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Medical costs continue to rise faster than the gross domes-
tic product (GDP). There has been no fix to the individ-
ual markets under the Patient Protection and Affordable 

Care Act (ACA) of 2010, and the underinsured rate, if not the 
uninsured rate, has risen.1 Some people are now suggesting that 
it would simply be better to cover “everyone” in a “single-payer 
system.” But what is meant by a single-payer system? What are 
the pros and cons of such a system, and how could it be made to 
work in the United States? And who is everyone?2

SINGLE-PAYER SYSTEM
The user of this term usually expects the federal (or state) gov-
ernment to finance health insurance coverage for all residents. 
The government is both the payer of claims and the insurer 
(i.e., the risk-taker). Despite the rhetoric, Canada and Taiwan 
are the only two industrialized countries with this type of sys-
tem, although in Canada, each providence is a separate payer.3

Is a single-payer system “socialized medicine”? No; neither 
Canada nor Taiwan are examples of socialized medicine, as their 
governments do not own the hospitals and other facilities, nor 
do they employ the physicians and other providers. In the Unit-
ed Kingdom, the National Health Service (NHS) is funded by 
the government, but NHS—not the government—owns the fa-
cilities and employs the providers. This is an example of “social-
ized medicine.” In the U.S., the Veterans Health Administration 
is another example of socialized medicine. 

Sometimes people mistakenly refer to a “single-payer system 
like Medicare.” But the federal government is not the single pay-
er or risk-taker. Only traditional Medicare (Parts A and B) can 
be considered a single-payer system, although the actual pay-
ments and benefit decisions are made by private administrators 
under contracts with the government. Over one-third of Medi-
care beneficiaries have Medicare Advantage (MA) plans through 

private insurers who pay the benefits and take risk in place of tra-
ditional Medicare.4  In addition, the entire retail prescription drug 
component of Medicare (Part D) is insured by private payers.

Fifteen years ago, Medicaid could be considered a single-payer 
system in each state. But today, 69 percent of Medicaid members 
have comprehensive coverage with private managed care plans.5 

States have found that they can pay insurers less than they were 
paying for fee-for-service and require insurers to meet quality 
standards the states never had.

Do not confuse funding with risk-taking. Part D plans receive 
per capita payments along with reinsurance and low-income 
subsidies from the federal government. These payments come 
out of general taxes along with insureds’ monthly premium pay-
ments. Part A is funded from payroll taxes, while Part B is fund-
ed by general taxes and insureds’ premium payments. Medicaid 
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also ration care, as access, quality and affordability all vary based 
on income, geography and race.

COST SAVINGS
In a single-payer system, there are administrative cost savings 
but not necessarily medical cost savings. 

Administrative Savings
There certainly would be cost savings in administering a single- 
payer system. Currently, every insurer negotiates payment rates 
with every type of health care provider, and every provider tries 
to strike the best deal with insurers. Every insurer has different 
procedures, even if the claim forms are uniform. Clearly, there 
would be savings if all providers had to follow one payer’s rules. 
But who would set the providers’ payment rates and rules? We 
will discuss this topic further in the next section.

Some argue that there would be additional savings from the 
profits that insurers make. But health insurers’ profits as a 
percentage of revenue are lower than that of most industries,13 
and sometimes they lose money as in the individual market 
under ACA. Any insurer, including a nonprofit insurer, needs 
to have margin to operate a financially viable risk program. 
A government-run plan would need some margin as well, and, 
as will be explained further, the government will have to hire 
administrators to manage insureds and providers. 

Some point to traditional Medicare’s low administrative costs 
compared to private insurers (as a percentage of claims paid) as 
an example of savings we could expect in a single-payer system. 
But this analysis is too simplistic. Medicare’s administrative costs 
are misleadingly low for several reasons. The most important 
one is that Medicare’s administrators exercise very little over-
sight over the quantity or medical necessity of claims submit-
ted for payment. There is evidence among private insurers that 
higher administrative costs can produce lower total costs.

Unlike private insurers, Medicare does not employ nurses, phy-
sicians, pharmacists or social workers who provide services di-
rectly to beneficiaries and providers to: 

• Coordinate care, especially for those with complex conditions 
• Encourage preventive care 
• Monitor drug utilization 
• Reduce unnecessary hospital stays and duplicative tests 

Private insurers incur these additional expenses to keep mem-
bers healthier, reduce unnecessary care and reduce total medical 
expenses without reducing quality.14

An indication of the proof of this statement is the fact that MA 
plans’ bids to provide Part A and Part B are less than traditional 
Medicare benchmark rates in most parts of the country while 
also meeting dozens of quality measures.15 I refer to Medicare 
because one can compare the single-payer features and results of 

funding is shared between federal and state taxes with the for-
mer now covering a majority of the costs in each state.6

UNIVERSAL HEALTH CARE
Often, the term single payer is used when what is meant is “uni-
versal health care.” As defined by the World Health Organiza-
tion, a universal health care (UHC) system provides all people 
with access to needed health services in sufficient quality to be 
effective without exposing the user to financial hardship.7 

A single-payer system is only one type of UHC. Most countries’ 
systems fall in one of two broad categories:

• Insurance mandates. All citizens must purchase standard 
minimum coverage from private insurers (usually nonprof-
it) or a public option. Often there is no underwriting, and 
subsidies exist for low-income families. Examples include 
Switzerland, Germany, Japan and the Netherlands.

• A combination of single-payer and private insurance. 
Examples are the U.K., France, Singapore and Sweden. 

It is important to note that the U.S. is the only industrialized coun-
try in the world without a UHC system. Meanwhile, it spends about 
18 percent of GDP on health care,8 while Switzerland spends 
about 12 percent, and countries like Germany, France, Sweden, 
Japan and Canada spend about 11 percent.9

PROS AND CONS OF SINGLE-PAYER 
SYSTEM VERSUS OTHER UHC
Compared to the other 35 Organization for Economic Co- 
operation and Development (OECD) countries, U.S. health 
care is the most costly per capita. In 2018, the U.S. spent about 
$10,600 per person. The next highest country was Switzerland 
at $7,300, and the average OECD country spent $4,000.10 The 
cause is not a mystery: Studies show that the unit cost of health care 
is simply greater in the U.S than in other countries.11

However, despite spending more, the U.S. ranks quite low com-
pared to other OECD countries on certain quality-of-life mea-
sures, such as life expectancy at birth and infant mortality rate. 
On the other hand, it has some of the best acute care in the 
world, excelling, for example, in cancer care. We also rank high 
in innovation and patient-centered care.12

Other countries achieve better public health outcomes, but it 
cannot all be attributed to their health care spending as many 
countries have more generous spending for social services. This 
is not a minor point, though, and one the U.S. can emulate con-
sidering that social and medical needs are intertwined, especial-
ly for the most complex cases. As a result, many countries have 
higher general tax rates than the U.S. The main disadvantage 
often cited for other countries’ systems are delays in access to 
routine procedures and fixed budgets that lead to rationing of 
care. Of course, an argument can be made that in the U.S., we 
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Medicare and traditional Medicaid has shown that simply hav-
ing the centralized power to set providers’ rates is not sufficient 
to control the growth of health care costs. As shown by private 
insurers in both Medicare and Medicaid, there needs to be some 
control over utilization as well. 

Option 3 would be nirvana. With chronic disease accounting for 
90 percent of health care costs,17 I have heard estimates that as 
much as 50 percent of medical expenses could be saved if Amer-
icans would take better care of themselves no matter what their 
current health condition is. While we should encourage Option 
3, we cannot rely on it to happen by itself.

That leaves Option 4. The misplaced incentives of fee-for-service 
medicine are well known. Medicare and private insurers recog-
nized this long ago and revised the way hospitals and other facil-
ities are paid. On the other hand, there are documented success-
ful arrangements that have been shown to reduce medical trend 
rates while increasing quality. These include medical homes, 
accountable care organizations, global capitation arrangements, 
and other types of programs that encourage physicians/hospi-
tals/members to seek the most efficient care.18

To be successful in administering a health insurance program 
for the entire country, a single insurer would need many of these 
same resources as private insurers employ today. These include 
membership, claims and customer care professionals; analysts 
and actuaries; pharmacists, physicians and nurses; and manage-
ment personnel.

A POSSIBLE FUTURE FOR U.S. HEALTH CARE SYSTEM
Taking all these arguments into account, I suggest a possible future 
single-payer alternative would designate the federal government as 
the single payer and insurer, using Option 4, but the government 
would bid out the management of the health system to private com-
panies who would perform the functions that private insurers do 
now for a fixed fee. These firms would be responsible for:

• Providing administrative services to beneficiaries and 
providers 

• Coordinating beneficiaries’ care 

• Designing incentive systems for providers to deliver quality 
care in the most efficient manner 

• Developing incentive systems for members to take better 
care of themselves 

The winning bidders would have targets for cost and quality and 
would compete for the business in various geographical areas. If 
they exceed these targets, bonuses may be payable. This propos-
al has not been discussed broadly, but it seems to be the only way 
to have a single-payer system that saves some administrative ex-
penses while retaining control over quality and cost of services. 

traditional Medicare with private payers under MA. But Medi-
care covers only 14 percent of the U.S. population. Employers 
cover 49 percent of the population, Medicaid 21 percent, and 
just 6.6 percent have individual insurance.16 Fortunately, these 
same utilization and engagement techniques are used by private 
insurers to reduce health care trend rates in Medicaid, individ-
ual and employer-sponsored plans as well. Unfortunately, these 
efforts do not apply uniformly throughout the country or to all 
providers and all insureds. As a result, medical costs continue to 
grow faster than GDP, which brings us to medical cost savings. 

Medical Cost Savings 
Administrative savings would not be the reason to cover every-
one under a single-payer system. The focus on savings must be 
on the 85–90 percent of the dollars that go to cover medical 
expenses. Recall that we said that in the U.S. we pay more per 
service.

There are only a few ways to reduce the growth in medical costs 
under a UHC:

1. Establish a global budget. Once the funds are used up, 
presumably, private insurance or out-of-pocket funds are 
used to cover additional medical needs.

2. Lower fee-for-service payments. This would apply to all 
types of health care providers and cap annual increases. 

3. Rely on everyone to take better care of themselves. The 
entire population should stop smoking; lose weight by eat-
ing healthier foods and in moderation; get more physical 
exercise; drink less alcohol; get required preventive care, 
prenatal care and follow-up care; fill prescriptions and use 
the required amount; have access to good nutrition and so-
cial services as needed; and so on.

4. Move off a fee-for-service payment system. On a nation-
al basis, as much as possible, use the best practices to de-
velop beneficial provider-insurer-member relationships that 
reward efficient, quality care. 

Option 1 is probably a nonstarter as it could lead to care ra-
tioning and long waits for care.

Option 2 would obviously have an immediate cost effect, but 
it would not be a long-term or even a short-term solution. In 
traditional Medicare, the government sets the methodology and 
scale for determining payment, which many providers find to be 
insufficient. Medicaid payments to providers are set at even low-
er levels. As a result, providers require higher payments from 
private insurers and employers, although they may follow Medi-
care’s methodology. 

While there needs to be some adjustments in how various pro-
viders and drug companies are paid, the history of traditional 
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After all, historically, the government has not made concurrent 
medical decisions directly with patients or providers.

But as we have observed, most countries have a universal health 
care system that avoids a single payer. Why not move to a sys-
tem that is closer to what we have and has been found to be 
successful in other industrialized countries? To save administra-
tive costs and burden, it would still make sense to have a single- 
payment system for providers; in effect, have a single payer but 
not a single risk-taker. Insurers would compete on efficiency and 
on the services and support they give to members and providers. 
There needs to be a strong mandate for everyone to purchase 
coverage with sufficient premium and benefit subsidies so that ev-
eryone could afford coverage. Insurers would need protection in 
the form of a national risk adjustment, like in the MA program, 
and a national reinsurance program. 

Indeed, these four elements are what has made Part D a success-
ful program with fairly constant premiums. If we had a consen-
sus in the U.S. to incorporate those four features into one indi-
vidual market (instead of the four we have now) and combine 
it with Medicaid (since members regularly move in and out of 
qualifying), we could probably achieve universal health care cov-
erage. However, we would still need to adopt a single-payment 
system and Options 3 and 4 on a national basis to reduce the 
trend in medical costs. n

Roy Goldman, Ph.D., FSA, CERA, MAAA, is a 
“retired” actuarial executive and 2019–2020 
president-elect of the SOA. He can be reached at 
roygo@earthlink.net.

ENDNOTES 

1  Collins, Sara R., Herman K. Bhupal, and Michelle M. Doty. 2019. Health Insurance Coverage 
Eight Years After the ACA: Fewer Uninsured Americans and Shorter Coverage Gaps, But 
More Underinsured. The Commonwealth Fund. Feb. 7. https://www.commonwealthfund.
org/publications/issue-briefs/2019/feb/health-insurance-coverage-eight-years-after-aca.

2  For the purposes of this paper, assume that all residents would be covered and that 
covered benefits include the essential benefits under ACA with some cost sharing 
(say, 85 percent actuarial value) and an out-of-pocket maximum. 

3  Rovner, Julie. 2016. Debate Sharpens Over Single-Payer Health Care, But What is 
it Exactly? NPR. Jan. 22. https://www.npr.org/sections/health-shots/2016/01/22/ 
463976098/debate-sharpens-over-single-payer-health-care-but-what-is-it-exactly.

4  Jacobson, Gretchen, Anthony Damico and Tricia Neuman. 2018. A Dozen Facts About 
Medicare Advantage. Henry J. Kaiser Family Foundation. Nov. 13. https://www.kff.org/
medicare/issue-brief/a-dozen-facts-about-medicare-advantage/.

5  Rudowitz, Robin, Rachel Garfield and Elizabeth Hinton. 2019. 10 Things to Know  
About Medicaid: Setting the Facts Straight. Henry J. Kaiser Family Foundation.  
Mar. 6. https://www.kff.org/medicaid/issue-brief/10-things-to-know-about- 
medicaid-setting-the-facts-straight/.

6  Ibid.

7  World Health Organization (WHO). Universal Health Coverage and Health Financ-
ing. Accessed Aug. 11, 2019. https://www.who.int/health_financing/universal_ 
coverage_definition/en/. See also Tikkanen, Roose. 2019. Variations on a Theme: 
A Look at Universal Health Coverage in Eight Countries. The Commonwealth 
Fund. Mar. 22. https://www.commonwealthfund.org/blog/2019/universal-health- 
coverage-eight-countries.

8  Centers for Medicare & Medicaid Services (CMS). National Health Expenditure Data: 
Historical. Accessed Aug. 11, 2019. https://www.cms.gov/research-statistics-data-and- 
systems/statistics-trends-and-reports/nationalhealthexpenddata/.

9  Organization for Economic Cooperation and Development (OECD). Health Spending. 
Accessed Aug. 11, 2019. https://data.oecd.org/healthres/health-spending.htm. This 
site has the U.S. at 16.9 percent instead of 17.9 percent as per CMS.

10   Ibid.

11  Dieleman, Joseph L., Ellen Squires, Anthony L. Bui, et. al. 2017. Factors Associat-
ed With Increases in US Health Care Spending, 1996–2013. Journal of the Amer-
ican Medical Association 318, no. 17. https://jamanetwork.com/journals/jama/ 
fullarticle/2661579, as referenced in Frakt, Austin, and Aaron E. Carroll. 2018. Why 
the U.S. Spends So Much More Than Other Nations on Health Care. New York Times. 
Jan.2.https://www.nytimes.com/2018/01/02/upshot/us-health-care-expensive- 
country-comparison.html?searchResultPosition=1. See also Meyer, Harris. 2018. 
Why Does the U.S. Spend So Much More on Healthcare? It’s the Prices. Modern 
Healthcare. Apr. 7. https://www.modernhealthcare.com/article/20180407/NEWS/ 
180409939/why-does-the-u-s-spend-so-much-more-on-healthcare-it-s-the- 
prices.

12 Supra note 9.

13  See Margins by Sector (U.S.), New York University, http://pages.stern.nyu.edu/ 
~adamodar/New_Home_Page/datafile/margin.html for a comparison of net margins. 
Health insurers are included under Healthcare Support Services. See also Where 
Does Your Health Care Dollar Go?, AHIP, https://www.ahip.org/health-care-dollar/ 
for a breakdown of health insurance premium dollar and Norris, Louise. 2019. Are 
Health Insurance Companies Making Unreasonable Profits? Very Well Health, May 
22, https://www.verywellhealth.com/health-insurance-companies-unreasonable 
-profits-1738941 for a discussion on limits on health insurers’ profits

14  See, for example, Newhouse, Joseph P., and Thomas G. McGuire. 2014. How Suc-
cessful is Medicare Advantage? The Milbank Quarterly 92, no. 2, 351–94, and the 
many sources referenced regarding the “spillover effect.” Indeed, in Levin, Michael, 
and Melinda Buntin. 2013. Why Has Growth in Spending for Fee-for-Service Medicare 
Slowed? Congressional Budget Office working paper, one of the reasons given for the 
slower five-year growth in traditional Medicare costs was the positive effect Medicare 
Advantage had on physicians’ practices. Also, see Johnson, Garret, Jose F. Figeroa, 
Xiner Zhou, E. John Orav and Ashish K. Jha. 2016. Recent Growth in Medicare Advan-
tage Enrollment Associated with Decreased Fee-For-Service Spending in Certain US 
Counties. Health Affairs 5, no. 9, 1707–15.

15  The savings (called “rebates”) are used to provide additional benefits, thus sparing in-
sureds the need to purchase a costly Medicare supplement plan and, often, a separate 
Part D plan as well. MA plans earn additional rebates when they exceed various quality 
measures.

16  About 1.5 percent are covered under other public programs, such as the Federal 
Employees Health Benefits Program (FEHBP), and 9 percent of the population is un-
insured. The population in 2017 was 371 million. Henry J. Kaiser Family Foundation. 
Health Insurance Coverage of the Total Population, Timeframe 2017. Accessed Aug. 
11, 2019. https://www.kff.org/other/state-indicator/total-population.

17  Centers for Disease Control and Prevention. Health and Economic Costs of Chronic Diseases. 
Accessed Aug. 11, 2019. https://www.cdc.gov/chronicdisease/about/costs/index.htm.

18  Many papers could be cited here. See, for example the recent study of payer-provider 
relationships by the Alliance of Community Health Plans as discussed in Connolly, 
Cici, and Connie Hwang. 2019. New Research Shows How Payer-Provider Partnerships 
Can Accelerate Adoption of Evidence-Based Care. NEJM Catalyst. June 29. https://
catalyst.nejm.org/payer-provider-partnerships-health-plan. See also Castellucci, Ma-
ria, and Virgil Dickson. 2018. Medicare ACOs Saved CMS $314 Million in 2017. Mod-
ern Healthcare, Aug. 30; Enthoven, Alain. 2017. Single Payer is not the Solution to the 
Problem of Uninsured Americans. Health Affairs blog, Oct. 20; Maeng, Daniel D., James 
M. Pitcavage, Janet Tomcavage and Steven R. Steinhubl. 2013. Can Health Insurance 
Improve Employee Health Outcome and Reduce Cost? Journal of Occupational and 
Environmental Medicine 55, no. 11; Lee, Thomas H., Albert Bothe and Glenn D. Steele. 
2012. How Geisinger Structures its Physicians’ Compensation to Support Improve-
ments in Quality, Efficiency, and Volume. Health Affairs, September; Gilfillan, Richard 
J., et.al. 2010. Value and the Medical Home: Effects of Transformed Primary Care. The 
American Journal of Managed Care 16, no. 8, 607–14.

https://www.commonwealthfund.org/publications/issue-briefs/2019/feb/health-insurance-coverage-eight-years-after-aca
https://www.commonwealthfund.org/publications/issue-briefs/2019/feb/health-insurance-coverage-eight-years-after-aca
https://www.npr.org/sections/health-shots/2016/01/22/463976098/debate-sharpens-over-single-payer-health-care-but-what-is-it-exactly
https://www.npr.org/sections/health-shots/2016/01/22/463976098/debate-sharpens-over-single-payer-health-care-but-what-is-it-exactly
https://www.kff.org/medicare/issue-brief/a-dozen-facts-about-medicare-advantage/
https://www.kff.org/medicare/issue-brief/a-dozen-facts-about-medicare-advantage/
https://www.kff.org/medicaid/issue-brief/10-things-to-know-about-medicaid-setting-the-facts-straight/
https://www.kff.org/medicaid/issue-brief/10-things-to-know-about-medicaid-setting-the-facts-straight/
https://www.who.int/health_financing/universal_coverage_definition/en/
https://www.who.int/health_financing/universal_coverage_definition/en/
https://www.commonwealthfund.org/blog/2019/universal-health-coverage-eight-countries
https://www.commonwealthfund.org/blog/2019/universal-health-coverage-eight-countries
https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-reports/nationalhealthexpenddata/
https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-reports/nationalhealthexpenddata/
https://data.oecd.org/healthres/health-spending.htm
https://jamanetwork.com/journals/jama/fullarticle/2661579
https://jamanetwork.com/journals/jama/fullarticle/2661579
https://www.nytimes.com/2018/01/02/upshot/us-health-care-expensive-country-comparison.html?searchResultPosition=1
https://www.nytimes.com/2018/01/02/upshot/us-health-care-expensive-country-comparison.html?searchResultPosition=1
https://www.modernhealthcare.com/article/20180407/NEWS/180409939/why-does-the-u-s-spend-so-much-more-on-healthcare-it-s-the-prices
https://www.modernhealthcare.com/article/20180407/NEWS/180409939/why-does-the-u-s-spend-so-much-more-on-healthcare-it-s-the-prices
https://www.modernhealthcare.com/article/20180407/NEWS/180409939/why-does-the-u-s-spend-so-much-more-on-healthcare-it-s-the-prices
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/margin.html
http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/margin.html
https://www.ahip.org/health-care-dollar/
https://www.verywellhealth.com/health-insurance-companies-unreasonable-profits-1738941
https://www.verywellhealth.com/health-insurance-companies-unreasonable-profits-1738941
https://www.kff.org/other/state-indicator/total-population
https://www.cdc.gov/chronicdisease/about/costs/index.htm
https://catalyst.nejm.org/payer-provider-partnerships-health-plan
https://catalyst.nejm.org/payer-provider-partnerships-health-plan

