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Health Care Quality Issues
Need Actuarial Input
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uality in health care has come to the
forefront in recent years, especially
since the Institute of Medicine’s seminal
works “To Err is Human: Building a Safer Health
System” in 1999 and followed by “Crossing the
Quality Chasm: A New Health System for the
21st Century” in 2001. Many health care
providers and administrators have taken this call
to heart by learning quality improvement techniques, such as Six Sigma. The error rates, or lack
of quality in health care, profoundly affect healthcare and insurance costs. There aren’t many
industries that will pay a vendor to do something, and if a mistake is made, pay them more
(sometimes much more) to fix it. Now Medicare
and other payers are beginning to consider quality in the insurance reimbursement.
With this background in mind, I recently
attended the Sixth Annual Quality Colloquium at
Harvard representing the Health Section Council.
Some of what I learned is outlined below.
At this time there is a significant need for
expertise in measuring the impact of the quality
problems and the potential cost impact of fixing
them. In addition to the need for measurement
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expertise, there are other hurdles to making positive changes, including data limitations and
inertia. One major problem is the current insurance reimbursement structures. Providers have
found that when they reduce errors and improve
quality, costs are often reduced, but unfortunately
sometimes revenues are reduced by an even
greater amount because of the indirect relationship between costs and revenues. This presents a
dilemma to providers, and points for the need for
both the insurance industry and the actuarial
profession to take a proactive role to help overcome these hurdles. This needs to be a win-win
situation for all sides.
To put the medical error rates into perspective,
some comparisons were made to the nuclear
power and aerospace industries. Error rates in
medical care are at the magnitude of 10 -1 to 10-2,
whereas nuclear and aerospace error rates are in
the magnitude of 10 -5 to 10-6. The higher rate in
health care would be the equivalent of crashing a
jumbo jet every week—killing everyone on board.
The kinds of errors that occur are many,
including among others:
• Wrong dosages
• Wrong procedures
• Wrong patients
• Wrong drugs
• Hospital acquired infections
• Procedure errors
• Process and timing
• Patient falls
These errors all add up and contribute to the
increased cost of health care. Many of these problems can be significantly improved within the
existing health care infrastructure, but others may
require new construction with larger room sizes
and other infrastructure improvements. Such
construction can improve patient lifting (which
causes accidents and worker ’s compensation
claims by hospital workers) and reduced patient
falls, as well as reducing infection rates.

H EALTH C ARE Q UALITY I SSUES N EED A CTUARIAL

Fortunately, estimates show that future operating
cost reductions are substantially in excess of the
added capital costs.
There is a severe lack of good estimates of the
cost implications of the poor quality of health
care, and the potential impact of improvements.
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The insurance industry appears to have low visibility in becoming involved in the quality
improvement initiatives. However, now is the
time to be proactive and for the insurance industry and actuarial profession to assume an active
role and increase the momentum for improving
quality in health care. h

Cost of Paper to Print SOA Research
Report: $0.17
New Health Research Ideas:
Priceless
The SOA Health Section Council is seeking new research ideas or proposals on a
health-related topic for potential funding. The Council has a dedicated annual budget
to fund research projects that benefit health actuaries. You can submit a proposal or
idea at any time. Proposals are chosen among those submitted for funding based on
their relevance to health actuaries and available budget. Examples of prior studies
funded include the newly released report on the commercially available Risk
Adjusters and the Impact of Medicare Part D on Drug Costs study. Here's an opportunity for you to advance the profession and potentially uncover new knowledge!!
For more details on how to submit a proposal and the selection process, please contact
Steven Siegel, SOA research actuary, at ssiegel@soa.org.
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