks 6" out of 191 countries with the US 37™.

Medisave requires workers to contribute part of their wages (7% at 30yrs,
9% at 50yrs and 9.5% at 65 yrs.) to a personal account, with a matching
contribution from employers. Self-employed people have accounts with
contributions set by the government. Contributions to and withdrawals from
the accounts are tax-exempt. Funds pay for hospitalization, day surgery
and certain outpatient expenses, and health insurance for the account
holder. Medisave can be used for medical and surgical inpatient cases,
approved day surgeries, stays in approved community hospitals, hospices,
maternity, and day rehabilitation, treatment in approved day hospitals,
outpatient treatments of approved chronic diseases, outpatient MRI scans,
CT scans and other services.

MediShield is low-cost catastrophic insurance to help meet medical
expenses from major illnesses. MediShield operates on a copayment and
deductible system. The premiums are paid through Medisave.
Singaporeans are automatically enrolled in the program. MediShield pays
80 to 90 percent of the amount that exceeds the deductible for selected
outpatient treatment charges. Private insurance is available from a number
of for-profit companies usually in the form of Medisave-approved Integrated
Shield Plans. These supplement Medishield, providing for example,
additional benefits and coverage when a patient opts for Class A and Class
B1 wards in hospitals. Individuals can use their Medisave accounts to pay
the premiums for Integrated Shielduse funds from their Medisave accounts
to pay the premiums for Integrated Shield Plans.

It was planned to replace Medishield with a universal health insurance
scheme at the end of 2015. Government® subsidies for hospital visits
range from 65% (above an income of $SING 45K/yr.) to 80% (below an
income of $SING 29K/yr.) for Class C patients (9 patients/room) and 50%

89 World Health Organization. (n.d.). World Health Organization Assesses the World's Health Systems. Retrieved 4
12, 2012, from World Health Organization: http://www.who.int/whr/2000/media_centre/press_release/en/

% Wikipedia, HealthCare in Singapore
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to 65% for Class B2 patients (5 patients/room). Premium subsidies are
available for low and middle-income Singaporeans.

Medifund is the government endowment fund set up to aid the indigent.

Over 90 percent of approved patients receive 100 percent coverage for the

portion of subsidized bills they are unable to pay. Itisthesyst e m6s s af ety
net, allowing even the poorest Singaporeans to receive care that would

otherwise be out of their reach. Elderly patients who have very low or no

balances in their Medisave account are given priority for Medifund payouts.

According to Haseltine®!, Insurance plans that provided first-dollar

coverage were viewed as playing a major role in raising costs in countries

where they are readily available. Administrative overheads alone, for

example, are responsible for ootaér 20 pe
healthcare expenditure. Singapore has countered rising healthcare costs to

a far greater degree than in all other high-income countries. In contrast, in

countries with third-party reimbursement systems, since someone else is

payingd government programs, insurance companiesd there is little

incentive to be prudent in decisions.

Individuals are ultimately responsible for their own health and are required
to share in the cost of the health care services they use. In 2013, private
spending accounted for 69 percent of total health expenditures, of which 88
percent represented out-of-pocket spending, including that covered and
reimbursed by employer health insurance benefits. Compared to Singapore
the majority of US private healthcare expenditure comes from prepaid
private insurance plans, and out-of-pocket expenditure takes only about
25% of the total private expenditure. (World Health Organization, 2011).

A range of private insurance plans are available from for-profit insurers to
supplement MediShield coverage. Called Integrated Shield Plans, they are
funded from indi vi du aonebospte serviseasvfree ac c o u
of charge, while inpatient and day hospice services, senior home care and
home-nursing are subsidized based on means-testing.

Singapore spends 4.7 percent of its GDP on health care. The government's
expenditure for healthcare has been slightly under one percent, far less
than other most developed countries. It is, however, beginning to break the

91 Haseltine, William A. (2013-04-15). Affordable Excellence: The Singapore Health System (Kindle
Locations 409-412). Brookings Institution Press with the National University of Singapore Press
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one percent barrier, coming in at just under 1.5 percent in 2010. Costs are
controlled by fostering and controlling market competition: the government

directly regulates the market when it fails to keep costs down. It also can

regulate prices for services in the public hospitals, as well as the number of

public hospitals and beds. Providers must be careful not to price

themselves out of the market.

The government has numerous ways of keeping t

in check, including

h e

heal t h

1 copayments, deductibles, and restrictions on the uses of Medisave
and MediShield. These controls discourage unnecessary doctor
visits, tests, and treatments.

The Ministry of Health publishes onits websiteho s pi t al s& b
treatments, and ward classes. Patients can look up the costs of surgeries

and tests. Below is an excerpt for the cost of hernia repair at 3 hospitals for

Ward A. Different wards provide differing services, patients per room etc.

Surgery to repair weakness in the abdominal wall and groin area; uncomplicated

T Ward A

Hospital Volume! Average Length

Of Stay (days)?

NUH 77 1.2

SGH 60 1.9

TTSH 56 11

Bill Size
Low ($)?

4,397

4,960

3,304

Bill Size
Middle ($)*

6,409

5,619

4,657

Bill Size
High ($)°

8,202

8,286

6,893

1 The Group Purchasing Office consolidates drug purchases at the

national level.

1 In 2017 the average physician salary was S$97,232 and the per
capita GDP S$ 54,021, the ratio being 1.8. In the US, in 2014, the
ratio was 4.1 for general practitioners and 5.7 for specialists.

1 The Ministry of Health (MOH) provides subsidies for drugs at our

public hospitals, specialist outpatient clinics (SOCs) and polyclinics to

ensure that patients have access to effective medications for
common medical conditions in Singapore. Subsidies and financial
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https://www.moh.gov.sg/content/moh_web/home/costs_and_financing/hospital-charges/Total-Hospital-Bills-By-condition-procedure/Abdomen_Groin_Hernia_repair.html#Volume

assistance are given for drugs approved under the Standard Drug
List (SDL) and Medication Assistance Fund (MAF). Drugs approved
under the SDL and MAF must be registered with the Health Sciences
Authority (HSA) and assessed to be clinically- and cost-effective.

Malpractice does not appear to be as costly as in the United States. In
Singapore, claims of medical malpractice are handled through the tort
system. In this system, patients must sue their doctors in court and
negligence must be proven in the court. The Medical Protection Society of
Singapore is the leading indemnifier of care professionals in Singapore. It is
a not for profit mutual society rather than an insurance company and
provides indemnity, advice, and legal representation to its members in a
wide variety of situations from attacks on their reputation, to medical
malpractice claims, to cases of libel. Subscriptions for doctors in
neurosurgery practice have increased from S4,500 to over S16,000 to
S24,000 today. These numbers suggest that malpractice costs are an area
of future concern.

Singaporeb6s Agency for I ntegrated Care
a patient-focused integration of primary care with intermediate- and long-

term care. The agency advises patients and families on appropriate health

care services and helps them navigate the health system. A primary focus

Is follow-up treatment for chronic-disease patients after discharge from the

hospital. Another is the expansion and improvement of health care

capabilities at the community level.

By comparison, the US remains a more complicated format®? and not

everyone has health insurance, especially if not qualified for the

government promoted insurance plans. The government sponsored

programs, such as Medicare (for elders), Medicaid (for low-incomes and

di sabilities) and Childrenbés Health 1|ns
portion of the population. Most common, employers pay health insurance

plans and get healthcare services through private sources.

The life expectancy of Singaporeans is 79 and 84 for males and females
respectively (World Health Organization, 2011), 3 years longer than
Americans, in 2009. The newborn mortality rate per 1,000 live births in

92 Healthcare System in Singapore ACTU4625 TOPICS: HEALTH INSURANCE
Yu BAI, Chaoran SHI, Xiaoteng LI,& Feifei LIU
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Singapore declined from five in the 1990s to just one in 2009. The United
Kingdom, Australia, and Canada had the same mortality rate of five in the
1990s, but by 2009 had declined to three in the United Kingdom and
Australia, and four in Canada. In the United States, the rate stands at four.
Singapore's adult mortality rate (defined as the probability of dying between
the ages of 15 and 60 per 1,000 population) is significantly lower than the
rest of Southeast Asia and even lower than developed countries. The rate
has halved since 1990 and now stands at just under 60. The United States,
Is over 100 and Australia over 60.

Singapore has over 9,000 doctors according to the Singapore Medical
Council, with a physician density of 180 higher than China, Malaysia,
Thailand, and most other countries in the region, but behind the US and
other high-income economies. The section Resources in this report gives
the number of physicians in 2010 in the US as 24 and the average OECD
country 30. Hospital beds densities are the same at 31 beds per 10000
population as in the US.

The number of physicians and hospital beds in the Singapore system is
purposely kept in check to avoid oversupply and the too-easy availability of
doctors or of beds. The idea behind this action is to prevent excessive and
undue use of healthcare services.

The median salary in Singapore in 2014 was 45.2K Singapore dollars®
with a tax rate of 2 per cent. The effective federal tax rate for the median
American Family is about 14 per cent. Thus, the Singaporean is getting
only a 2 percent reduction through tax in what he contributes to his HSA.
But his contribution is matched dollar for dollar by his employer and the

money in the account belongs to the citizen. If he spends it all by the

overuse of health care resources, he ends up paying all additional
expenses. Once a deductible is reached in the US there is no incentive to
reduce medical care but there is always that incentive in Singapore. Based
on the Oregon report discussed in this report, the free use of services can
Increase usage by one-third. If this applied to Singapore, without the
Medisave accounts, the use of health care perhaps could be one third
greater than it is and would increase the cost of HC to approximately 6 per
cent of GDP compared to the current 4.5 percent. This is still far short of
the 10-12 per cent of GDP standard for the OECD and 18 percent of GDP

9 Singapore Ministry of Manpower. Labor Market Statistical Information
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for the US. Obviously therefore, the Medisave play only one part in keeping
costs down. Other factors discussed above are important.

Switzerland

According to John Goodman, in a decision® with implications for U.S.

health reform, Swiss voters rejected a proposal to replace their fully
privatized health care system with a government-run, single-payer one. The
Swiss system has two substantial benefits. First, citizens dond have a
disincentive to increase their incomes, because federal benefits decline
gradually as you go up the income ladder compared to the fbenefit cliffo
approach that discourages work in the United States. Second, it means that
the government doesna spend a ton of money subsidizing health care,
outside of the safety-net population. Swiss government spending on health
care is less than that of nearly every advanced economy, and less than half

of that of the U.S. Goodman s analysis has merit regarding the benefit

cliff but fails to consider reasons for the high cost of health care in the US

and unaffordability by many due to income inequality. According to Roy, If

we had the Swiss system we'd have no single-payer health entitlements
like MedicareandMe di cai d. O

Canada

According to Geyman® Medicare spending per senior in the U.S. has been

about three times higher in the U.S. than Canada over the last 25 years.
With a single payer system®, and private delivery system, Canada keeps
administrative costs low (16.7 per cent vs 31 per cent of health care costs
in the US) while employing lump-sum budgets for hospitals, controlling
capital expenditures, bulk purchasing for drugs and medical devices,
emphasizing primary care, and excluding private insurers, while providing
universal comprehensive coverage with full choice of physician and
hospitals. Opponents of the Canadian system have some evidence when it

comes to (longer) waiting times for MRI or elective surgery.

9Healthcare, Fiscal, and Tax John Goodman

%  Geyman MD, John. How Obamacare Is Unsustainable: Why We Need a Single-Payer Solution for All
Americans (Kindle Locations 3238-3239). Copernicus Healthcare. Kindle Edition.

% Himmelstein, DU. Woolhandler, S. Cost control in a parallel universe: Medicare spending in the United
States and Canada. Arch Int Med 172 (22): 1764-1766, 2012.
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According to Barbara Starfield, in Canada, private health insurance for
medical care is not permitted for services covered by the governmental
health insurance, which covers hospital, ambulatory, and nursing home

care. The Canada Health Act mandates that all necessary care be

provided without charge to patients. (Pharmaceuticals, private rooms in
hospitals, dental care, home care, physiotherapy, and chiropractic care are
not covered). Public Insurance Plans are administered by ten provincial
and three territorial governments, which may add services to those covered
by the national government. Consolidated government financing of health
comes partly from the federal government, which decreased its share of the
funding from 25.2 percent in 2005 to 21.4 percent in 2009. The remainder
Is generated by provincial and local governments through taxes.

There are major differences from one province to another in who qualifies
for admission to a nursing home. As in most countries, there are private
practitioners and specialized health centers. The Health Act prohibits these
doctors and clinics from participating in the governmental insurance plan if
they accept private insurance for covered services. Most hospitals and
nursing homes are government financed but operated by community and
regional boards. Ambulatory services are provided by physicians who bill

primarily by fee-for-service called the assessment fee system with rates

set by negotiation with provincial medical associations. In recent years,
those costs have been approximately $2,500 less per person per year than
in the United States, with a growth rate of about 3.5 percent per year in
Canada versus a U.S. rate of about 5 percent. Although the Canadian
system provides incentives for seeking care from primary care physicians
rather than from specialists, if patients consult specialists directly, these

specialists can be paid for a non-referral visit at the lower assessment

fee. In contrast, 40 per- cent of Americans report difficulties in seeing a
specialist. Of those who report difficulty, 40 per cent cite long waiting times,
31 percent cite a denied referral, and 17 percent say they cannot afford
private insurance. Exhibit 1 shows how the United States and Canada rank
among industrialized countries for major indicators of health. Of the twelve
indicators, Canada has better rankings than the United States for ten.
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EXHIBIT 1

Health Outcomes: How Canada And The United States Rank Ameng Organization For Economic Coeperation And
Development (OECD) Countries, 2009

Canada (rank) U.S. (rank)

14

sounce CECD health data, 2002 were Age-standardized mt

Several international
studies have confirmed the importance of three health-system
characteristics of countries that achieve better health at lower cost:
government attempts to distribute resources, such as personnel and
facilities, equitably; universal financial coverage either through a single
payer or regulated by the government; and low or no cost sharing for
primary care services®’. The benefits of health insurance are widely known.
Less well known is that a major function of health insurance is to facilitate
access to primary care services®,. Within the United States, states and
areas with better primary care resources have better health status, as
measured by many health indicators, including life expectancy. Additionally,
there is no clear relationship between insurance characteristicsd such as
the extent of population coverage and cost of premiumsd and supply of
primary care physicians at the state level.

U.S. policy achieves none of the three structural characteristics of good

health systems®.Canada achieves all three. At the same time, although

Canada 6 s oasftribute resoarces equitably have been more

extensi ve and successful than in the Unit
adequate than in other countries, such as Sweden, Finland, Denmark, the

Netherlands, Spain, and the United Kingdom. The important clinical

features of primary care include person-focused, rather than disease-

focused, care over time; easy access to facilitate first-contact use of

services; comprehensiveness of services within primary care settings; and

coordination of care when people seek care elsewhere. These features are

97 Starfield B, Shi L. Policy relevant determinants of health: an international perspective. Health Policy. 2002;608&):201
Bstarfield B. Commenbar mprbobove dqaebtiineuhaateiB? I nt J Epidem
99 World Health Organization. World Health Report 2008: primary healtfdcaoev more than ever. Geneva: WHO; 2008.
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all reflected in the joint principles of the U.S. primary care organizations.
Canadians with chronic illnesses spend less out of pocket for drugs, use
fewer drugs, are less likely to see many specialists, and report less
conflicting advice, compared to their U.S. counterparts®.

100 5¢choen C, Osborn R, How SK, Doty MM, Peugh J. In chronic condition: experiences of patients with complex health care
needs, in eight countries, 2008. Health Aff (Millwood). 2009; 28(1) 461
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Resources

The following figure from OECD shows the number of doctors in OECD
countries in 2017. The number in the US was 2.6 doctors per 1,000
inhabitants compared to a OECD median of 3.1. Doctors are defined as
"practicing” doctors providing direct care to patients. However, for some
countries (Canada, France, the Netherlands, Slovakia and Turkey), due to
lack of comparable data, the figures correspond to "professionally active"
doctors, including doctors working in the health sector as managers,
educators, researchers, etc. (adding another 5-10% of doctors). Doctors
are usually generalists who assume responsibility for the provision of
continuing care to individuals and families, or specialists such as
pediatricians, obstetricians/gynecologists, psychiatrists, medical specialists
and surgical specialists.

Number of doctors per 1,000 inhabitants in 2017 i OECD(2018)

The following figure shows data for the number of hospital beds based on
2017 OECD data for 41 countries. The median number was 3.8 beds per
1,000 inhabitants and 2.8 in the US.

Number of hospital beds per 1,000 inhabitants OECD data 2017
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The following figure shows the number of NMR units per million inhabitants
in OECD countries. The median was 12.8, and 38 in the US.
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Sources of Funds

In the US, according to a Brief Summary®? by the CMS; in 1987,
households paid for 38 percent of national health spending and were the
largest sponsors of health care. In 1993, this share was 33 percent, and in
2015, 28 percent of total health expenditures, or $887 billion. Health
spending sponsored by private businesses also declined, dropping from 23
percent during the 1987-2005 period to 20 percent in 2010, and then
remaining at that share through 2015, when spending reached $637

billion. Spending by governments (Federal, State, and local) reached

$1,466 billion in 2015 and accounted for 46 percent of total health
spending, an increase from a 32-percent share in 1987, mainly due to
growth in Medicare and Medicaid.

A significant portion of national health spending can be attributed to
programs administered by the Centers for Medicare & Medicaid Services

(CMS) Medicare, Medicaid, and the Children s Health Insurance Program
(CHIP) which together, spent $1.2 trillion for health care goods and
services in 2015 38 % of the country s total health care expenditures.

In nearly all OECD countries, the public sector is the main source of health
care financing. Around three-quarters of health care spending was publicly
financed in 2013 (Figure 9.8). In Denmark, Sweden and the United
Kingdom, central, regional or local governments financed more than 80% of
all health spending. Only in Chile and the United States was the share of
public spending on health below 50%. In these countries, a great proportion
of health spending is financed either directly by households (Chile) or by
private insurance (United States). As in the figure below for 2013, US
private insurance spending at 35% (the 2" highest bar in the columns)
represents a much higher fraction of spending than other OECD countries.
In the US, 12 per cent comes from out of pocket, 48.8 percent from
government and 4% from other expenses. In 2016, government paid for
49.1 % of expenditures and Voluntary payments 50.9%. The latter includes
private insurance and out-of-pocket.

101 Brief Summaries of Medicare and Medicaid, CMS Nov 2017, BS Klees et al.
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9.8. Expenditure on health by type of financing, 2013 (or nearest year)
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42% of total Medicare funding now comes from the Medicare payroll tax;
40%, comes from general government revenues. Four workers contribute
payroll taxes to Medicare for every enrollee receiving benefits. This will
drop to 2.4 workers by the year 2030. One-third of health care expenditures
are paid for by either Medicare or Medicaid. Over the next decade,
Medicare expenditures are expected to grow by 7% a year. Medicare
currently enrolls 43 million Americans, and by 2030 it is projected to enroll
79 million!°2, The following®® is excerpted from CMS.gov on sources of
funds. Note that to obtain 35% of funding from private insurance as in the
above figure for 2013, one must use the private insurance cost of $946
billion and the Health Consumption Expenditure of $2,726 million in Table
3, and not the National Health Expenditure which includes investment.

102 Medicare Spending and Financing. Kaiser Family Foundation, June 2007 . Accessed May 3, 2008 at
http:// www .kff.org/ medicare/ upload/ 7305-02. pdf .

103 CMS.gov Centers for Medicare and Medicaid Services National Health Expenditure data NHE fact
sheet. Spread Sheet no 3
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Table 3
National Health Expenditures; Levels and Annual Percent Change, by Source of Funds: Selected Calendar
Years 1960-2016

ltem 1960 2013 2014 2016
Amount in Billions

National Health Expenditures $27.2 $2,879 $3,026 $3,337
Health Consumption Expenditures 247  $2,726 $2,876 3,180

Out of pocket 12.9 $325 $330 353
Health Insurance 7.5 $2,088 $2,228 2,487
Private Health Insurance 5.8 $946 $1,000 1,123

Medicare - $590 $619 672

Medicaid - $445 $497 566

Federal - $257 $305 358

State and Local - $189 $192 208

Other Health Insurance Programs’ 1.7 $106 $113 126

Other Third Party Payers and Programs and Public Health
Activity? 43  $313 $318 341
Investment 2.5 $153 $150 157

! Includes Children's Health Insurance Program , Department of Defense, and Department of Veterans Affairs.
2 Includes worksite health care, other private revenues, Indian Health Service,
SOURCE: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group.

The following table 5-2 from the same source indicates the contribution
from households, the total being $938 billion for 2016. The total is $935
billion out of a total National Health Expenditure of $3.34 trillion (table 3)
or 28 per cent.
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Table 5-2
Household Sponsor Expenditures: Calendar Years 1987-2016

1987 2016
Amount in Billions
Household $196.8 $938.8
Household Contribution to Employer-Sponsored
Private Health Insurance Premiums? 29.4 264.2
Household Contribution to Direct Purchase Insurance? 11.5 58.3
Medical Portion of Property and Casualty Insurance® 10.5 36.6
Employee and Self-Employment Payroll Taxes and Voluntary
Premiums Paid to Medicare Hospital Insurance Trust Fund* 29.5 157.0
Premiums Paid by Individuals to Medicare Supplementary Medical
Insurance Trust Fund and the Pre-existing Condition Insurance Plan® 6.2 70.2
Out-of-Pocket Health Spending 109.7 352.5
Percent Distribution
Household 100.0% 100.0%
Household Contribution to Employer-Sponsored
Private Health Insurance Premiums? 14.9 28.1
Household Contribution to Direct Purchase Insurance? 59 6.2
Medical Portion of Property and Casualty Insurance® 53 3.9
Employee and Self-Employment Payroll Taxes and Voluntary
Premiums Paid to Medicare Hospital Insurance Trust Fund* 15.0 16.7
Premiums Paid by Individuals to Medicare Supplementary Medical
Insurance Trust Fund and the Pre-existing Condition Insurance Plan® 3.1 7.5
Out-of-Pocket Health Spending 55.7 37.6
*Excludes government subsidy payments for COBRA coverage for 2009-
2011.

2Excludes Affordable Care Act (ACA) health insurance premium tax credits and cost-sharing subsidies beginning in
2014. Includes payments for the Basic Health Program beginning in 2015.

3Includes the portion of the premium expenditures for property and casualty insurance that are used to pay medical
claims for automobile, homeowners multi-peril, or other liability insurance.

“Includes one-half of self-employment contributions to the Medicare Hospital Insurance Trust Fund and Trust Fund
revenues from the income taxation of Social Security benefits.

SIncludes premiums paid for the Pre-existing Condition Insurance Program (PCIP) for 2010-2014. Excludes Medicaid
buy-ins for the Medicare premiums of people eligible for both Medicaid and Medicare (dual eligibles).

SOURCE: Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group.

The following is the Federal contribution to HC expenses.
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Table 5-3
Federal Government Sponsor Expenditures: Calendar
Years 1987-2016

1987 2016
Amount in Billions
Federal Government $85.0 $944.1
Federal Government Contribution to Employer-
Sponsored Private Health
Insurance Premiums 4.9 36.2
Employer Medicare Hospital Insurance Trust Fund
Payroll Taxes 1.8 4.3
Federal General Revenue and Medicare Net Trust
Fund Expenditures® 17.4 295.5
Federal Portion of Medicaid Payments 27.9 358.1
Federal Portion of Medicare Buy-in Premiums 0.3 9.9
Retiree Drug Subsidy Payments to Employer-
Sponsored Health
Insurance Plans 0.0 1.1
Other Federal Health Insurance and Programs?® 32.7 205.9
Marketplace Tax Credits and Subsidies® 0.0 33.2
Annual Percent Change
Federal Portion of Medicaid Payments 32.8 37.9
Federal Portion of Medicare Buy-in Premiums 0.4 1.1
Retiree Drug Subsidy Payments to Employer-
Sponsored Health
Insurance Plans 0 0.1
Other Federal Health Insurance and Programs?® 38.5 21.8
Marketplace Tax Credits and Subsidies® 0 3.5

1Excludes Medicare Hospital Trust Fund payroll taxes and premiums,
2Includes maternal and child health, vocational rehabilitation, Substance
Abuse and Mental Health Services Administration, Indian Health Service,
federal workers6compensation. other federal proarams. public health
SAffordable Care Act (ACA) health insurance premium tax

credits and cost-sharing subsidies beginning in 2014.

NOTES: Numbers and percents may not add to totals because of rounding. Dollar
amounts shown are in current dollars. Percent changes and percent distributions are
calculated from unrounded data. "0 " Not applicable.

SOURCE: Centers for Medicare and Medicaid Services, Office of the Actuary, National
Health Statistics Group.

The contribution to Private insurance is given in Table 5-6. Private business
contributes $504 billion to Employer-Sponsored private health insurance
plans or 45 per cent of the total insurance costs of $1,123 trillion state and
local government 17 per cent, households 32 per cent.
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Table 5-6
Private Health Insurance by Sponsor: Calendar Years 1987-2016

1987 2016
Amount in Billions
Private Health Insurance $149.2 $1,123.4
Private Business 78.1 504.3
Private Business Contribution to Employer-Sponsored Private
Health Insurance Premiums" 78.1 504.3
Households 51.4 359.1
Household Contribution to Employer-Sponsored Private Health
Insurance Premiums? 29.4 264.2
Household Contribution to Direct Purchase Insurance® 11.5 58.3
Medical Portion of Property and Casualty Insurance® 10.5 36.6
Federal Government 4.9 73.6
Federal Government Contribution to Employer-Sponsored
Private Health Insurance Premiums 4.9 36.2
Marketplace Tax Credits and Subsidies® ls) 33.2
Other Federal® fs) 4.3
State and Local Government 14.8 186.4
State and Local Government Contribution to
Employer-Sponsored Private Health Insurance Premiums’ 14.8 186.4
Percent Distribution
Private Health Insurance 100.0% 100.0%
Private Business 52.3 44.9
Private Business Contribution to Employer-Sponsored Private
Health Insurance Premiums" 52.3 44.9
Households 34.5 32.0
Household Contribution to Employer-Sponsored Private Health
Insurance Premiums? 19.7 23.5
Household Contribution to Direct Purchase Insurance® 7.7 5.2
Medical Portion of Property and Casualty Insurance® 7.0 3.3
Federal Government 3.3 6.6
Federal Government Contribution to Employer-Sponsored
Private Health Insurance Premiums 3.3 3.2
Marketplace Tax Credits and Subsidies® Lo 3.0
Other Federal® fs! 0.4
State and Local Government 9.9 16.6
State and Local Government Contribution to
Employer-Sponsored Private Health Insurance Premiums’ 9.9 16.6

Excludes Medicare Retiree Drug Subsidy (RDS) payments to private employer plans beginning in 20086,
small business tax credits beginning in 2010, and Early Retirement Reinsurance Program (ERRP) payments
for 2010-2011.

?Excludes government subsidy payments for COBRA coverage for 2009-2011.

*Excludes Affordable Care Act (ACA) health insurance premium tax credits and cost-sharing subsidies
beginning in 2014. Includes payments for the Basic Health Program beginning in 2015.

“Includes the portion of the premium expenditures for property and casualty insurance that are used to pay
medical claims for automobile, homeowners muilti-peril, or other liability insurance.

SAffordable Care Act (ACA) health insurance premium tax credits and cost-sharing subsidies beginning in
2014

SIncludes Medicare Retiree Drug Subsidy (RDS) payments to private business and

‘Excludes Medicare Retiree Drug Subsidy (RDS) payments to state and local government employer plans
beginning in 2006 and Early Retirement Reinsurance Program (ERRP) payments for 2010-2011. Includes
payments for the Basic Health Program beginning in 2015.

Table 20 gives the breakdown of Private Insurance benefits
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Table 20

Private Health Insurance Benefits and Net Cost; Levels, Annual Percent Change and Percent
Distribution, Selected Calendar Years 1960-2016

1960 2016
Private Health Insurance Amount in Billions
Health Consumption Expenditures $5.8 $1,123.4
Private Health Insurance Benefits
Personal Health Care 5.0 993.8
Hospital 3.2 426.7
Physician and Clinical Services 1.6 287.3
Dental Services 0.0 57.7
Other Professional Services 0.0 31.6
Other Health, Residential, and Personal Care 0.0 13.5
Home Health Care 0.0 9.6
Nursing Care Facilities and Continuing Care Retiren o] 14.8
Prescription Drugs 0.0 142.6
Other Non-durable Medical Products o] o]
Durable Medical Equipment 0.0 9.9
Net Cost of Private Health Insurance 0.9 129.6
Private Health Insurance Annual Percent Change from Previous Year
Health Consumption Expenditures 5.1%
Private Health Insurance Benefits
Personal Health Care 5.3
Hospital 6.6
Physician and Clinical Services 5.8
Dental Services 4.8
Other Professional Services 4.7
Other Health, Residential, and Personal Care 8.8
Home Health Care 2.8
Nursing Care Facilities and Continuing Care
Retirement Communities 5.9
Prescription Drugs 0.8
Other Non-durable Medical Products o]
Durable Medical Equipment 9.5
Net Cost of Private Health Insurance 3.3

2016
Percent
100%

88.5
38.0
25.6
5.1
2.8
1.2
0.9
13
12.7

0.9
11.5

SOURCE: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group.

The expense ratio of private insurance as in table 20 does not include
involvement with Medicare or Medicaid and is 129.6/1123.4 or 11.5%.
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Health Status
The health status of the US versus other OECD countries can be seen in
the following presentations.

Life expectancy continues to increase steadily in OECD countries, rising
on average by 3- 4 months each year. In 2013, life expectancy at birth
reached 80.5 years on average, an increase of over ten years since 1970.
Japan, Spain and Switzerland lead a group of eight OECD countries in
which life expectancy now exceeds 82 years. The following two charts from
OECD show life expectancy dependence on per capita GDP and on per
capita health care spending. Russia and the US are significantly below the
curve in both diagrams.

3.2. Life expectancy at birth and GDP per capita, 2013
(or latest year)
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Source: OECD Health Statistics 2015, http//dx.doi.org/10.1787 /health-data-en.
StatLink o http//dx.doi.org/10.1787/888933280727
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3.3. Life expectancy at birth and health spending
per capita, 2013 (or latest year)
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Source: OECD Health Statistics 2015, http.//dx.dei.org/10.1787 /health-data-en.
Statlink s http://dx.dot.org/10.1787/888933280727

The Lancet'®* reported global maternal mortality ratios (MMR) for 2015 .
Maternal mortality is defined as a death that occurs to a woman as a direct
result of obstetric complications or indirectly as a result of pregnancy-
induced exacerbation of pre-existing medical conditions, but not as a result
of incidental or accidental causes. As in the figure below, the rates for
western Europe, Canada and Australia are 1-15 per 100,000 livebirths, for
the US 15-30, for much of South America 30-70 and for parts of Africa

over 600.

104 | ancet Vol388 Oct 8, 2016. Global, regional, and national levels of maternal mortality, 1990i 2015: a .
systematic analysis for the Global Burden of Disease Study 2015. Funding by Bill and Melinda Gates Foundation
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3.3. Life expectancy at birth and health spending
per capita, 2013 (or latest year)
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StatLink Sa=rw http://dx.doi.org/10.1787/888933280727
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Figure 4: Maternal mortality ratio (MMR; number of  deaths per 100 000 livebirths) for countries and
territories, 2015

In the following table | have listed from the Lancet paper data for various
countries. It includes the per cent annualized change in the MMR between
1990 and 2015.
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Country MMR Annual % change in MMR
1990-2015 (ARC)
Canada 7.1 0.8
USA 26.4 1.8
Australia 5.5 -1.2
NZ 12 -02
Austria 4.2 -4.0
Belgium 7.4 -2.6
Denmark 4.2 -3.3
France 7.8 -3.1
Germany 9.0 -3.2
Switzerland 5.8 -0.8
UK 9.2 -0.7
Argentina 50 -1.1
Chile 20.5 -3.7
Russia 18.7 -4.4
Poland 4.4 -8.2
Mexico 48.2 -1.7
China 17.7 -7.5
Indonesia 177.1 -3.3
India 247.6 -2.7
South Africa 157.9 0.1

To achieve the primary objective of the Millennium Development Goal MDG
5, the ARC must have met or exceeded an average of 1 5-5% during the
entire time period from 1990 to 2015. Based on this metric, a total of ten
countries probably achieved MDG 5, including Iceland, Jordan, Maldives,
Belarus, Morocco, Romania, China, Turkey, Poland, and Estonia.

According to USA Today!° year, thousands of women suffer life-altering
injuries or die during childbirth because hospitals and medical workers skip
safety practices. Note this article quotes as one of its sources the Lancet
paper we discussed above and includes the following figure which was not
in the Lancet paper but is presumably compiled from the Lancet data by
USA Today.

105 Hospitals know how to protect mothers. They just a r e doidig it. Alison Young USAToday July
26,2018
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3.3. Life expectancy at birth and health spending
per capita, 2013 (or latest year)
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Source: OECD Health Statistics 2015, http://dx.doi.org/10.1787/health-data-en.
StatLink Sa=ra http://dx.doi.org/10.1787/888933280727
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According to the US Today article, doctors and nurses should be weighing
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bloody pads to track blood loss so they recognize the danger sooner. They
should be giving medication within an hour of spotting dangerously high
blood pressure to fend off strokes. As a result, women are left to bleed until
their organs shut down. Their high blood pressure goes untreated until they
suffer strokes. About 700 mothers die per year. The best estimates say that
half of these deaths could be prevented. Today, this is the most dangerous
place in the developed world to give birth. There is no national tracking
system for childbirth complications.

At dozens of hospitals in New York, Pennsylvania and the Carolinas 1
where USA TODAY obtained records through federally funded quality
programs 1 fewer than half of maternity patients were promptly treated for
dangerous blood pressure that put them at risk of stroke.

Countries around the world have reduced maternal deaths and injuries by
aggressively monitoring care and learning from mistakes. The result has
been two decades of steady or reduced maternal harms in the rest of the
developed world i as U.S. rates climbed. See the diagram below.

As a condition of getting Medicare payments, the Centers for Medicare and
Medicaid Services requires hospitals to disclose information such as
complication rates for hip and knee surgeries and whether heart attack
patients got prompt care. All of that information is posted online. That same
agency helps pay f or ab odntilliombthsfeach f
year via Medicaid, and it could set similar rules about childbirth
complications. So far, it has not. The Joint Commission, a private
accreditation group that sets safety standards for thousands of hospitals,
makes hospitals track caesarean section rates. But the commission has no
requirements that hospitals report how often their health care providers falil
to follow national guidelines for protecting moms against childbirth dangers.

Despite declines in recent decades, cardiovascular diseases remain the
main cause of mortality in most OECD countries, accounting for nearly one-
third (32.3%) of all deaths in 2013. Further reductions may be hampered by
a rise in risk factors such as obesity and diabetes (OECD, 2015).
Cardiovascular diseases cover a range of illnesses related to the
circulatory system, including ischemic heart disease.

Ischemic heart disease (IHD) is caused by the accumulation of fatty
deposits lining the inner wall of a coronary artery, restricting blood flow to
the heart. IHD alone was responsible for nearly 20% of all deaths in OECD
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countries in 2013. However, mortality from IHD varies considerably across
countries (Figure 3.6). Central and Eastern European countries report the
highest IHD mortality rates; Japan, France and Korea report the lowest
rates. Across OECD countries, IHD mortality rates in 2013 averaged 117
per 100,000 people compared to 128 for the US and were 84% higher for
men than women. (Note JMcD Coronary artery disease (CAD), also known
as ischemic heart disease (IHD), is a group of diseases that includes:
stable angina, unstable angina, myocardial infarction, and sudden cardiac
death. It is within the group of cardiovascular diseases of which it is the
most common type.-Wikipedia)

3.6. Ischemic heart disease mortality, 2013 and change 1990-2013 (or nearest years)
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Obesity

Is a known risk factor for numerous health problems, including
hypertension, high cholesterol, diabetes, cardiovascular diseases,
respiratory problems (asthma), musculoskeletal diseases (arthritis) and
some forms of cancer. The rise in overweight and obesity is a major public
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health concern, threatening progress in tackling cardiovascular diseases
(OECD, 2015). The rise in obesity has affected all population groups,
regardless of sex, age, race, income or education level, but to varying
degrees. Evidence from Canada, the United Kingdom, France, Italy,
Mexico, Spain, Switzerland and the United States shows that obesity tends
to be more common in lower educated groups, especially in women
(OECD, 2014). According to Dr. Raphael Sierra at the Mayo clinic, the
average age of hip replacement patients is getting younger due to the
growing obesity epidemic.'°® In chart 4.8 the US has the highest measured
obesity rate in 2013.

4.3, Increasing obesity among adults in OECD countries, 2000 and 2013 (or nearest years)

210 . 21

1. Data are based on measurements rather than salf-regorved height and weight
Sawoe DECD Health Stecshics 2018 l.;'_,r dx doorg/10 1787 bk date-on

Statink e beng/idedei org/20 1787/88353 328085 7

Informatinn n Aska e Yeral: B el dclnins 7 Osteoarthritis is
one of the ten most disabling diseases in developed countries. Worldwide
estimates show that 10% of men and 18% of women aged over 60 years
have symptomatic osteoarthritis, including moderate and severe forms
(WHO, 2014). It is more common in women, increasing after the age of 50
especially in the hand and knee. Other risk factors include obesity, physical
Inactivity, smoking, excess alcohol and injuries. The following figure shows
the OECD data in 2013 compared to 2000. The US has the highest knee
replacement surgeries out of 31 countries in 2013 at a level of 226 per

106 Mayo Clinic Site, Video on hip replacement
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100,000 population.

6.21. Trend in knee replacement surgery, selected OECD
countries, 2000 to 2013 (or nearest years)
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As the following
figure cancer mortality in the US at 240 per 100,000 people is slightly lower
than the OECD average of 275 in 2013.
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Global Hospital Administration Costs

A recent study of eight countries found that the U.S. in 2011 had the
highest hospital administrative costsd 25.3 percent of total hospital

expenditures or more than $200 billion. Next highest were the Netherlands

(19.8%) and England (15.5%), both transitioning to market-oriented

payment systems. Scotland and Canada, where single-payer systems pay
hospitals global operating budgets with separate grants for capital, had the

lowest costs, of 12 percent'®” as below. Costs were intermediate in

France and Germany (which bill per patient but pay separately for capital

projects)

Administration Costs in Some nations- Year 2010-11

usS

Canada

Ger.

Fra

UK

Englan

Nether
lands

Scotland

HC % GDP

16.4

10.2

10.7

10.7

8.5

10.5

Total Hospital
Expenditure
share of
GDP% (A)

5.63

3.25

4.0

4.09

3.87

3.49

Hospital %
Total HC (B)

34

31

47

37

Hospital
Administration
% of hospital
cost (C)

25.3

12.4

15

15.5

19.8

11.6

Administration
% total HC
(BxC)

8.6

3.8

7.0

7.3

Admin% of
GDP

1.4

0.40

0.63

0.77

0.40

Central *
Admin.% of
Hosp. Costs

(D)

15.5

7.4

8.8

9.0

0.6

10.9

Hospital
Administration

667

158

225

323

164

107 18. Himmelstein, D.U, Mun, M, Busse, R et al. A comparison of hospital administrative costs in eight
nations: U.S. costs exceed all others by far. Health Affairs, September 2014.
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Expenditure
per capita
$US

Central 0.87 1 0.24 0.24 0.42
Admins
%GDP(DxA)

*Excludes IT and administrative and clerical work on wards

Three nations England, Scotland, and Wales have a public National

Health Service (NHS) funded by taxes, but the three systems vary in their
hospital funding. Canada has a single-payer public insurance system in
each province. France has a system akin to a single-payer social insurance
model. Germany and the Netherlands have compulsory, multi-payer social
insurance systems. The United States has a largely private, multi-payer
health care system. From the comprehensive Medicare Cost Reports
submitted by US hospitals, they apportioned costs between clinical and
administrative functions, including information technology (IT). The detail in
the Medicare data allowed them to identify administrative costs at any US

hospital for example, costs for a ward secretary or a clinic receptionist.

Canada, Scotland, and Wales pay hospitals global operating budgets
(similar to the way in which a US firehouse is funded), with separate grants
for capital needs such as new buildings and expensive new equipment.
France and Germany use tightly regulated all-payer diagnosis related
group (DRG) payment systems, with separate public grants for most
capital needs. England also uses all-payer DRGs, but hospitals negotiate
contracts for some services with local agencies. The Netherlands combines
elements of DRG-like payment with market-based pricing (for example,
pricing based on bargaining between individual hospitals and individual
insurers). In both England and the Netherlands, hospitals increasingly
depend on operating surpluses or profits to meet their capital needs. -Data
for Canada, the Netherlands, England, Scotland, and Wales were
sufficiently detailed to allow full replication of this analysis. In the German
and French data, they constructed an alternative measure called central
administration costs. This excluded IT or clerical work on wards and clinics.

Billing is more complex in nations where each hospital must bargain over
payment rates with multiple payers, whose documentation requirements
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and billing procedures often vary, as is the case in the US and the
Netherlands. Administration is costliest in nations where surpluses from
day-to-day operations are the main source of hospital capital funds as in
the US and, increasingly, the Netherlands and England. The need to
accumulate capital funds for modernization and expansion stimulates
administrators to pursue profit opportunities. This rewards hospitals that cut
unnecessary operating costs and thereby improves efficiency. It can also

reward hospitals for exaggerating the severity of patients illnesses and
cherry-picking profitable patients, physicians and services.

US for-profit hospitals whose explicit goal is profitability and whose

administrative costs are high compared to other US hospitals, spend less
on clinical personnel such as nurses but provide costlier care. Similarly, in
Germany for-profit hospitals don t appear to be more efficient than other

hospitals. Total hospital costs were highest in the nations that had the
highest hospital administrative costs. Moreover, Americans enjoy the
widest choice of insurers, but patients in several nations with low
administrative costs are free to choose to receive care at any hospital.

Administrative costs are low in Scotland, where hospitals don t bill for
individual patients and capital projects are funded by direct government
grants which leaves administrators little leeway for financial

entrepreneurship. Administration share of costs is higher (and rising) in
England, where per patient billing has largely replaced global hospital
budgets and recent market-based reforms encourage entrepreneurialism.

Nor do higher administrative costs appear to be associated with better care
within the United States. An analysis of fifteen studies found that death

rates at for-profit hospitals (adjusted for severity of iliness, patients

socioeconomic status, and hospitals teaching status) were 2 percent
higher than those at nonprofit hospitals!®®. For-profit hospitals score lower

108 Dpevereaux PJ, Choi PT, Lacchetti C, Weaver B, Sch¢nemann HJ, Haines T, et al. A systematic review and
meta-analysis of studies comparing mortality rates of private for-profit and private not-for-profit hospitals.
CMAJ. 2002;166(11):13991 406.
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Medicare quality measures!®. Overall, there is no evidence that the high
administrative costs in the United States translate into superior care!'°,

Conclusions In the US, administration consumes an increasing share of
hospital budgets far higher than in nations with simpler and less market-

oriented payment schemes. In 2011 reducing US spending to Canada s or
Scotland s level on a per capita basis would have saved $158 billion or

$156 billion, respectively equivalent to 1 percent of the US GDP.

1 Pay-for-performance schemes add new documentation and
incentives for mining of patients records to ferret out exceptions (for

example, finding the phrase patient refused test in free-text entries).

1 DRGs (diagnosis related groups) give hospitals incentives to find and
document clinically insignificant comorbidities among inpatients, and
transition to accountable care organizations

1 (ACOs) adds incentives to extend up-coding to outpatients. The ACO
strategy also stimulates hospitals to develop bureaucratic structures
to carry out tasks that resemble components of managed care, such
as referral management, underwriting, and utilization review

1 Market-based allocation of new capital investments for hospital
modernization and expansion. Canada, Scotland, pay hospitals
global operating budgets (similar to the way in which a US firehouse
Is funded), with separate grants for capital needs such as new
buildings and expensive new equipment.

1 Reforming the US health care system so that it operated on a single-
payer basis could result in large savings on administration.

109 Jha AK, Orav EJ, Epstein AM. Lowquality, high-cost hospitals, mainly in the South, care for sharply higher
shares of elderly black, Hispanic, and Medicaid patients. Health Aff (Millwood). 2011;30(10):19047 11.

110 National Research Council. U.S. health in international perspective: shorter lives, poorer health.
Washington (DC): National Academies Press; 2013
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The Waiting Time for Treatment
The following data on access to health care was presented to Congress by
Tsung Mei-Cheng in 2014111

TABLE 2 COMPARATIVE DATA ON ACCESS FOR SELECTED OECD COUNTRIES, 2010 AND 2013

CANADA | GERAMANY UK UNITED STATES
Insured |
all year Uninsured

PERCENT OF ADULT WHO RESPONDED:
Saw a doctor or nurse last
time they needed care
- same or next day £41% 76% 52% 53% 36%
- walted 6 or more days IB3% 15% 16% 21% 40%

Waited to see a specialist

- loss than 4 woeks 39% 72% BO% 7% 70%
« 2 months or more 29% 10% 7% 5% 10%

Wait time for needed

elective surgery in past 2

years, 2010 survey

- less than 1 month I5% T8% 59% 68%
- 4 months or more 25% 0% 21% 7%

In_the past year:

Did not see doctor when

sick or did not get

recommended

care because of cost 8% 10% 4% 21% 58%

Did not fill RX or skipped

doses because of cost 8% 9% 2% 15% 36%

Had other cost-related

access problems 13% 15% 4% 27% 63%

Had serious problems

paying or was unable lo

pay medical bills 7% 7% 1% 15% 42%

SOURCE: Cathy Schoen, Robin Osborne, David Squires and Michelle M. Doty, "Access,
Affordabiliy, and Insurance Complexity are often worse in the United States Compared
to 10 other Countries, Mealth Affairs 32(12):2205-15,

111y.s. senate Committee on Health, Labor, Education & Pensions Subcommittee on Primary Health and Aging
Hearingon Access and Cost: What the US Health Care System Can
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As is shown in the top three rows of Table 2, individuals in the single-payer
Canadian health insurance systems did experience longer wait times to see
a specialist than did Americans, although only slightly longer wait times to
see a primary-care physician or nurse. While 25% of Canadian
respondents waited 4 months or more for elective surgery, only 7% of
American respondents reported waiting that long. Access to health care in
Germany 1 a multiple payer social insurance system that is close to a
single- payer system 1 appears to be superior to the U.S.

On the other hand, as the last four rows of Table 2 show, many more
Americans than Canadians or citizens in Germany and the UK are priced
out of health care through rationing by price and ability to pay. 58% of
uninsured Americans reported not to have seen a physician when sick or
did not get recommended care because of cost. Even insured Americans
have access problems because of cost, most probably because their
Insurance coverage is shallow, has high deductibles or upper limits on
coverage. Thus, 21% of insured Americans reported not to have seen a
doctor when sick or gotten recommended care because of cost. By
comparison, only 8% of Canadian respondents, 10% of German and 4% of
British respondents reported such problems.

The waiting time for treatment is a controversial issue. According to
Musgrove''? fAn Ontario, the majority of those requiring hip or knee

replacement, wait more than nine months for surgery. However according

to Geyman, that issue is blown out of proportion, with inaccurate reports

from the right-wing Frazier Institute. Lower-income Americans even those
newly insured on Medicaid through the ACA, may have difficulty in finding
any physician to see them and may wait for months to see specialists. Over
the last ten years, Canada has made progress in cutting wait times in
cancer, heart, diagnostic imaging, joint replacement, and sight

restoration. In the UK the NHS improved the wait for specialist
appointments since 2000.

Long waiting times for health services is an important policy issue in many
OECD countries (Siciliani et al., 2013). Long waiting times for elective

112 Philip Musgrove, PhD. Editor-in-Chief of the WHO 2000 Report, in The Lancet, 2003
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surgery, such as cataract surgery, hip and knee replacement, generates
dissatisfaction for patients because the expected benefits of treatments are
postponed. While long waiting times is considered an important policy issue
In many countries, this is not the case in others (e.g., Belgium, France,
Germany, Japan, Korea, Luxembourg, Switzerland, United States). Chart
7.13 from the OECD shows waiting times in OECD countries.

Viberg et al*'® compared waiting times for hip replacement and cataract
surgery in 15 OECD countries that had some form of measurement. They
s t a tTeenmty-fiiree OECD countries were included. Fifteen of the 23
countries have waiting time guarantees. Their table indicated no national
waiting time guarantees for the US. Greece, France, Germany, Belgium
and Luxembourg did not monitor national waiting times. Grouped by when
different countries begin monitoring the waiting period, the waiting time for
elective surgery varied from 42 to 178 days in Canada depending on the
Province, 31-60 in Sweden, 75 in Norway, 25 in Scotland, 35 in England,
34 in Australia, 61 in Spain and 50 days in the Netherlands after the
Decision to Treat.

They 1 ndi cat ePdesenthrationakstatesticdf@: timeliness of
primary, emergency, and hospital care: getting care for illness or injury as
soon as wanted. In addition, two supporting measures are presented:
emergency department waiting times, and timeliness of cardiac reperfusion
for heart alt't Eherkis no dataitoecontparedto the Viberg
report on hip replacement or cataract surgery.

According to Tsung Mei Cheng, Critics of the British and Canadian health
systems, for example, commonly takeOrationing by queues 1 especially for
imaging services and certain high-tech procedures -- as their main focus,
although Barbara Starfield, an American pediatrician and highly
distinguished figure in health policy analysis had noted in an article in 2010
that on average waiting times for high-tech diagnostic services using
magnetic resonance imaging (MRI) are relatively short in Canada!®®. In

113 N. Viberg etal. / HealthPolicy 12(2013) 53i 61 Internationalkcomparison®f waiting timesin healthcarei
Limitationsandprospects

114153] US Department of Health & Human Services. National heeidtte quality report; 2010.
http://www.ahrg.gov/qual/nhqrl10/ nhqrl0.pdf

5Barbar a Starfield, AReinventing Primary C&eakh:Affairse20&)o n s
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Tai wa n 0 ayer systegnl, patients enjoy easy access to care. 85% of
patients can reach a hospital or clinic in less than 30 minutes, and for 83%
of patients wait time is less than 30 minutes before being seen by a
doctor.1®

7.13. Knes replacement, waiting times from specilist assessment to treatment, 2007 to 2014 for 2013)
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Detailed analysis of high cost factors in the US
The following table compares prices for items between the US and other

countries.

TABLE 5 Cross-National Comparison of Prices Paid by Private Health Plans for Selected Procedures or Products 2011

UNITED STATES

SWITZER- 95th

CANADA FRANCE GERMANY '/80° Low Average e
CT Scan: Head $122 s$141 s272 $31% $95 $510 §1,545
As % of U.S. average 24% 28% 53% 63% 19% 100% 303%

|
MRI Scan N.A sa281 $509 $903 $503 $1,080 $2,758
As % of U.S. average NA 26% 56% 84% ar% 100% 255%
Normal Delivery (a) $3,195 $2,536 $2,157 $8,495 | $§6,993 $9,280 $15,239
As % of U.S. average 34% 271% 23% 92% 75% 100% 164%
Appendectomy (a) $5,606 $3,164 $3,083 $5.840 | §7.756 $13,003 $27,797
As % of U.S. average 43% 24% 24% 45% 60% 100% 214%
g‘,’"’“"Y Bypass SUrgery  g40084 $16,140 S16578  $25.486 | $42,951 $67,563  $138,050
As % of U.S. average 61% 24% 25% 38% 84% 100% 204%

|
Angioplasty (a) $10,060 $5,857 $6,189 $12,212 | $15,627 $26.254 $57,374
As % of U.S. average 38% 22% 24% ar% 80% 100% 219%

|
Hip replacement(a) §$16,945 11,353 11,418 17,521 23,535 $38,017 80,374
As % of U.S, average 45% 30% 30% 46% 2% 100% 211%

|
Nexium $36 $23 $56 $69 $176 $183 $357
As % of U.S, average 19% 12% 29% 6% 1% 100% 185%,

|
Plavix §74 $49 S109 $61 $160 $163 $172
As % of U.S, average a5% 30% 67% Irs% s8% 100% 106%
Lipitor sa4 $37 $74 $81 $95 $119 $138
As % of U.S. average ars 31% 62% sa% 80% 100% 116%

(a) Physcian and Hosptal fees combined
SOURCE: Intamatonal Feceraton of Haalth Pans, 2011 Price Compansons - Medical and Hospial fees by Country
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A hip replacement in 2011 cost $38K versus $17K in Canada. Hospital
administration costs discussed earlier is one factor which will account for
the difference. Lipitor costs $119 versus $44 in Canada.

Legal Liability litigation and defensive medicine
According to David Reis'!’, healthcare costs are out of control and the .

underlying cause is medical liability from medical malpractice to product

liability to class action suits. We have 3-4 times the amount of malpractice
suits and much larger awards than any other advanced country in the
world. Class action suits against drugs, medical procedures and other
medical products are unethical or illegal in other developed countries.

Physician owners of CT imaging equipment order two to eight times as
many imaging procedures as those who do not own such equipment; this

amounts to $40 billions of unnecessary imaging each year.''® The

Medicare Prescription Drug, Improvement and Modernization Act of 2003
(MMA® turned the prescription drug benefit over to the private sector and
prohibited the government from negotiating drug prices. The
pharmaceutical industry launched an ad campaign through a front group,

deceptively named Americans for Stable Quality Care, and raised drug
prices by 9 percent over the previous year.

According to Reis, the insurance awards alone are estimated to be 10
billion dollars based on a 2010 Harvard public health study. Healthcare
product and drug liability may be the costliest and is difficult to quantify.
This cost was not considered in the Harvard study. Promotions of
prescription medicines on TV is followed by ads from lawyers to initiate
litigation over products and drugs used in healthcare for their adverse side
effects. Only 2 developed countries in the world allow advertising of
prescription medicine, the United States and New Zealand.

This minimalizing of liability s impact on costs does not include all the
product liability for virtually everything used in medical care, the cost for the

117 Reis D.O. F.A.C.E.P., David (2016-01-08). RESCUE OUR HEALTHCARE (Kindle Locations 4-6).
David Reis D.O., F.A.C.E.P. Kindle Edition.

118 Bach, PB. Paying doctors to ignore patients. New York Times, July 24, 2008.

119 Geyman MD, John. How Obamacare Is Unsustainable: Why We Need a Single-Payer Solution For All
Americans (Kindle Locations 997-998). Copernicus Healthcare. Kindle Edition.
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burdensome documentation processes invented to help us defend
ourselves in a lawsuit, the complex billing department operations for
insurance contracts designed to hide cost increases, salaries of the
growing numbers of hospital attorneys and administrators required to
ensure compliance with federal rules and to institute programs of quality
assurance to avoid penalties and reduce litigation, the time and energy
extracted from the healthcare workers involved in this litigation. Defensive
medicine is unnecessary tests and procedures done by physicians that are
easily justified given the threatening nature of litigation for failing to
diagnose and properly treat or refer patients. This was estimated to be

$45.6 billion (1.4% of health care costs) by the 2010 Harvard study above.

According to the Medical Practice Insider?® quoting the advocacy group

Public Citizen (PC)!?! Payments made on behalf of doctors ($3.1 billion)
(in 2012) was the lowest on record if adjusted for inflation. Medical

malpractice payments share of the nation s healthcare bill was the lowest

on record, falling to about one-tenth of 1 percent (0.11 percent) of national
healthcare costs (a third of the Harvard study estimate). This is
approximately 0.02 of GDP. Medical liability insurance premiums, a broad
measure that takes into account defense litigation costs and other factors
as well as actual payments, fell to 0.36% of healthcare costs, the lowest

level in the past decade. So, the total of medical malpractice and
insurance is 0.47% of health costs or 0.09% GDP.

The PC report states, The divergence between health care costs and
medical malpractice litigation affirms what critics of imposing malpractice
litigation restrictions have said all along: That litigation is not to blame for
rising costs or inadequate access to care. Since 2003, health care costs
are up 58.3 percent. Litigation costs are down 28.8 percent. (Both figures in
actual dollars. The national health care bill for 2012 was $2.8 trillion and
$1.78 trillion in 2003. If health care costs paralleled litigation costs, the
national health care bill would have been $1.3 trillion in 2012, a $1.5 trillion
savings.o Since 2003, pay for practitioners of six medical specialties have
risen from 24.3 percent (ob-gyn) to 82 percent (radiology), according to an

120 Report says litigation not to blame for high healthcare costs. MedicalPracticelnsider August 08, 2013 |
121 public Citizen report. (http://www.citizen.org/documents/medical-malpracticepayments-
do-not-increase-health-care-costs-report-2013.pdf)
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annual compensation survey in Modern Healthcare. In all but one specialty,
the rate of increase in pay exceeded the consumer price index inflation rate
for the time period studied. Likewise, Modern Healthcare reports that
compensation for health care system CEOs rose at twice the rate of
inflation from 2003 to 2012 to over $1.1 million annually. This suggest that
financial incentives, not litigation or the fear of it, provide a far more
plausible explanation for soaring costs.

A weakness in the PC report is that it does not refer to defensive medicine
which is practiced specifically to reduce the probability of litigation, even
although the report says, i R e John Boehner (R-Ohio), claimed in 2010
that i me d malpmaktice and the defensive medicine that doctors practiceo
wasthei bi gopsgtdt i wnallkobme di ci ne. 0O

Part of what is called defensive medicine may be profit-making rationalized
by the beliefthatil am pr ot ect i md pmyasdlifc ef rsaumteae 0
According to Weiss'??, defensive medicine takes_up to 9% of the total
national health care spending.!?3. Others place the figure much higher, at
20% to 25%.1%4. However, defensive medicine has been so co-mingled
with and incorporated into standard medical practice, that now it is
impossible to determine where one ends and the other begins. If the 9%
figure is correct, it comes to $ 198 billion wasted yearly (9% of $ 2.2 trillion).
If the 25% figure is correct, $ 550 billion is squandered annually in
defensive medicine decisions. The former figure translates to $ 660 per
man, woman and child annually. The latter figure translates to $ 1,833
annually. These figures are speculative. For this report we will use the
Weiss information (from 2008-9) and assume a cost of defensive medicine
at 9 per cent of health care costs or $198billion in 2009. We will use the
Public Citizen report estimate of 0.11 percent of health care for litigation
costs and for medical liability insurance we use 0.36 percent of HC costs.

122 Weiss, Martin. RADICAL PRESCRIPTION: A REMEDY FOR THE HIGH COST OF HEALTHCARE IN AMERICA
(Kindle Locations 422-439). .2010 Kindle Edition

123 Testimony of Mark McClellan MD, PhD., Administrator, Centers for Medicare & Medicaid Services, before the
Joint Economic Committee hearing on malpractice Liability Reform, April 28, 2005. Accessed February 7, 2008 at
http:// jec.senate.gov/ Documents/ Hearings/ mcclellantestimony28 april2005. pdf

124 Goldfarb S. fi T HERisive Prescription for Health Care We Can A f f owadl Stréet Journal. Feb 4,
2008:
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According to Weiss, A report from McKinsey & Company, the

management consulting firm, states that the U.S. malpractice systemfi i s
only a small contributor to the higher cost of health care in the United
States!?>. dhat report, however, fails to take into accountidef ensi ve
me d i c A typical éxample of this practice is the unnecessary MRI. More
than one-third of 1,600 physicians (36%) admitted that they would order an
MRI (originally called NMRI) that not was not warranted if a patient with low
back pain requested it'?%. According to the New York Times: i T hoccsirs
because doctors are being rated on customer satisfaction as a surrogate

for quality of care, and because of fear of malpractice suits. Adoctorc a n 6 t
be certain that a given patient with back pain who insists on a magnetic
resonance imaging d o e shave tancer causing his pain, even if the odds

are one in a million. When that turns out to be true after a doctor refuses to
order the test, expert witnesses will explain to a jury that the test ought to

have been done, and how that would have led to a better outcome. Without
malpractice liability reform, doctors will not take that chance!?’. More than

62 million CAT scans are performed annually in the U.S. About one-third

are estimated to be done primarily for medico-legal reasons!?8.0

According to LaPook'?® in 2009, CT scans are big money makers, costing
anywhere from $300 to $1,000. MRIs run as high as $1300. The annual
price tag for imaging is $100 billon. And experts estimate 35 percent of
these tests aren't even necessary. That's potentially $35 billion wasted
every year. Since the GDP rose from 14.4 trillion in 2009 to 17.4 trillion in
2014 we estimate that the wastage on excess imaging in 2014 would be
$42billion. This is conservative, it does not allow for the fast growth trend in
the number of images.

Forman says faster machines are helping to drive demand. "Fifteen years
ago, the CT scanner would scan at a rate that could maybe get 3 or 4
patients through in a given hour. Now if you have able-bodied people

125 Angrisano C, Farrell D, Kocher B, Laboissiere M, Parker S. i A ¢ ¢ o ufer thé Gogt of Health Care in

the United St a t McKinsey Global Institute. January 2007, page 48.

126 Campbell E. Regan S, Gruen R, Ferris Tetal. A Pr o f e s sinh Medieire:iResmits of a National

Survey of P h y s i cAnaals ef Internal Medicine. 2007; 147: 795-802. at http:// www.annals.org/ cgi/
content/ abstract/ 147/ 11/ 795.

27 Sullivan JD. it E n s uStandargs for Do ¢ t d\ews York Times. Dec 29, 2007: A 30.

128 Brenner D, HallE. i Co mp u t Bomogmghg i An Increasing Source of Radiation E x p o s ilNewe . 0
England Journal of Medicine. 2007: 357; 2277-2284.

129 3ONATHAN LAPOOK CBS September 24, 2009, Too Many Unnecessary MRIs and CT Scans?
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moving the patient on and off the table, you could probably do a dozen or
more patients in an hour." From 2000 to 2007 the annual number of CT
scans almost doubled to 69 million.

According to Linda Massa'®® because of liability issues, hospitals are
reluctant to reprimand incompetent doctors, since if they admit to shoddy
practices, they open themselves up to lawsuits. For some types of injuries,
she states, patients of the worst doctors were three times more likely to die
than those operated on by the best performing surgeons, according to an
analysis by Consumers Checkbook, a nonprofit consumers watchdog
group. Mortality among patients undergoing heart valve and bypass
surgery, for example, was about 3 percent in the hands of top notch
surgeons, compared with 11 per cent for the poorly rated doctors.

Phys i s Y%almed

In 2009%3! physician salaries for various countries were as follows.

10 Linda Massa, Take Charge of your Health Care,AARP magazine Sept, 2017
131 Practice Link 2009 Physician Compensation Worldwide
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Rarked highest & lowest
by country’s compensabion

of speciabsts

Netherlands
Australia
United States
Belgum
Canada
United Kingdom
France
ireland
Switzerland
Denmark
New Zealand
Germany
Norway
Sweden
Finland
Greece
Portugal
Czech Republic
Hungary
Mexco
Poland
Average

Average excluding US

Average
Compensation

$253,000
$247,000
$230,000
$188,000
$161,000
$150.000
$149000
$143.000
$130,000
$91,000
$89,000
$77,000
$77,000
$76,000
$74,000
$67,000
$64.000
$35,000
$27,000
$25,000
$20,000
$113,000
$107,000
$83,000

Ratio 10 per
Cagita GDP

6.0
16
5.7
6.0
5.1
49
50
40
38
29
36
2.7
1.9
25
25
31
35
1.7
1.7
24
1.6
a7
36
33

Average
Compensation

$117.000
$91.000
$161,000
$61,000
$107,000
$118000
$92.000
$116,000
$109.000

Ratio to per
Capsta GOP

36
28
41
20
34
39
31
34
34

35
1.7
16
2.1

29
28
30

U.S. Health Care Spending: Comparison with Other Organization for Economic Co-operation and
Development (OECD) Countries, the Congressional Research Service (CRS), September 17, 2007.
Notes: Amounts are adjusted using U.S. dollar purchasing-power parities. Amounts from previous years
are trended up to 2004 dollars using the annualized Bureau of Labor Statistics Employment Cost Index
for wages and salaries of health services workers in private industry.

General practice physicians in the US rank at the top in this comparison,

with specialists not far behind.

The

rat

0]

odries{dperd oct or s 6

capita GDP is 1.6 times the OECD ratio for specialists and 1.5 for GPs.
The distribution of general practitioners to specialists in the OECD is given
in the following chart for 2015. Only Hungary and Greece have a smaller
fraction of general practitioners than the US which had 12 per cent
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generalists compared to an average of 30 percent in the OECD. Specialists
made up 88 per cent of the doctors in the US compared to 63 per cent
average in the OECD. Thus, the average ratio of doctor costs to per capita
GDP inthe USis (5.7 x 0.88 + 4.1 x 0.12) or 5.5 versus 3.4 in other OECD
countries.

8.7. Generalists and specialists as a share of all doctors, 2015 (or nearest year)
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1. Generalists indude general practitioners/family doctors and other generalist (non-spedialist) medical practtioners:
2. Specizists inchade paediztricians, hstetricans'gynazcologists, psyehiztnsts, medieal surgical and other specialists.
3. Inkreland and Portuga! most generalists are rot GPs {family doctors”), but rather nen-specizist doctors working in hospitals or other settings.
Seuree: 0BCD Haalth Statistics 2017,
Statlink S htty://dy.doi ovg/10.1787/B58 33604647

In
Ireland and Portugal, most generalists are not general practitioners but
rather non-specialist doctors working in hospitals or other settings. In the
United States, general internal medicine doctors (internal organs of adults,
with residency) are categorized as specialists although their practice is
often very similar to that of general practitioners (less training, more
pediatrics, gynecology) resulting in some underestimation of the capacity to
provide generalist care.
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Martin Weiss has estimated some costs of health care!®?, firhe percentage
of the health-care dollar spentonp hy s i cdrvices sndhe U.S.
(according to some sources) is put at 22.9 %.133,13¢ Many believe that lofty
physician incomes are responsible for the high cost of medical care.
According to Weiss, this presumption is incorrect. There are 800,000
physicians in the U.S. In 2003, the average physician income was $
203,000, or a total of $ 164.4 billion annually. The total health spending for
that year was $ 1.7 trillion. This figure represents not the above cited
22.9%, but just 9.67% of total health-care expenditures ($164 billion out of
$ 1.7 trillion in 2003). At the time of writing in 2008 Weiss indicated the
average annual income of American physicians was $ 274,000 for
specialists and $ 173,000 for generalists (internists and family physicians).o

For this report we will calculate the cost due to physician salaries as
follows. As we showed in the section Resources, there were 2.6 doctors
per 1,000 inhabitants in the US in 2017 compared to a OECD median of
3.1. Thus, the salaries of doctors in the US per 1,000 inhabitants is 2.6 x
5.5 (average ratio of salary to per capita GDP (see previous page) or 14.3 X
per capita GDP or 1.43% (14.3/1,000) of the GDP. Since the health care
cost in 2017 was 18 per cent of the GDP, the fraction of cost due to

d o c t salar@ssis 1.43/18 or 7.9 per cent, lower than We i s estinsite of
10 per cent. For the OECD , the salaries of doctors per 1,000 inhabitants is
3.1 doctors x 3.4 (ratio of salary to per capita GDP (see previous page) or
10.5 x per capita GDP or 1.05 % of the GDP. Since the OECD health care
cost for 2017 was 9.1 % GDP, the fraction of health care costs due to
doctor salaries is 1.05/9.1 or 11.5 per cent. So, the Extra cost of health
care due to doctor salaries in the US versus the OECD is 1.43% GDP i
1.05% GDP or 0.38% GDP. Now the total excess of health care costs of
US versus the OECD is 8.9% (18.0-9.1) so the fraction of excess due to
doctor salaries is 4.3% (0.38.8.9).

What difference would it make if the ratio of specialists in the US were the
same as in the OECD at 63 per cent? The ratio of average doctor salary to
per capita GDP would be (5.7 x 0.63 + 4.1 x 0.37) or 5.1. The salaries of
doctors in the US per 1,000 inhabitants | would then be 2.6 x 5.1 (or 13.3 x
per capita GDP or 1.33% of the GDP. Since the health care cost in 2017

132 \veiss, Martin (2010-08-29). RADICAL PRESCRIPTION: A REMEDY FOR THE HIGH COST OF
HEALTHCARE IN AMERICA (Kindle Locations 304-311). . Kindle Edition.

133 Me di c anfuededliability is $ 74 trillion, according to Medicare trustees. Goodman JC.i Mar ket s
and Me d i c aMaleStreet Journal. Feb 23-24, 2008: A9

B34 LeonhardtD. i | g n ®RealityhHpsa P r i dNew. York Times. Oct 8, 2008: B1.
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was 18 per cent of the GDP, the fraction of costduetod o c t salariés
would be 1.33/18 or 7.4 per cent, instead of the actual 7.9 per cent. So,
the Extra cost of health care due to doctor salaries in the US versus the
OECD with the same number of specialists in the US as in the OECD
would be 1.33% GDP 1 1.05% GDP or 0.28% of the GDP a reduction of
0.1 per cent. The total US health care cost would be 17.9% of GDP, the
excess over the OECD would be 17.9% - 9.1% or 8.8% GDP. The fraction
of the excess due to doctor salaries would then be 0.28/8.8 or 3.2 per cent
rather than the actual 4.3%.

A justification for the high income of physicians is the length of education,
four years of college, four years of medical school, and three to eight years
of hospital training (residency and fellowship). Weiss recommends that
students should be offered the opportunity to enter medical school directly
out of high school, as is the standard practice in Europe. Trained
technicians could perform specialized, expensive procedures, such as
colonoscopies currently done by gastroenterologists.

Variation in Prices
In 2015 Philip Ross reported that hospitals were charging ten times
Medicare rates for common procedures.*® The study underscored that the
private healthcare market, unlike other free markets, has few of the checks
and balances that would allow patients to make informed decisions about
treatment. Some of the biggest hospital cost increases were in the form of
back and neck procedures, which saw a 22 percent increase in the average
price hospitals charged from 2011 to 2013, compared with the average
Medicare payment increase of 6.8 percent. In 2013, the average cost of a
neck or back procedure in the U.S. was $36,215, according to the New
York Times. The average Medicare payment for the same procedure that
year was just $5,818. A They cannot get any more mon
Medicaid or the private insurers that have negotiated rates with them, so
the only way to increase profits is to raise the rates that the uninsured, out-
of-network patients, auto insurers and workersécompensation insurers
pay, 0 s ai dprofessorefhealthpolicy and management at Johns
Hopkins Bloomberg School of Public Health.

AThere I s no such thing as a |l egitimat e
says George Halvorson, former chair man

135 Health care costs in the US on the rise. International Business Times June 2015.
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are made up dependi ng henrMedicar®is gayingthe ay e r

bills, prices tend to be lower. That agency is by far the largest single source
of revenue for most health care providers, which gives it more leverage to
set prices. Private insurance companies and providers, on the other hand,
bargain head-to-head over prices, often savagely. The CEO of United
Health Group, McGuire in 2002 held unexercised stock options in that HMO
worth $ 530 million.

Administration

Although spending3® on administration occupies a relatively small share of
overall health spending across OECD countries (around 3% of current
expenditure on health on average), how much a country allocates remains
an area for potential efficiency savings. There is large cross-national
variation in the figures reported (Figure 1), due to health system
differences.

13¢ GUIDELINES TO IMPROVE ESTIMATES OF EXPENDITURE ON HEALTH ADMINISTRATION AND
HEALTH INSURANCE December 2013 Version www.oecd.org/health Contact SHA.Contact@oecd.org

149



Figure 1 Expenditure on HC.7: Administration in OECD countries, 2011 or the latest year
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Sowroe: OECD Health Dasta 2013 The
blue bands represent private Health Administration and health insurance
which is clearly large in the US at 4.3 % of total expenditure compared to
7.4 % of total health expenditure for all administration, exceeded only by
the Netherlands as a fraction of total expenses. The pink and red represent
government administration of social security and non- social security.
Brown is for general government administration of health.%’.

A single-payer NHS-type health system, such as in Spain or Denmark,
might be expected to have less public spending on administration than
multi-payer social health insurance systems, such as in France or
Germany. The majority of countries choose private insurance associations
as their primary data source in reporting the expenditure on private health
administration and health insurance.

Canada obtains specific data from the Canada Life and Health Insurance
Association (CLHIA) which distributes surveys to individual private health

137 A System of Health Accounts, OECD 2000
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insurance companies to collect information on administrative expenditure.
Belgium uses aggregate information on administration costs of health
insurance policies recorded by the professional organization of insurers.
The US has developed a sophisticated method to calculate private health
insurance expenditure. To identify total premiums and total claims they use
I among other sources i data from AM Best, a rating agency analyzing
insurance accounts and data from Blue Cross and Blue Shields - an
association of private insurers providing special private health care plans.

Emergency Room (ER) groups have struggled for years to have accurate
and legible and now electronically searchable records for patient care. The
latest federal requirements include searchable records, but the technology
Is deficient in that voice recognition software will have to be deployed.
Insurance has evolved into PPOs, HMOs and EPOs which has reduced
access to doctors and facilities and created'*® a nightmare of complexity of
billing for all healthcare facilities. This includes billing and ancillary staff to
analyze and negotiate the complex healthcare insurance strategies and
contracts. McKinsey® reported administrative costs at 11% to14% for
private insurance companies, compared with just 3% for Medicare. In
contrast, the Canadian health plan returns 99% of its premiums directly into
patient health care??. There is, of course, no profit factor with government
programs?4t,

1.4 per cent of GDP in the US in 2015 was consumed by governance and
administration of the overall health system compared to 0.3 per cent for the
other OECD countries. This represents an extra $200 billion/yr. in 2016.
(based on GDP of $18.6 trillion). As we discussed in the section Excess
cost of HC in the US, the OECD administration numbers include only the
overall health system rather than at the health provider level. We need
to therefore also consider provider administration.

138 The percentage has dramatically increased over the past quarter-century.

Weiss, Martin. RADICAL PRESCRIPTION: A REMEDY FOR THE HIGH COST OF HEALTHCARE IN AMERICA
(Kindle Location 1217). . Kindle Edition.

139 McKinsey Global Institute January 2007. Accessed May 2, 2008 at http:// www.mckinsey.com/ mgi/ rp/
healthcare/ accounting_cost_ healthcare.asp

140 Woolhandler S, Himmelstein D. i T high costs of for-profit ¢ a r @anatulian Medical Association
Journal. 2004; 170: 12. Accessed on December 18, 2008 at http:// www.cmaj.ca/ cgi/ content/ full/ 170/
12/ 1814

141 Medical Progress Report. The Manhattan Institute. No 5 October 2007 pp 7-8. Accessed January 27,
2008 at http:// www.manhattan-institute.org/ cgi-bin/ apMI/ print.cgi .
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I n their paper #dAU. S. Physician Practice
Money Interacting with Health Plans and Payers Than Do Their Canadian
Co unt e r Noaa andNicbolson, et al**2. report the following results:

Mean Dollar Value of Hours Spent per Physician

per Year on Administrative Costs

Canada costs with
U.S. salaries and

Personnel United States U.S, specialty mix
Physicans $17.775 $9616
Nurses $23478 §2.302
Clerical stalt $37.010 $9.603
Senior administrators $4712 $684
Overall Total SB2 975 $§22.205

D Motra 8 Neholson W Leveaon ot ol "U S Prysican Practices Spend Nearly Four Temes 2
Much Monay Interacing wiih Hedalth Pans andg Payers Than Do Ther Canadan Counterparts
Maadh AVavs. Avg 2011

The Kaiser foundation reports the number of physicians in the US in 2017
as 951,000. Based on an administration cost of $83K per physician in 2011
and allowing for 3% annual inflation, this represents $89 billion in 2016 or
0.5 per cent of GDP for 2016 as the administration costs for physicians,

From the section on Administration cost for hospitals we already have an
administration cost of 1.4% of GDP in the US compared to 0.4 per cent in
Canada and Scotland.

Administration Costs in Some nations- Year 2010-11

| |US | Canada | England | Netherlands | Scotland |

142DanteMorra,SeanNicholson,WendyLevinsonetaI.ﬁﬁ.S. Physician Practices Spend Ne:
Much Money I nteracting with Health Plans and Payers Than Do
August 2011:1443-1450.
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Total Hospital 5.63 |3.25 4.09 3.87 3.49
Expenditure share
of GDP%

Hospital 25.3 |12.4 15.5 19.8 11.6
Administration %
of hospital cost

Admin% of GDP 1.4 0.40 0.63 0.77 0.40

Central Admin.% 155 |74 10.9
of Hosp. Costs a)

a. Excludes IT and administrative and clerical work on wards

The total cost of administration then in the US we estimate as;

1. 1.4% of GDP from the OECD data for general governance and
administration compare to 0.4% for the OECD average.

2. 1.4 of GDP for hospital costs versus 0.4% in Canada. It is not clear
whether the OECD numbers for administration include hospitals, so in
order notto i d o udbil peOwill assume that it does.

3. 0.5% of GDP for physician patient administration including billing. The
US is the only country in the OECD without universal medical care so
the billing costs are greater. We will use the same ratio to other
OECD countries as items a and b and assume 0.2% GDP for OECD
countries.

The following table from the OECD!*® summarizes the main
recommendations that should help countries move towards a
comprehensive accounting of expenditure for health system administration
and financing under SHA 2011 (System of Health Accounts):

143 GUIDELINES TO IMPROVE ESTIMATES OF EXPENDITURE ON HEALTH ADMINISTRATION AND
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TOPIC RECOMMENDATION

Coverage Expenditure for governance and health administration (HC.7.1) and health administration
financing (HC.7.2) exists in all countries and should be identified for all financing schemes.

Reporting Generally, expenditure for administration should only be reported for health administration
agencies (HP.6). The exception is where other health providers perform a regulatory or health
system administration role or are involved in administration financing.

Boundaries of
health
administration

Health administration activities should be estimated for all government units and social
security funds involved in governance, health system administration and financing even if
health provision is not their main activity.

Estimations can be based on the share of health spending to total spending, staff involved in
health administration compared to total staff or expert estimation.

By the same token, non-health activities by health administration agencies should be excluded
wherever possible.

Valuation of
health
administration

For government units and social security funds which are typically involved in non-market
production the value of administration expenditure should be measured by the costs of their
inputs, namely intermediate consumption, compensation of employees, consumption of fixed
capital and other taxes on production.

The administrative costs of private health insurance companies should be estimated taking into
account premiums, premium supplements and adjusted claims.

The functional classification does, however, distinguish separate categories
of the health system governance and administration performed, for
example, by ministries of health or health insurance enterprises, as follows:
Governance and health system administration (HC.7.1): necessary for
the design, operation, management and control of health care policy;
Administration of health care financing (HC.7.2): necessary for managing
the process of health care financing.

This is detailed in the following OECD table.
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Table 1 Administration expenditure categories under SHA 1.0 and SHA 2011

SHA 1.0 \ SHA 2011
Function
HC.7 Health administration and health insurance HC.7 Governance, and health system and financing
HC.7.1.1 General government administration of health (except | HC.7.1 Governance and health system administration
social security)
HC.7.1.2 Administration, operation and support activities of | HC.7.2 Administration of health financing
social security funds

HC.7.2 Health administration and health insurance: private

Provider
HP.6.1 Government administration of health HP.7.1 Government health administration agencies
HP.6.2 Social security funds HP.7.2 Social health insurance agencies
HP.6.3 Other social insurance HP.7.3 Private health insurance administration agencies
HP.6.4 Other (private) insurance
HP.6.9 All other providers of health administration HP.7.9 Other administration agencies

Differences in administration spending between countries can be partly
explained by the type of health system and financing. A single-payer NHS-
type health system, such as in Spain or Denmark, might be expected to
have less public spending on administration than multi-payer social health
insurance systems, such as in France or Germany. Based on this
framework, the subsequent sections (of the OECD report) deal with the
three main components of administration i health system administration,
administration of public health financing and administration of private health
financing. The definition of expenditure for governance, health system and
financing administration in Chapter 5 of SHA 2011 is relatively detailed on
how to identify health spending with administrative purposes but has less
information on which spending components should be included in
administrative costs. For this we have to refer to other parts of the SHA
manual, especially Chapter 3 on how to measure consumption and output.

The administrative services by government or social security funds will, in
most cases, fall under non-market production since the services created
are usually not sold and market-prices do not exist. The value of non-
market production is equal to the sum of its production costs, including:

1 Intermediate consumption (e.g. electricity, water, office equipment not
considered as assets, phone costs, rents for office buildings);O

1 Compensation of employees (gross salaries in cash and in kind,
actual and imputed social contribution and taxes);
Consumption of fixed capital;O
Other taxes paid on production (taxes on ownership or the use of
land, buildings or other assets used in production)
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Private insurance companies do not typically fall in the category of non-
market producers. Their outputs i_which are basically their administrative
services i_are therefore valued differently. SHA 2011 refers explicitly to
this and suggests using the calculation of insurance output as defined by
the System of National Accounts (see paragraph 6.185 of SNA 200844).
This would cover expenditure on sales, enrolment and policy services,
claim adjudication, actuarial functions, legal support services, investment
functions, corporate overheads and risk charges. The valuation of private
health insurance services is discussed in more detail in Chapter 4.2. So
private insurance costs are part of administration in the OECD definition.
The prevalence of private companies in the US therefore would explain at
least part of the much higher US administration costs in the OECD data.
(1.4 per cent of GDP versus 0.3% GDP). The operational cost of the
insurance companies based on premiums received minus claims paid
Is included in administrative costs of health care by the OECD.

SHA stipulates that any administrative costs associated with health
services providers such as hospitals or practices of physicians are
considered as part of the cost of providing the services and should be
included under the respective health care function (e.g. in-patient care,
ambulatory care) rather than under expenditure on governance and health
system administration. We will therefor split this administration out from
hospital costs as hospital administration separate from OECD data. (JMcD
As we showed above the administrative costs of hospital in the US are high
compared to other countries. This cost according to the OECD should
therefore contribute to higher costs for hospital services in the US in our
final appraisement of US prices versus OECD prices.

YWAccordi ng thestanBaNgN@® nedsBing Hifle insurance services have been changed in the
SNA 2008. The past method, according to the SNA 1993, computes the outpudlité mBurance servicess the
difference between premiums received (including investment income on insurance technical reserves) and claims
paid. However, in the occurrence of catastrophic events which can result in unexpectedly high claims, this method
led to counterintuitivelyolatile and even negative output. Therefore, the SNA 2008 now recommends the use of
fladjusted cl ai ms 0 -lifie msurarteoutpus Whereby the adjosted olaims may be based on
expected claims, usually derived from a ldegm moving agrage of actual claims paid, or on an accounting
approach taking into account changes in equalization provisions. (JMcD neverthebafwithistrationcost is in

principal still the same as in 1993, premium minus claims paid.)
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Prescription Drugs

The supply of a new medicine is controlled by the manufacturer that holds
the patent rights for the 20-year life of the patent. The price of Evzio, used
to treat opioid overdose jumped to over $4,000-from just $690 in 2014 as
demand for the drug was rising. The Food and Drug administration does
not require drug companies to prove that their new products are better than
existing products. Many physicians write prescriptions for the drugst hey 6r e
most familiar with-and that information comes from the manufacturers
themselves. Drug companies spend $24 billion per year marketing to
health care professionals. Companies extend their monopoly on a drug by
seeking approval for a i n e praguct that is a slight variation on the
original, such as an extended release formulation.

One of the largest purchasers of prescription drugs, Medicare is blocked by

law from negotiating prices. In the years leading up to the enactment of the

Medicare Part D prescription drug benefit in the Medicare Modernization

Act of 2003, lawmakers debated whether the federal government should

provide a drug benefit directly, but opted to provide drug coverage through

a marketplace of private plans that compete for business based on costs

and coverage. Under Part D, private plan sponsors separately negotiate

drug prices with pharmaceutical companies, establish formularies, and

apply utilization management tools to control costs. Congress added

language tothe MMA,k nown as t he fAnon,iwhdcher f er ence
stipulates that the HHS Secretary fdmay
between drug manufacturers and pharmacies and PDP sponsors, and may

not require a particular formulary or institute a price structure for the

reimbursement of covered part D drugs. Lobbyists from the pharmaceutical

industry convinced legislators that giving Medicare negotiating power would

amount to price control. Allowing Medicare to negotiate drug prices would

require a change in the law, so that bipartisan support would be needed.

Republican policymakers in Congress have historically been opposed to it.

The nonpartisan Congressional Budget Office predicted repealing the ban

would result in only minimal savings. One reason is that Part D already has

a negotiating mechani sm: Medi care piggy
to reduce prices. Prescription drug plans participating in Part D bid to

contract with Medicare and compete for enrollees. In order to offer

competitive prices, the plans negotiate directly with drug companies -- even

though Medicare itself cannot. The plans are frequently successful when

there are competing drugs because the plans can use exclusion of drugs
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