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The US healthcare system is dysfunctional compared with our peer nations (other high-income
democracies). The US system is far more expensive (per person and as a share of GDP) than peer
countries. The US health outcomes are far worse. Life expectancy in the US lags several years
behind our peer nations. In the US, life expectancy stagnated between 2012 and 2019 at 78.8
years, whereas in the European Union, life expectancy rose from 80.2 years in 2012 to 81.3 years
in 2019.!

The Commonwealth Fund has recently offered a detailed comparison of the healthcare systems
of the US and 10 peer (comparison) countries: Australia, Canada, France, Germany, Netherlands,
New Zealand, Norway, Sweden, Switzerland, and the United Kingdom.? I will also use these
ten countries as the sample of peer countries in my testimony.

Some Congressmen claim that there are no true peer countries because the US is larger than the
other countries and more diverse. For that reason, it is useful to compare the US healthcare
system not only with individual countries, but with the European Union (EU) as a whole.? Both
the US and EU are diverse, with richer and poorer regions. Yet the EU nations share basic
healthcare principles that are far more effective than those of the US. As a result, the EU
healthcare system overall is fairer, less expensive, and with comparable or superior outcomes to
the US.

There are three basic questions about the design of a healthcare system:

(1) Who is covered?
(2) Who pays?
(3) Who sets the prices?

The basic difference of the US and the peer countries (and EU as a whole) is summarized in
Table 1. These are statements of general principle, with variation among the individual
countries.

! See https://www.cdc.gov/nchs/data/hestat/life-expectancy/life-expectancy-2018. htm#Tablel and
https://ec.ecuropa.cu/eurostat/databrowser/view/demo_mlexpec/default/table?lang=en for 2019. See

2 Commonwealth Fund, “Mirror, Mirror 2021, Reflecting Poorly: Healthcare in the United States Compared to
Other High-Income Countries,” August 2021

3 The US and the EU are of roughly comparable size. The US has a population of 332 million; the EU, 447 million.
The US GDP in 2021 was $23 trillion; in the EU, $17 trillion.



Table 1. Basic Differences in Healthcare Systems between the US and Peer Countries

combination of
government
transfers and
mandatory social
insurance

Who is Covered? | Who Pays? Who Sets Outcomes
Healthcare
Prices?
UsS Partial Coverage | Half public Mostly High cost, many people
payer, half unregulated uninsured or
private payer underinsured, health
debts and bankruptcy,
falling life expectancy
Peer Countries | Universal Mostly public Regulated by Moderate cost, universal
Coverage payer, through a | government coverage, little or no

health debt, rising life
expectancy

The peer systems can be described as Universal, Public-Payer, and Price-Regulated. They are
not systems of socialized medicine, except for the UK National Health Service, which is state-
run. In the other countries, healthcare providers are (mostly) non-governmental health
professionals such as private doctors, private group practices, and not-for-profit hospitals. The
difference between these peer countries and the US is that the peer healthcare workers are
remunerated mostly by public funds, whereas in the US, public and private funding are each
around half of the total.

Public funding in Europe takes two main forms. In the Nordic countries, the UK, and some
others, funding comes out of general government revenues. In France, Germany, the
Netherlands, and Switzerland, funding comes from compulsory social contributions, often paid
to private, regulated insurers. In all of the peer countries, private health providers face
government regulated prices aimed at keeping drug prices and other healthcare costs under
control. The specific coverage of these regulated prices varies across countries.

The most important comparisons are shown in Figures 1 and 2 and Table 2, taken from the most
recent Commonwealth Fund comparison report and Our World in Data. The US spends by far
the most on healthcare of any of the 11 countries (Figure 1). As of 2019, health spending in the
US was nearly 18% of GDP, compared with 10-12% of GDP in the peer countries. In dollars per
capita, the US spending in 2019 was around $10,000 per capita, compared with roughly $4,000 -
$7,000 in the peer countries. In 2020, the first year of the pandemic, US national health
expenditures rose to nearly 20% of GDP, more than $12,000 per capita.
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Figure 1. Health Care Spending as a Percentage of GDP, 1980-2019. Notes: Current expenditures on health.
Based on System of Health Accounts methodology, with some differences between country methodologies. GDP
refers to gross domestic product.

* 2019 data are provisional or estimated for Australia, Canada, and New Zealand.

Data: OECD Health Data, July 2021.

Source: Eric C. Schneider et al, Commonwealth Fund, “Mirror, Mirror 2021, Reflecting Poorly: Healthcare in the
United States Compared to Other High-Income Countries,” August 2021.

Despite these far higher outlays, the US health outcomes are generally comparable or worse than
in the peer countries. Life expectancy in the US was 78.9 years in the 2019, while in the peer
countries, it was in most cases between 81 and 84 years (Figure 2). The Commonwealth Fund
assesses the US to rank last (in 11" place of the 11 countries) in overall health system
performance, with a last place in four of the five categories: access to care, administrative
efficiency, equity, and healthcare outcomes (Table 2).
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Figure 2. Life expectancy, 1990-2019. Source: Riley (2005), Clio Infra (2015), and UN Population Division
(2019). Max Roser, Esteban Ortiz-Ospina and Hannah Ritchie (2013) - "Life Expectancy". Published online at
OurWorldInData.org. Retrieved from: 'https://ourworldindata.org/life-expectancy’



10 8 5 2 6 1 7 9 4 11

OVERALL RANKING 3

Access to Care 8 9 7 3 1 5 2 6 10 4 11
Care Process 6 4 10 9 3 1 8 11 7 5 2
Administrative Efficiency 2 7 & 9 8 3 1 5 10 4 11
Equity 1 10 7 2 5 9 8 6 3 4 11
Health Care Outcomes 1 10 4] 7 4 8 2 5 3 9 11

Table 2. Health Care System Performance Rankings. Data: Commonwealth Fund analysis. Source: Eric C.
Schneider et al, Commonwealth Fund, “Mirror, Mirror 2021, Reflecting Poorly: Healthcare in the United States
Compared to Other High-Income Countries,” August 2021.

Why are healthcare costs sky-high in the US? Voluminous evidence shows that this is due
mainly to very high costs of procedures, drugs, and hospital days in the US; in short, to the
unregulated pricing of health services.* US healthcare providers have enormous market power in
their respective catchment areas, with very few providers.’> Pharmaceutical companies have
market power due to patent protection. As a result, healthcare providers and pharmaceutical
companies are able to set prices far above marginal production costs.

The drug companies are notorious for price gouging. An infamous recent example was Gilead’s
pricing of Sofosbuvir, a drug that the company purchased from the inventor and then marketed at
roughly 1000X times the marginal cost, thereby prolonging the US epidemic of Hepatitis C. The
company got rich, while US military veterans suffering from Hepatitis C got liver failure. Such
price gouging is defended in the name of “innovation,” but this is overly simplistic. Sofosbuvir
was developed by academic researchers, and then purchased by Gilead.

Consider also Moderna’s lifesaving Covid-19 mRNA vaccine. The NIH funded the basic
science of mRNA vaccines for more than a decade, much of which was in partnership with
Moderna. Moderna (and BioNTech-Pfizer) walked away with the profits of the mRNA vaccines,
while the US government has bought the vaccines at commercial prices.

The high prices of healthcare and pharmaceuticals translates into soaring profits and wealth of
the healthcare industry. Figure 3 is from a Wall Street Journal report on CEO compensation of
large pharmaceutical companies. Note that compensation runs in the tens of millions of dollars,

4 See Barber SL, Lorenzoni L, and Ong P. “Price setting and price regulation in health care: lessons for advancing
Universal Health Coverage,” World Health Organization and the Organisation for Economic Co-operation and
Development, 2019.

5 Lin, L and Mrkaic M. “U.S. Healthcare: A Story of Rising Market Power, Barriers to Entry, and Supply
Constraints,” International Monetary Fund, 2021, 55 p. https://doi.org/10.5089/9781513585451.001
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simply staggering sums. Figure 4 reports the salaries of hospital administrators of major not-for-

profit hospitals. The salaries are astounding: several million dollars per year.

CEO COMPANY TOTAL PAY V SHAREHOLDER RETURN
ARI BOUSBIB IQVIA HOLDINGS $38,029,517 28.7%
BRENTON L SAUNDERS ALLERGAN $32,827,626 -211%
ALEX GORSKY JOHNSON & JOHNSON $29,802,564 24.4%
IAN CREAD PFIZERINC $27913,775 15.7%
LEONARD S SCHLEIFER REGENERON PHARMACEUTICALS $26,508,058 2.4%
RICHARD A GONZALEZ ABBVIE $22,625,243 60.1%
MARCN CASPER THERMO FISHER SCIENTIFIC $22,275176 35.0%
GIOVANNI CAFORIO BRISTOL MYERS SQUIBB $18,687123 7.8%
HOWARD W ROBIN NEKTAR THERAPEUTICS $18,097,411 386.7%
KENNETH C FRAZIER MERCK & CO. $17,643,087 -15%

Figure 3. Highest-Paid Pharmaceutical CEOs. Source: Wall Street Journal, 2019. Note: Industry groups
defined by Standard & Poor's. Shareholder return reflects 1-year total shareholder return through the month-end
closest to each company's fiscal-year end.

Data from: MyLoglQ LLC (pay); Institutional Shareholder Services (performance). [Accessed March 29, 2022:
https://graphics.wsj.com/table/CEOPAY _slice_Pharma_0606]

TOP 10 NON-PROFIT HOSPITALS (2016-2017)

HOPSITAL SYSTEM HIGHEST FAID DISCLOSED MEDICAR Eli PRIMARY CHARITABLE

NAME STATE REVENLUE NET ASSETS EXECUTIVE MEDICAID PAYMENTS STATE FAYMENTS LOBBYING CONTRIBUTIONS
KAISER FOUNDATION CA 553983623523 £21,117,803,253 510,705,503 513,119,565, 187 $155.021,299 S85T.116

PARTMERS HEALTHCARE MA 512,712,230, 744 $16,695,511,153 54,991,749 425,270,479 556,450 52,148 891,410
UNIVERSITY OF

PITTSBEURGH MEDICAL

CENTER GROUP PA 5132.467.253,360 57,813,980,380 £4,770,955 583,269,913 52248393 567,366,374
MAYD CLINIC MN  511,054,443,065 410,805,288,112 $3,125,886 $52,045,603 51,817,383 $1,097, 370,320
DIGNITY HEALTH A £9,910,610,945 £14,330,863 885 $8,712.814 £3,510,941,256 So62894 51722216 S69,087 306
CLEVELAND CLINIC OH $0,399,062,405 %15,770,696,785 47,662,783 $3,281 898,792 $632,938,419 $743,5981 179,343,927
OCHSNER CLINIC

FOLMNDATION LA £8.405,399,200 5£2.651,225.580 $3,200,%900 S(50,822) ST84,069 £13,699,332
PROVIDENCE

T, JOSERPH HEALTH WA £7.052,5459,601 514,238,634, 539 £5, 265,095 450,080,222 T34 £16,689,112
BANNER HEALTH Al 56,471,.226,738 511,219,408, 293 521,629,920 5213,970,361 5442,147 419,832,207
INTERMOUNTAIN

HEALTHCARE HEALTH

SERMICES INC uT S5,958,046,5659 S10,526,3549,661 51,654,210 51,307,097 S20,456,234

Figure 4. Top 10 Non-Profit Hospitals (2016-2017). Andrzejewski, Adam et al. “Top 82 US Non-Profit Hospitals:
Quantifying Government Payments and Financial Assets.” Open The Books Oversight Report. June 2019.
https://www.openthebooks.com/top-82-us-non-profit-hospitals-quantifying-government-payments-and-financial-
assets--open-the-books-oversight-report/

Figure 5 shows in simple terms that the high-profits also show up in high stock-market returns.
The S&P 500 health sector enjoyed annualized returns of 13% over the past 10 years, the third
highest sector, lagging only behind IT and discretionary consumer products.


https://graphics.wsj.com/table/CEOPAY_slice_Pharma_0606
https://www.openthebooks.com/top-82-us-non-profit-hospitals-quantifying-government-payments-and-financial-assets--open-the-books-oversight-report/
https://www.openthebooks.com/top-82-us-non-profit-hospitals-quantifying-government-payments-and-financial-assets--open-the-books-oversight-report/

Annualized Equity Returns by Sector (S&P 500)
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Figure 5. Annualized Equity Returns by Sector (S&P 500). Source: S&P Dow Jones Indices. “S&P Sectors: US
Equity.” Last updated February 28, 2022. [Accessed 20 March 2022: https://www.spglobal.com/spdji/en/index-
family/equity/us-equity/sp-sectors/#overview|

Another source of high healthcare prices in the US are extremely high administrative costs. As
shown in Figure 6, administrative costs among private health insurers averages around 13% of
total outlays, compared with around 3% for Medicare. According to the OECD estimates in
Figure 7, the US spends around 1.4 percent of GDP, roughly $300 billion a year on
administrative costs, while our peer countries spend less than half of that share of GDP.

Uses of Premium Revenues in Fully Insured Markets, 2010 to 2012
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Figure 6. Uses of Premium Revenues in Fully Insured Markets, 2010 to 2012. Data from: Congressional Budget
Office, using 2010 filings of the Supplemental Health Care Exhibit (National Association of Insurance



Commissioners) and 2011 and 2012 filings of the Medical Loss Ratio Annual Reporting Form (Centers for
Medicare & Medicaid Services). Source: Burns A, Ellis P, et al. “Private Health Insurance Premiums and Federal
Policy,” Congress of the United States Congressional Budget Office Report, February 2016. www.cbo.gov/
publication/51130
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Figure 7. Governance and Administrative Costs as Percent of GDP. Source: OECD.
https://data.oecd.org/health.htm

Shifting to a Universal, Public-Payer, and Price-Regulated system, as in our peer countries,
would save a fortune for Americans. Congressional opponents of public-payer system claim that
such a move would be “unaffordable,” and often cite a 2018 study by Charles Blahous for the the
libertarian-leaning Mercatus Center at George Mason University to that effect.® The Mercatus
Foundation projected that a move to Medicare-for-All (M4A) would add an extra $32.6 trillion
over 10 years (2022-2031) to the federal budget compared with the current baseline. Yet the
Mercatus study also estimated that non-federal outlays, mainly private outlays, would decline by
$34.7 trillion over 10-years, for a net saving in overall health outlays equal to $2.1 trillion. This
is summarized in Table 3 (data are in §$ trillions). In other words, households would save more
by eliminating out-of-pocket payments and private health insurance premia than the government
would raise in revenues to fund the public system. The public system would be cheaper for the
nation, not more expensive.

Table 3. Net Cost Savings Of $2 Trillion in Mercatus Foundation Study

6 Blahous, Charles, “The Costs of a National Single Health-Payer System,” Mercatus Working Paper, July 2018



FEDERAL BUDGET NON-FEDERAL TOTAL NATIONAL

OUTLAYS {MAINLY HEALTH
PRIVATE) EXPENDITURES
CURRENT $21.9 $37.7 $59.7
M4A $54.6 $3.0 $57.6
CHANGE $32.6 -$34.7 -$2.1

Source: Blahous (2018). (Author’s calculations)

There are two more key facts to drive home this crucial point. First, the increased government
revenues would presumably be raised through progressive taxation, i.e., from higher-income
taxpayers. The working-class households would therefore save twice, first in the reduction of
overall health outlays, and second in the shift of financing towards higher-income households.

Second, and at least as important, the overall cost saving should be much more than $2 trillion
over ten years (though $2 trillion in saving over ten years is nothing to ignore). The shift to
M4A should include price regulation, as in every peer country. The US now spends around 20%
of GDP on health outlays, while our peer countries spend 10-12% of GDP because of lower unit
costs. The US healthcare costs under M4A might not fall all the way from 20% of GDP to 12%
of GDP, but it is reasonable to think that the US could get health costs down to 15% of GDP,
higher than in the peer countries, but far lower than today. The savings would then be around
5% of GDP, more than $1.1 trillion at the projected 2022 GDP of $23.7 trillion.

These are simply illustrative numbers. The actual saving would be determined by the detailed
operation of the new system. The most important determinant of saving would be the pricing
regulations introduced into M4A.

Note that the single-state experiments in public financing, such as in Vermont, tell us very little
about what would happen in a federal M4A system. A state like Vermont is a “price taker” of
the exorbitant US healthcare costs. Vermont by itself can’t lower these costs through regulation,
because healthcare providers and pharmaceutical companies would shift operations out of
Vermont. Yet in a federal system, the health providers and drug companies could not shift
operations outside of the US, since those overseas markets are already tightly regulated.

It behooves us to ask why the US sticks with such a miserably broken and unfair system, one that
is literally killing and bankrupting Americans. The answer, alas, is the political power of the
healthcare lobby. As shown in Figure 8, using data from OpenSecrets.Org, the healthcare sector
is the number 1 economic sector in lobbying outlays, having spent an extraordinary $10 billion
on lobbying outlays during the period 1998-2021. The industry is also an extraordinary campaign
funder. In the 2019-2020 federal election cycle, health-sector PACs gave $49.2 million in
campaign spending, divided roughly equally between Democrats and Republicans.’

7 See https://www.opensecrets.org/political-action-committees-pacs/industry-detail/H/2020



Lobbying by Industry ($billion), 1998-2021
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Figure 8. Lobbying by Industry ($billion), 1998-2021. Based on data released by the Federal Election
Commission on March 22, 2021. Source: OpenSecrets.org [Accessed March 29, 2022:
https://www.opensecrets.org/political-action-committees-pacs/industry-detail/H/2020]



