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Addressing Health Care’s Administrative Cost Crisis
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Tackling administrative waste in the health care system presents
a perfect opportunity for a second Trump administration that is fo-
cused on achieving efficiencies in the federal government and alle-
viating the pain thatinflation has caused on the pocketbooks of con-
sumers. The cost and structure of health care (the largest sector of
the US economy and 29% of net federal outlays) is a primary target.!

Transactions or Billing Costs and Insurance-Related Costs

For patients with employer-based insurance, health insurance pre-
miums represent 25% of the median family household income be-
fore families have to pay thousands of dollars more in cost sharing
to use their health insurance.? The US spends almost twice the av-
erage of other Organisation for Economic Co-operation and Devel-
opment (OECD) countries on health care, but this includes the cost
of clinical services and the cost of administering the system. What
has been largely missing from the national discussion is a recogni-
tion of the administrative cost crisis—the US spends approximately
10 times more on average than any other OCED country on health
care administrative expenses.? It is estimated that two-thirds of these
costs are related to transactions or billing costs and insurance-
related costs.

Inthe US, a primary care physician spends $20.49 toreceive pay-
ment for a service that generates approximately $100 in revenue.*
Improving administrative efficiencies has the potential to save at least
$265.6 billion annually, lowering the cost of insurance for employ-
ers and potentially the premiums and cost of care for patients.®

Afocus on administrative costs could have a direct effect on pa-
tientsin a visible way. Navigating complex plan rules are some of the
most frustrating aspects of interacting with the US health care sys-
tem. In one survey, 24.4% of respondents reported delayed or fore-
gone care due to an administrative task.® Another study found the
cost of lost productivity by employees dealing with health insur-
ance administration was $21.57 billion and a total annual loss of
$96 billion in productivity and employee satisfaction costs result-
ing from health insurance administration.”

Burden of Administrative Tasks

Administrative tasks are also burdensome for clinicians. One study®
finds that prior authorization alone annually consumes an amount
of time equivalent to the annual working time of 100 000 regis-
tered nurses. Nurses and physicians alike report burnout attrib-
uted to the increasing number of administrative tasks required to
receive payment for services.

A Trump administration seeking market solutions (with core ex-
pertise in financial transactions, entrepreneurship, and innova-
tion) could offer a fresh perspective on solving these challenges.
President-elect Trump has already announced the creation of the
Department of Government Efficiency that has a stated focus of
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saving money by reducing administrative waste. The crux of the is-
sue is that the conditions necessary for the transaction efficiency
seen in other sectors of the economy (such as banking and finan-
cial markets) are lacking in health care.

Potential Solutions

Many industries and markets have addressed this challenge. In fact,
researchers® have recently cataloged 82 different firms and mar-
kets ranging from finance to food services that have faced some as-
pect of this transformation at scale. In this research, 57% of the so-
lutions were conducted within the private sector, 22% were
conducted through the public sector, and 21% were developed
through public-private partnerships.® The most commonly repre-
sented industries were finance (22%) and public services (22%).°
From this work, there are a few observations to inform a path to-
ward more efficient administration of health care.

The standardization of business contracts that govern trans-
actions is an essential element of reducing transaction costs. In
the 1960s, mortgages were sold as custom products, much as
health insurance is today. But, when Fannie Mae and Freddie Mac
were charged with increasing liquidity in the home mortgage mar-
ket, they faced a morass of all these one-off products. Their first
task was to spend a year standardizing mortgage agreements, an
effort that continues to benefit consumers today; 90% of mort-
gages use the contracts from one of these agencies.'® Fast for-
ward, it is easy to imagine a single computable contract template
that could simplify the contracting process between health plans
and physicians.

Standardization does not have to reduce innovation. In fact, it
can accelerate innovation. In the mobile phone market, a billion
phones each year are sold and must be standardized to be pro-
duced at scale. But, if the latest version of a phone is not new and
improved, no one will rush out and buy the new version. So, the in-
dustry works hard to innovate. Standardization and innovation re-
late at a market level in which mobile phone manufacturers work
through astandard setting organization to select the technology for
the next version of the phone. This model has been tested at scale
and has led to enormous value for consumers (and to some of the
world's most successful firms).

Use of Artificial Intelligence

Although there is significant excitement about the role of artificial
intelligence (Al) in both improving the quality of care and automat-
ing away administrative burdens, there is little evidence that tech-
nology has led to efficiency gains in the health care market. What is
missing is a structure to drive the entire market toward lower trans-
action costs. Currently, each health plan (of which there are 317 987)
can set its own strategy for efficiency using Al. But the strategy of
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the different plans can conflict. In the 1950s, each airline was re-
sponsible for their own flight operations. But, on June 30, 1956,
United Airlines flight 718 (a Douglas DC-7) and Trans World Airlines
flight 2 (a Lockheed L-1049 Super Constellation) collided in uncon-
gested airspace over the Grand Canyon, sparking the development
of the Federal Aviation Administration (FAA) and a single air traffic
control model for the US. The FAA saved lives and generated ad-
ministrative efficiencies for the airlines that now had access to cen-
tralized flight planning.

The use of Al could improve efficiency if implemented through
a single transaction model across all health plans, both public and
private. This model could be organized thorough the public sector
(similar to the FAA) or the private sector (similar to the Swift trans-
action model in banking).

One rebuttal to this argument is that the Trump administration
will be committed to deregulation, and this proposal to build a ro-
bust transaction platform for health care seems to be moving in a
different direction. But we see the 2 as consistent. First, this ap-
proach would entail significant deregulation. Thousands of conflict-

ing and overlapping Medicare and Medicaid payment regulations
could be eliminated to build a single, common transaction model for
US health care. It would not require 100 000 pages of payment rules
to implement the digital transaction platform we propose.

Second, there is no question that the transaction platform
has been a barrier to innovation in the health care market for both
products and services. There is a generational opportunity to sim-
plify payment rules and processes, moving beyond the cumber-
some payment processes created for physicians and hospitals
almost half a century ago to a functional and flexible system. Sim-
plifying the transaction process could allow the entry of new prod-
ucts and services at scale, many powered by Al, which will improve
health outcomes for patients and lower health care costs.

Conclusions

Change is hard in any market, but addressing the administrative
waste inherent in health care transactions is a clear opportunity to
reduce the costs of health care services for patients and improve the
quality of patient experiences with the health care system.
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