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Editor’'s note:

This post is part of a Health Affairs Blog short series, “Higher Health Care Value Post
COVID-19.” The series examines opportunities to create a research and policy agenda using the
changes wrought by COVID-19 to help create a better health care system in its aftermath. The
posts in the series were completed with support for the authors from the Research Consortium
for Health Care Value Assessment, a partnership between Altarum and VBID Health, through a
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grant from the Pharmaceutical Research and Manufacturers of America (PhRMA). PhARMA
extended complete independence to Altarum to select researchers and specific topics. Health
Affairs retained review and editing rights.

If health care is going to spend less, some inputs will need to be paid less. This post explores
the possibility of saving money by reducing the administrative costs of health care.

Reducing administrative costs is attractive for several reasons. Administrative costs are high,
perhaps a quarter of health spending, so reductions in administrative costs could yield a
good deal of savings. Further, the goal of medical care is clinical care, so reducing
administrative staff likely has a smaller effect on quantity and quality of care than would
reductions in clinical staff. Finally, excess administrative hassles adversely affect peoples’
ability to receive care, so reducing administrative hassles could improve the timeliness of
care received.

Employment data show the magnitude of administrative expense in health care. Exhibit 1
shows employment in health care providers: physicians’ offices, hospitals, and post-acute
care providers. Clinical occupations account for two-thirds of health care employment;
administrative occupations account for 22 percent; the remainder is a small amount of other
occupations, including cooks and security guards. There are nearly four administrative
workers for every physician and dentist. Even the 22 percent estimate is an understatement
of the administrative burden, as physicians and nurses spend part of their time doing
administrative work.

Exhibit 1: Employment in health care providers organizations.
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(b) Administrative (22% of total)
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Source: Data are from Bureau of Labor Statistics tabulations for 2018. Clinical occupations
include all people employed in health practitioners and technical occupations (class 29) and
health support occupations (class 31), except for medical records and health information
technicians, who are included in administrative workers. In addition, personal care aides and
counselors are included as clinical.

There are many fewer people employed in health insurers than in clinical employment. Even
still, the vast bulk of people employed in insurance companies are administrative workers.

Most of the administrative costs in health care are in billing and insurance related services
(BIR). Every time a patient wants to see a provider, the patient’s insurance eligibility needs to
be checked, the appropriate co-pay or co-insurance needs to be determined, and prior
authorizations need to be adjudicated. After the visit, the service needs to be correctly coded,
the coding must be reviewed by both the provider and the payer, and payment must be made.
All this requires people. Other areas requiring significant administrative time include
regulatory compliance and measuring and reporting quality metrics. In Medicare alone, there
are over 2,000 quality metrics.

Costs Due to Lack of Coordination

Not all administrative costs are wasteful. For example, money spent on electronic medical
record systems can improve the quality of care. Thus, one needs to tread carefully on the
administrative end, as with everything else in health care.
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Of importance are the administrative costs that result from lack of coordination across
payers and providers. Consider a provider that is dealing with two or more insurance
companies. Each will have a slightly different way in which bills must be submitted. While the
claim form is the same (the Health Insurance Portability and Accountability Act, or HIPAA,
mandated that), the coding sets and prior authorization documentation may differ. Indeed, all
these processes may change suddenly, as new requirements are added and old ones are
refined. Thus, providers spend much time and money customizing interactions with each

payer.

To understand what this means, consider an example from the retailing industry. In grocery
stores, all packaged items come with a barcode. That barcode identifies the exact item that is
purchased—manufacturer, product, size, etc. With that code, the store can look up on its
computer the price and enter that automatically. The price of the product may vary from store
to store, but the barcode does not. Imagine instead if each grocery store required its own
barcode. Manufacturers would have to prepare separate packaging for each store, shipments
would have to be segregated, and the like. The cost would be much higher. In health care, that
is what we do.

Some of the failure of health care to standardize is a result of the fact that health care is
more complex than retailing. A box of breakfast cereal rarely changes. In contrast, medical
procedures change frequently and in subtle ways. But that is not the whole story.

The reality is that in health care, there is little incentive to standardize, and often incentives to
avoid standardization. There may be three or four different insurance companies in the
market, none of whom wants to change their internal processes to match any others.
Changing processes is expensive, and when one insurer does it without others doing the
same, they will be at a competitive disadvantage. Further, they do not have the right to see
what other insurers are doing, nor do they have any influence in decisions made by the other
insurers.

Indeed, in some cases lack of coordination is a “strategic asset.” Think not about billing but
about electronic record keeping. Electronic medical record (EMR) companies spend large
sums developing their proprietary systems. They do not want data in their systems to be
accessible by other EMR systems because that would reduce the value of having their
system. Thus, they create hassles that make it difficult to send data from one system to
another. Similarly, large provider groups have incentives to not allow smaller groups to
access their internal data, for fear the smaller groups may ‘steal’ their patients.

In response to coordination problems like these, government is often the only answer.
Consider a different industry—banking. In the 1970s, there was a growing realization that the
cost of sending money from bank to bank, which was then done by paper, was too high to
meet the demand for transfers. The Federal Reserve imposed order by establishing a uniform

4 of 9 10/21/2020, 9:51 AM



Taming The Paper Tiger | Health Affairs https://www.healthaffairs.org/do/10.1377/hblog20200929.284683/full/?...

set of criteria for transferring money electronically. All financial institutions that wish to send
or receive funds must do so the same way. The net effect is that over $50 trillion is
transferred across financial institutions annually, at minimal administrative expense.

Health care is more complex than banking, but the principal remains: if we want
standardization, the federal government is going to have to impose it.

A Health Care Automated Clearing House

In banking, the transfer system is built off automated clearinghouses (ACH). One could do
the same in health care; call it the Health Care Automated Clearing House (HC-ACH). There
are two principal actors in a clearinghouse. There is an organization that sends information
back and forth—money in banking, claims and clinical information in health care. Such an
organization needs to have key security processes in place. In addition, there is an
organization that sets standards for exactly how things must be coded. In banking, this is
done by Nacha (formerly the national association of clearinghouses). In health care, there is
already an equivalent organization: the Council for Affordable Quality Healthcare (CAQH).
Through a consensus process, CAQH sets standards for transfer of information between
payers and providers, some of which has already led to significant savings.

As in banking, the cost of the HC-ACH would be paid by small fees assessed on member
insurers. These fees would give insurers a stake in making sure the system operates
efficiently. Further, a dedicated funding stream would relieve the organization’s ability to
operate from the whims of federal funding. The cost of intermediary organizations is not
large. | estimate that it could operate on a budget of about $300 million annually, roughly 8
cents out of every thousand dollars spent on medical care. Public and private insurers and
provider systems would have to pay one-time costs to configure their computer systems to
meet the requirements, although they already employ large numbers of people to maintain
different billing processes. Within a short period of time, the savings should vastly outweigh
the costs.

Streamlined Information Flows

Many other administrative costs in health care are a result of the fact that information does
not flow seamlessly among providers and between providers and payers. Consider two
examples.

First, quality metrics are often not based on information in the EMR or require information
from different medical records which are hard to combine (for example, a hospital system
and a physician system). If all information were easily transferrable and quality metrics were
based on that accessible information, the burden of quality reporting would be significantly
reduced.

50f9 10/21/2020, 9:51 AM



Taming The Paper Tiger | Health Affairs https://www.healthaffairs.org/do/10.1377/hblog20200929.284683/full/?...

Second, prior authorization is needlessly complicated by the fact that large amounts of
information need to be transferred from providers to insurers. For example, an insurer may
want proof that a patient meets certain clinical criteria before a radiology test is approved. To
document this, the provider’s office must fax information from the medical record to the
insurer, who then reviews it all before reaching a decision. A more streamlined way to do this
would be to have the provider's EMR system attest that the patient meets the relevant criteria,
avoiding all the human interaction.

Streamlining information flows will require government involvement for the reasons noted
above; private organizations will oppose many types of information flows. The federal
government has recognized this and started to act—too late, but better late than never. Rules
have been enacted or contemplated for information at various points in the system. More
such rules will be needed, and policing will be needed to make sure that unnecessary
roadblocks are not constructed.

Attaching A Price To Administrative Complexity

Rules and policing are important, but economic incentives can play a large role alongside
them. Consider the example of prior authorization. In the current environment, insurers are
free to impose any prior authorization requirements they wish, subject only to the decision of
providers not to contract with them. That threat is relatively weak when directed at a large
insurer; no provider can do without a significant share of patients in the area.

What is missing from this market is a price. By imposing prior authorization rules, the insurer
is causing the provider to spend money on compliance. But the insurer does not pay for that
cost. A natural strategy is to make the insurer pay the cost. There are estimates of the costs
of prior authorization to providers—nearly $11 per case when done manually, according to
CAQH—that could be used. In this way, insurers would have a financial incentive to consider
whether the amount they save from imposing prior authorization is greater than the cost to
the system of conducting the prior authorization.

The same rule could work with quality measurement. Policymakers could design a standard
set of quality metrics, ideally based on electronically stored information. Insurers would be
allowed to require other measures, but they would have to pay providers for the costs
imposed by collecting the additional information. Thus, prices would help to temper
unnecessary variation.

What Could Be Saved?

The natural question is how much could be saved by undertaking administrative
restructuring. An exact answer is hard to determine, but some outlines can be estimated.
Single-payer systems involve the least administrative expense, perhaps two-thirds below the
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US level. Many single-payer systems involve very little documentation. Of course, single payer
involves many other tradeoffs that may not be appealing.

Among multi-payer countries, administrative costs are perhaps half the US level. One
benchmark is thus for the US to reduce administrative costs in half. If we did so, total medical
spending could be reduced by about 10 percent. Even if only half that was achieved, the
savings would still be immense. Thus, there seems to be a very good economic case for a
significant and sustained campaign to reduce the administrative cost of US health care, and it
is an especially fruitful and timely pursuit during the COVID-19 pandemic. (A longer
discussion of many of the points in this post is available here.)
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