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Addressing cost and
affordability

By the numbers:

3.3 billion—the number of people who live in countries that spend more on debt service than on health
and education’

47%—the percentage of health care providers who say access is worse than it has been during the past
two years?

US$12,500—the amount per capita that the US spends on health care?

80 years—the average life expectancy in Belgium, Denmark, and Finland, driving a growing need for long-
term care®®




The cost of health care continues to define the quality,
access, and affordability of health services worldwide.
The effects of the COVID-19 pandemic increased costs
in areas such as staffing, but it also increased a focus
on affordability and access. Countries are confronting
higher costs as inflation increases the price of drugs,
consumables, and other materials. In addition, the
pandemic created a backlog of demand that increased
pressure on funding, and, as a result, prioritization

of care. Providers increasingly are considering more
affordable and efficient models for access, some of
which are being delivered through technology and
other innovations.

For most countries, the average cost of health care per
citizen has risen since 2020. The US had the highest
health expenditure per capita, rising 6% to more than
US$12,500 in 2022 from 2020—the equivalent of 17%
of the country's gross domestic product (GDP). The

US spends significantly more of its GDP on health
costs than any other country—for example Belgium,
Denmark, or Finland, which spend about 2% of their
GDP on health care. US health care costs are expected
to rise another 36%, to more than US$17,000 per
capita by 2027.78

While countries such as Italy and Egypt saw per-capita
costs fall as the pandemic subsides, their health
expenditures resumed an upward trajectory beginning
this year.

Infant mortality can serve as a barometer of a
country's overall health. For every 1% increase in health
expenditure, infant mortality decreases by 0.2% to
1.5%. South Africa, for example, spends US$524 on
health per capita, and has an infant mortality of 24 per
1,000 births. In contrast, Japan has US$3,951 in health
expenditure per capita and 1.9 infant deaths per 1,000
births. The US is the outlier, with health expenditures
of more than US$12,500 per capita and infant mortality
of 5.1 deaths per 1,000 births.’
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Some developed countries such as the US, Canada,
and the UK are facing rising health labor costs driven,
in part, by worker shortages and reliance on contract
staffing firms that often raise prices in the face of
surging demand. Pay increases for clinicians has not
kept up with inflation, and productivity remains below
pre-pandemic levels, adding to margin pressure among
providers. The conflict between margin and labor costs
is particularly acute in the US, which relies heavily on
private health care providers.”©

In the US, hospital costs per patient increased by
22.5% from before the pandemic, and a US hospital
association found that the biggest percentage of that
increase related to an almost 25% rise in labor costs.
More than 5 million US medical workers left their jobs
during the pandemic, causing industrywide staffing
shortages and adding to the pressure on workers who
remained in their jobs."

The increased demand has led to higher costs as
providers compete for a smaller number of qualified
professionals. Skilled nursing facilities offer an example
of how this affects the cost of care. Full-time employees
in skilled nursing facilities decreased by 18%, but labor
costs still increased 30.8%."

While the cost of care in the US is more pronounced
because of its private health care system, other
countries also face increases in labor costs. Canada,
for example, saw physician spending rise by almost
11% and 6.5% in 2021 and 2022, respectively. Physician
costs are now the second-largest portion of all health
spending in Canada.”

Among the nurses who faced burnout and left
Canada’s health care sector in large numbers, many are
coming back through private firms. This is costing the
public system millions of dollars annually." Toronto's
University Health Network, for example, spent C$6.74
million on nursing agencies in its 2022 fiscal year, a
significant increase from the C$776,000 it paid in
2021



In the UK, health care staff costs were £66.2 billion,

or 45.2% of the total National Health Service (NHS)
budget. NHS recently agreed to a pay increase of more
than 10% for first-year doctors in training.'®

Since 2019, NHS has increased its reliance on staffing
companies, which have seen their earnings increase
tenfold. Medacs Healthcare, a leading health care
staffing agency, recorded an 80% increase in sales to
£160.9 million, between 2019 and 202118

While higher labor costs are a major factor in rising
health care costs, widespread inflation has also played
arole.
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In the US, the highest inflation in 40 years compounded
health care prices that historically have increased
faster than rest of the economy. Health insurance
premiums rose 28% in 2022 from a year earlier, more
than triple the rate of inflation at the time, raising
questions about how many consumers will now be able
to afford health care.

A 2022 Deloitte US survey found 28% of consumers,
or roughly 72 million US adults, feel less prepared to
pay for unexpected medical costs than they did the

previous year (Figure 1).

Figure 1: Inflation is the No. 1 reason that nearly one in three people feel less prepared to handle health care

costs in the US

Do you feel less prepared to handle health care costs compared to one year ago? If so, why do you feel less prepared?

(Respondents selected all that applied)

OF THOSE RESPONDENTS

13% 110st my job

33% My household income
decreased

53% 1 have less money in savings

28%
OF US CONSUMERS

feel less prepared than
last year to handle an
unexpected medical
emergency with
out-of-pocket costs of
at least US$500.

75% Inflation has made all
my expenses go up

Note: N = 2,005.
Source: Deloitte 2022 Pulse Survey of US Consumers.



Europe has traditionally seen smaller increases in
health care costs, but it is not immune to the global
trends. The cost of care across the continent was
expected to rise 8.6% in 2023, compared with 5.6%
in 2021. In Latin America, inflation contributed to an
estimated 18.9% increase in 2023, while health care
costs rose 11.5% in the Middle East and Africa and
10.2% in Asia.?°

In the US, costs are also affected by intermediaries
such as insurers, drug distributors, and pharmacy
benefit managers. In 2022, the combined revenue from
the nine biggest intermediaries accounted for almost
45% of US health care costs, compared with 25% in
2013.2" Government limits on how much revenue
insurers can collect from premiums has driven them

to acquire heath care providers, where the limits don't
apply. While the emerging vertical system can offer cost
benefits, it also raises some concern that companies
may raise prices with impunity or that doctors may

be encouraged to provide the cheapest treatments to
some patients.?

While workforce expenses are a major driver of rising
health costs, other factors also contribute. The cost
of maintaining care facilities is one factor. Germany is
closing smaller hospitals in rural areas/communities
in favor of clinics that provide basic care. Patients who
need more specialized care would be sent to larger
hospitals that offer a broader range of services.?

Aging populations increase demand for long-term
care, and with longer life comes an increase in age-
related diseases such as cancer and Alzheimer’s,

all of which contribute to rising health care costs.
Belgium, Denmark, and Finland, where the average

life expectancy is about 80 years, face a growing need
for long-term care to treat chronic disease.?* They are
among the few OECD countries that spent about 2% of
their GDP on long-term care.?®

As the costs of long-term care increase, countries
are adopting different funding models to cover the
expenses. Germany and Japan finance long-term care
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through social insurance, while the UK, Canada, and
Australia use a means-tested system. France employs
a hybrid approach that combines income-adjusted
universal coverage and private insurance.?®

The US relies on a combination of public and private
funding, including out-of-pocket expenses paid by the
patient. Most funding, about US$230 billion, comes
from Medicaid and other public insurance sources
such as the Veterans Health Administration and the
Children’s Health Insurance Program.?’

Health care organizations globally are beginning to
implement innovative technologies such as virtual
wards and Al-enabled diagnostic tools to reduce

costs of age-related care. In the US, for example, the
Virginia Health System implemented a hospital-at-
home program to deliver remote care for patients
needing acute care.?® The program saves an average of
US$3,000 per patient visit, or more than US$4 million
annually for the average hospital.??

In the UK, the Medway NHS Foundation Trust, which
operates a hospital in Gillingham, uses remote
monitoring technology for an elastomeric pump, a
device for administering chemotherapy drugs. The
pump allowed patients to receive treatment at home,
saving approximately 496 hospital bed days in the first
10 months of use, saving almost US$200,000.°

Providers also are investing in technology to accelerate
diagnoses and reduce treatment costs for chronic
diseases. The China Medical University Hospital in
Taiwan deployed an intelligent microbial system

into clinical practice in 2022. The Al tool identified a
disease-causing pathogen in lab samples in as little as
one hour, compared with 72 hours for standard tests.
The tool reduced antibiotic costs by 25% and patient
mortality.!

The Sheba Medical Center in Tel Aviv is using an Al

tool that quickly diagnoses heart-related issues. Using
a portable ultrasound probe and a computer tablet,
treatment costs between US$2,500 to US$6,000—far
less than the cost of an echocardiography machine and
reducing the need for specialty consultation only for
extremely complicated cases.*



Access to care is linked to affordability

While higher costs reduce affordability of care,
affordability can also reflect the level of investment in
health and health systems. As public debt has risen—
reaching a record US$92 trillion in 2022—developing
countries increasingly are spending more to pay
interest on their debts than they are on health care and
education. The number of countries facing high debt
levels rose to 59 in 2022 from 22 in 2011, and about
3.3 billion people, or roughly half of humanity, now live
in countries where health care investment has taken

a back seat to debt service. This holds true for some
developing nations across Africa, Latin America, and
Asia (excluding China).®

In many low-income countries, as few as one in
seven individuals received all doses of the COVID-19
vaccination. That compares with about three out of
four in high-income countries.**

To improve access in developing regions, organizations
are stepping up efforts to improve the availability of
medical supplies and treatments in developing regions.
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The ADB, through the Rwanda Innovation Fund, for
example, is working with health tech firm Viebeg
Technologies to expand access to affordable health
care across Central and East Africa. The program allows
health care institutions to stock medical supplies using
Al to oversee shipping to warehousing, distribution,
and inventory control. Using the platform, health care
providers can connect directly with manufacturers,
eliminating brokers and middlemen, and generating
savings of as much as 40% for customers.*

Even in wealthy countries efforts to improve access to
care have at times fallen short. Forty-seven percent of
providers in a recent Experian survey said they believe
access to care is worse than it was in 2020. This may
reflect providers' frustration that their investments in
improving information intake, reducing cancellations,
boosting patient volumes, and increasing up-front
collections have so far fallen short of expectations.®

Recent research by Deloitte US indicates that health
care inequalities in the US cost the country roughly
US$320 billion annually. If these gaps are not bridged,
that amount may increase to US$1 trillion or more by
2040% (Figure 2).

Figure 2: Modeling the cost of US health inequalities in 2040

Cost of inequities today

US$320 billion

We initially focused on a set of
disease states to establish a
baseline for the costs potentially
attributed to inequities and bias

Note: All values are in US dollars.

Sources: Deloitte analysis.

Expected changes in population
demographics, cost of care, and
per capita spending

e >

Cost of inequities in 2040
US$1 trillion

Using the assumptions from these
disease states and disparities
research, we extrapolated to all
other disease states



In Europe, large investments in staffing have led to an
increase in headcount, but there is a lag in productivity
given higher wages, and increased investment in
technology that has yet to pay off.3®

Politically, though, governments are reluctant to raise
taxes amid high inflation and recession concerns.

In the UK, for example, the NHS has embarked on a
systemwide savings and efficiency drive that includes
leveraging technology more aggressively, centralizing
procurement, back-office functions, and reducing costs
in agency nursing shifts.

Worldwide, providers are working to address inequities
that inhibit access to and affordability of care. Steps
include:

* Collaborating to influence multiagency action, such as
with integrated care systems

Leveraging their position as an anchor institution in
their vicinity or community

Conducting quality improvement programs focused
on health equity

Promoting targeting of health care delivery to meet
regional needs and explicitly aim to lessen health
care inequalities

Integrating health equity-focused approaches
through advocates across initiatives

In the US, the Centers for Medicare and Medicaid
Services (CMS) recently announced a framework

for enhancing health outcomes for recipients of
Medicare; Medicaid; CHIP; and the Health Insurance
Marketplaces. The 10-year plan includes collecting
standardized data, assessments, and addressing the
root causes of health inequities; building workforce
capacities to reduce health care disparities; providing
culturally tailored services; and increasing forms of
accessibility to health care coverage.*
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Meanwhile, the NHS has developed multiple strategies
to promote health equity in the UK, including programs
that foster collaboration among stakeholders and

data monitoring over a dashboard. It is collaborating
with other programs to improve access for the 20%

of the population identified as the most deprived,
according to the National Index of Multiple Deprivation.
The program focuses on clinical areas that include
maternity, mental illness, chronic respiratory disease,
early cancer diagnosis, and hypertension and lipid
management.*

In September 2023, the Pan American Health
Organization (PAHO) signed an agreement to promote
equitable access to medical diagnostic tests in Latin
America and the Caribbean. The partnership will focus
on expanding timely access of cost-effective medical
diagnostic tests and promote early diagnosis of
diseases.*

Medical tourism has become increasingly popular
among businesses and insurance providers as a means
of bringing down health care costs. This is particularly
true of patients in the US. More than 787,000 people
were expected to leave the US for health care in 2022
alone. Cost is the overriding factor. Procedures costing
more than US$5,000 grew from 5% of US medical
tourism procedures in 2017 to 22% in 2022.%3

Asia, India, Thailand, and Turkey have emerged as
some of the top medical tourist destinations. While
affordability and the presence of numerous accredited
hospitals have contributed to this growth, governments
have also increased efforts to promote the countries as
medical hubs. 44

Globally, about 11 million people travel to other
countries for medical care, and the value of the medical
tourism market is projected to reach US$43.7 billion by
2030 and grow at compounded annual growth rate of
around 33% annually between 2023 and 2030. Cross-
border patients pay approximately between US$3,500
to US$5,000 for a single consultation.“®



The current cost environment requires new strategies
to transform an organization. Traditional cost-cutting
may no longer be enough. Instead, health care
organizations should transform themselves by building
new capabilities, relationships, and competencies.

To help ensure these efforts are successful, they
should focus on:

* Transforming care delivery: Consumers tend to
have rapidly changing preferences about where they
receive care. Increasingly, they prefer retail clinics and
urgent care centers over a hospital or physician office
visit. Strategic investments in these alternative sites
of care can help health care organizations improve
offerings, build trust with their consumers, and
secure better finances.

* Optimizing operating models: Keeping pace
with rapidly evolving skills and technologies and
uncertain supply chains can be challenging. To find
the right balance between cost and benefits, some
organizations may look at enhancing certain in-house
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capabilities and assets and outsourcing others. In
determining the proper balance, providers should
consider a range of models—fixed-price, everything-
as-a-service, risk-based, capability-focused, and
outcome-based.

Prioritizing workforce investments: To address
the ongoing challenges of recruiting and retaining
staff, health care organizations should prioritize
investments in workforce experience and
development. This may include retention bonuses
for key talent, developing career paths, training, and
reimagining the work, workplace, and workforce.

Adopting a digital strategy: Many health care
organizations still lag in investments in digitalization.
To take full advantage of technology such as Al, they
need a coherent digital strategy rather than simply
pursuing ad hoc incremental digital initiatives. This
includes making investments in digital engagement to
address changing consumer needs and establishing
connected platforms for all business units. As part of
this broader strategy, organizations should consider
how to integrate Al and other technologies to assist
workforce, reduce inefficiencies, and improve patient
care. As part of this effort, providers must ensure the
technology is trustworthy, ethical, and secure.
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