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The Keys to Healthcare Cost Reduction are:
= Universal enrollment
= “Normalization” of the health insurance market

By Selvoy M. Fillerup, MD, MSPH, FACS
Tom Garvey, MHA

Health insurance costs consistently rise fastar tha rate of inflation, health benefits
continue to shrink, expenditures for health insneaand medical services consume an
ever greater portion of U.S. GDP, and an estima8d00 lives end prematurely each
year simply because the United States lacks urilbeslthcare coveradé.®

The healthcare systems of other nations of the idzgaon for Economic Cooperation
and Development (OECD) have universal coveragesahdtantially lower healthcare
costs. The main reason for this difference lieth@ir approach to health insurance.

Other nations approach health insurance as a fedgttribution” responsibility rather
than as a financial “risk-mitigation” opportunityiwo features of these healthcare
systems assist them in cost containment. Oneniglgiuniversal enroliment; the other is
“normalization” of the health insurance market.

In spite of the moral imperative to save lives angrove health, meaningful changes
have not occurred in the U.S. Cost containmennbabeen satisfactorily addressed
because the U.S. lacks a universal coverage hesdtipolicy and the responsibilities of
the health insurance industry have not been defined

This Position Paper proposes that changes in tBehgalthcare system without cost
reduction will fail to protect U.S. industries opvkers, and the keys to cost reduction
are:

= Universal enrollment, and

= “Normalization” of the health insurance market.

Relative Healthcare Costs:

How U.S. Industries and Workers Are Penalized Becae of Healthcare Policy

Figure 1 shows the relationship between per céygigdthcare costs and per capita GDP
for the thirty OECD member natiofs.
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Figure 1.

Per capita health care expenditures and per capita
gross domestic product for industrialized nations
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Soufce: Cotls I, Healthcare demand in Europe: Economic growth and sustalnability of the European model. Parls France. Copyright Organbsation for Economic Cooperation and Development, 2003,

High U.S. healthcare costs threaten American imthissand American jobs.
Failure to reduce U.S. healthcare costs to levaigparable to other industrialized
nations will only delay inevitable economic consewgces.

Money spent inefficiently on medical services oaltieinsurance cannot be spent on
other productive industries. High corporate heslfurance expenses drive outsourcing
to foreign markets and threaten American jobs.

Thus the productivity of both individuals and carmions is hobbled. Workers with
even minor pre-existing medical conditions cannovento more productive
opportunities for fear of losing health insurance.

The U.S. must lower healthcare costs to remain@oarally competitive in international
markets.

Factors that Affect U.S. healthcare Costs:

The Un-Insurance Cycle

Failure to achieve universal enrollment for heatieadrives up health insurance costs as
well as costs for medical services. The followiiggire illustrates how a large
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population of uninsured cyclically increases healdurance costs and increases the pool
of uninsured.

Figure 2.
A Large Population of Un-insured
Increases Health Insurance Premiums
Insurees Increased Number
Drop coverage of Uninsured
Increased Health Increased Use of “Free”
Insurance Premiums Emergency Room Services

IncreasSed Fees for

Medical Services Increased Cost-Shifting
(Paid by Insurance to Insured Patients
Companies)

Emergency rooms are the most expensive source ditaieservices. When people
without health insurance need medical servicesethergency room is often the only
resource available. Hospitals are required byttaeare for emergency patients. When
uninsured patients cannot pay for these expensiwcss, the cost is shifted to the
hospital patients who do have health insuranceost“shifting.”

The result is that the fees for all medical serwige up, insurance premiums rise, and
some employers and individuals eventually droptheakurance coverage. This cycle
continually increases the number of uninsured anithér drives up the cost of premiums.

A policy of universal enroliment interrupts thisaby. Other member nations of the
OECD do not have this cycle. Why? Because theadly have universal enrollment.

If universal enrollment were implemented in the Uadirect benefit would fall to the
population that already has health insurance. if$wwed population would no longer
carry the inflated cost of caring for the uninsure@mergency rooms.

The Cost-Shift Penalty

Figure 3 illustrates the relationship between thegpof health insurance and increases in
the number of uninsured.
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Figure 3.
Healthcare Cost-curve
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In an ideal world, there would be no uninsuredthlat situation, the cost of health
insurance would be at P1 and would cover the medasts of the entire population, Q1.
The total cost of medical care would be includethmrectangle defined by Q1 and P1.

Having a population without health insurance, hosveehanges the equilibrium state. As
the number of uninsured increases, the numiitbrhealth insurance shifts from Q1
toward Q1'. As more people become uninsured, fpweple are paying, but they are
paying more. Fewer people still pay the same taiat of medical services. This is cost
shifting.

Cost shifting drives up the cost of a health insaeapremium. The total population does
not change, but remains at Q1. The rate of illie$lse population does not change and
the total production of medical services changey Mtle, so the production curve
moves very little. But with each pass throughlmelnsurance Cycle, an increasing
number of uninsured people use the emergency roosofcalled “free” medical
services.

Two things do change; 1) the number of peayté insurance decreases (shifts from Q1
to Q1'), and 2) the price of a health insurancenuen inevitably rises (from P1 to P1').
In Figure 3 the shaded area illustrates how revetmaccommodate cost shifting
ultimately come from the insured population. Hue insured population, the price of
premiums is now higher than the cost of medicalises received.
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This increase in the price of health insurance prera is comparable to a “tax” on
health insurance. This hidden “tax”

» contributes to health insurance rates rising fabt@n inflation,

* is being paid only by people with health insurance,

» pays for “free” emergency room services for thensared,

* could be largely avoided with a National Policybfiversal Coverage.

Opponents of public funding for healthcare appdyepefer to pay this hidden “health
insurance tax” rather than implement any form aictalized” healthcare system. They
oppose any healthcare system that gathers pds @vienues through other taxes. Thus
the workers in America’s largest industries sulz@dhe emergency room care of
America’s uninsured population.

But if other taxes did pay for public healthcahes tininsured would be paying for at least
part of their medical care, and the price of hemfiurance premiums could drop. The
present system assures that insured workers witiraoe to pay for unpaid medical
expenses through the Cost-Shift Penalty — a hididei on workers with health
insurance.

The first step to healthcare cost reduction is @msal Enrollment. Universal enrollment
interrupts the Un-Insurance Cycle and reduces oniglates the Cost-Shift Penalty.

“Normalization” of the Health Insurance Market

Five Policies of Multi-payer Universal Enroliment Healthcare Systems

It is important to remember that Universal Enrolirndoes not necessarily require full
enrollment in a public healthcare system. Manyomathave “hybrid” healthcare
systems that provide fdrotha public healthcare plan and a private healthrarste
industry. Such systems are Multi-payer Universaidiment Healthcare Systems.
These Multi-Payer Universal Healthcare Systems Ipagreen to be more sustainable and
typically provide better access than single paystesns.

Multi-Payer Universal Healthcare Systems (MUHS)éheen around for decades.
Many member nations of the Organization for Ecorm@woperation and Development
(OECD) already have this type of healthcare systéhe hallmarks of MUHS are
simple:

= Complementary roles for both public and privateazage, and
= Universal enrollment.

These combined public and private models with usaehealthcare enrollment have
proven capable of producing healthcare outcomegaaable to or better than the United
States at an average per capita cost that ishiealfér capita cost of the United States
model. (See Figure 1)
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More than thirty per cent of people in over a ttofdnember nations of the OECD
receive primary coverage through private insufekealthcare systems in the
Netherlands, Japan, Switzerland, Germany, AustaalthFrance all have complementary
roles for both public coverage and private healurance.

Although these systems were developed and matndegphendently, all these systems
implement five policies that protect patients aefirte the role of private health
insurance companies. C-MCGU is an acronym fofitteepolicy instruments common
to Multi-payer Universal. These policies are:

C- Choice between public and private coverage.
M- Mandatory universal enroliment

C- Community Ratings

G- Guaranteed issue

U- Uniform benefits

arwnE

The policy instruments included in the acronym C-®&ICare typically considered
“patient protection” policies. They do indeed @citpatients who need medical services
and healthcare coverage, but they do much moretkign

These policies also transform the health insuramaeket from a dysfunctional “failed”
market to a “normal” market by building an enviroemh of price-based competition. In
some form or other, every successful multi-payevensal enrollment healthcare system
addresses ALL these policies.

C- Choice between public and private health coverageHaving both a public not-for-
profit plan and a private health insurance industgans the healthcare system as a
whole retains the advantages of both. A publio pifiers low administrative cost. A
private health insurance industry supports inn@vesind new infrastructure in response
to patient utilization patterns.

The key to cost containment is Choice - a choieg¢ iticludes a publicly sponsored not-
for-profit health insurance product with default@iment. This is a matter of
establishing a universal enrollment policy andwifg consumers to decide whether
they will receive public or private coverage.

M- Mandatory enrollment. There are two ways to accomplish universal émeht:
Mandatory enrollment and Default enrollment. (TNhén Mandatory enrollment fits the
tidy acronym C-MCGU, but the real goal is Universatoliment.) Several nationalized
and single-payer systems accomplish universal iemeok with default enroliment
policies. Others, the Multi-payer Universal Healtlre Systems, such as are found in the
Netherlands, Germany, Australia and Switzerlaridhale Mandatory enrollment
policies.

All citizens not enrolled in the public coveragamlare required — by mandate — to enroll
in private coverage plans and thus accomplish usaé@nrollment. Universal
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enrollment accomplishes two goals: 1) it eliminates-paying “free-riders” who use so
called “free” emergency room services, and 2) uisiakeenrollment substantially
decreases the pressures (and administrative @at&d on insurers by the phenomenon
called “adverse selection.”

C- Community ratings assure that healthcare costs are distributed aatnesentire
population. Every nationalized or single-payerntaysdoes this. Multi-payer universal
enrollment healthcare systems implement this pdbcyoth public and private plans.
This does not only distribute the cost of medi@kcacross the population; it also
distributes the cost of medical services acroggtne.

G- Guaranteed issueassures that those who most need medical sewittdsmve
healthcare coverage. Nationalized and single psysems guarantee enrollment.
Multi-payer universal healthcare systems implentleistpolicy for both public and
private plans.

Without universal enrollment, guaranteed issue,@@mmunity rating, the specter of
“adverse selection” will continue to dictate whansurable and at what price.

U- Uniformity of a minimum benefits packageaccomplishes three goals: 1) a uniform
Benefits package simplifies choices for insurers elrents alike, thereby facilitating
knowledge of product and price; 2) it assures d@dmmental level of care to everyone;
and most importantly, 3) this policy "normalizekéthealth insurance market.

Uniform benefits packages, when required of allirass, prompts competition based on
price and promotes efficiencies in management. Wéllensurers must offer the same
minimum basic benefits package, the purchasersalftinsurance may shop for
insurance based on price. Price-based compet#tiamallmark of competitive markets.

It cannot be over emphasized that ALL FIVE of thpskcy instruments must be
addressetbgetherin a successful Multi-payer Universal Healthcayst&m.

Reducing Healthcare Costs by Restoring a CompetiterHealth Insurance Market
The essential characteristics of “normal” competitinarkets are:

= Uniformity of product,

= Universal availability,

= Perfect knowledge of product and price,
= Easy entry to the marketplace,

= Price-based competition.

The above described five policy measures (C-MC&@&iAforce the essential

characteristics of “normal” competitive markets.h& these policies have been applied
to health insurance, other nations have realizegdaotal healthcare costs. The
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following table shows how corresponding policy rastents “normalize” health

insurance markets.

Table 1.

Five Features of “Normal
Markets”

Corresponding Policy
Measure

Effects on HealthInsurance
Market

[Uniform product

Uniform Minimum
Benefits Package

Insurers compete on Price
and Service

[Universal availability

Guaranteed issue
Mandatory enrollment

Availability assured;
Reduced effects of Adversg
Selection

14

Knowledge of product and
price

Uniform Minimum
Benefits Package

Uniform understandable
“basic” policy

Competing providers

Assure a competitive
number of insurers

Insurers compete on Price
and Service;

Price-based competition

Community ratings
Uniform Minimum
Benefits Package

Insurance available at
competitive prices

Under the above conditions, a universal enrollnpatity tends to lower per capita

healthcare costs.

Refer again to Figure 1. Nationalized and Singlggp healthcare systems are not the
only systems that contain costs. Many nations igithe health insurance industries also
contain healthcare costs when these policy instnisrare implementet.

The second step to healthcare cost reduction isrfradization” of the health insurance

market.

Conclusion:

TheCenter for Healthcare Policy Research and Arsafgsors the Multi-payer Universal
Healthcare System. Throughout the world theseesysttontain cost, provide healthcare
outcomes as good as or better than the UnitedsState provide universal enrollment
without waiting times. The policies that make #hegstems successful are adaptable to
the circumstances of the U.S.

TheCenter for Health Care Policy Research and Amahecommends the United States
adopt a National Healthcare Policy with a Multi-payniversal Enrollment Healthcare

System.
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Universal enrollment will interrupt the Un-Insuran€ycle and reduce the hidden “tax”
in the Cost-Shift Penalty.

“Normalization” of the health insurance market vallver health insurance costs as well
as protect patients’ access to healthcare coverage.

By addressing fundamental policies that reduce tb@sUnited States can finally address
the issues of saving lives and improving health.
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