Independent Department of Government Efficiency (iDOGE) Washington, D.C.

Report: The Hidden Cost of Complexity: Unlocking Trillions in Healthcare Savings
Through Efficiency Reforms

Date: February 26, 2025
Executive Summary

This report, prepared by the Independent Department of Government Efficiency (iDOGE), an
independent analytical body, examines the financial inefficiencies inherent within the United
States' private health insurance system and identifies a pathway to substantial national savings
through efficiency-focused reforms. Our analysis reveals that the total annual expenditure
associated with privately insured individuals is significantly higher than commonly understood,
reaching an estimated $15,000 to $25,000 per person when administrative costs, profits, and other
system overheads are fully accounted for. This contrasts sharply with the more streamlined
operational structure of public programs, exemplified by Medicaid.

This report demonstrates that a transition towards a publicly oriented, efficiency-driven healthcare
financing model could generate annual savings estimated at $2.31 trillion, even under conservative
assumptions. These savings represent a transformative opportunity to reduce the cost of living for
American families, invest in critical national priorities, and strengthen the long-term fiscal health of
the nation. The Independent Department of Government Efficiency (iDOGE) recommends a
decisive shift towards efficiency-focused reforms to unlock these vast potential savings and build a
more sustainable and affordable healthcare system for all Americans. Crucially, this report
addresses the financing implications of these reforms, clarifying that while a more publicly
oriented system would necessitate increased federal tax revenue, the net effect would be a
substantial reduction in the overall financial burden on the American people.

l. Introduction

The escalating cost of healthcare in the United States poses a significant economic challenge for
individuals, businesses, and the government. While public attention often focuses on government
spending on healthcare programs, this report argues that a critical source of inefficiency and
excessive cost resides within the private health insurance sector.

The Independent Department of Government Efficiency (iDOGE) was established as an impartial
body to conduct rigorous, data-driven analyses of government operations and policy. As part of this
mandate, iDOGE undertook a comprehensive analysis of healthcare financing models, with a
specific focus on identifying areas of waste, inefficiency, and potential cost savings. This report
presents the findings of that analysis, concentrating on a comparison of the private health
insurance model with the operational characteristics of more streamlined, publicly oriented
approaches, using Medicaid as a comparative benchmark for public program efficiency. As an
independent and non-partisan entity, iDOGE aims to provide objective insights to inform evidence-
based policy decisions.

Il. The Hidden Costs of Private Health Insurance: Beyond Medical Claims



A common misconception is that the cost of private health insurance is primarily driven by
payments for direct medical care. While medical claims are a substantial component, our analysis
reveals a much broader spectrum of expenditures that significantly inflate the total cost of private
health insurance. These include:

¢ Administrative Overhead: Private insurance companies incur substantial administrative
costs related to claims processing, billing, marketing, customer service, regulatory
compliance, and complex plan management. These overheads often constitute a
significant percentage of premium revenue, exceeding levels typically observed in more
streamlined public programs.

¢ Profit and Investor Returns: For-profit insurance companies operate with the fundamental
objective of generating profits for shareholders. These profit margins, while inherent to the
for-profit model, directly increase the overall cost of healthcare financing without
necessarily contributing to improved care delivery.

o Marketing and Sales Expenditures: The competitive nature of the private insurance
market necessitates significant investment in marketing and sales to attract and retain
customers. These expenditures, while essential for individual companies within a
competitive market, represent a system-wide cost that adds to the overall expense without
directly enhancing healthcare services.

o Complex Billing and Negotiation Processes: The fragmented nature of the private
insurance landscape, with numerous payers and varying plans, creates an incredibly
complex and costly billing and negotiation environment. Healthcare providers must
dedicate significant resources to navigate this complexity, adding to administrative costs
throughout the system.

¢ Risk Management and Reserves: While prudent financial management, the need for
private insurers to manage risk and maintain substantial financial reserves also contributes
to the overall cost structure.

Based on rigorous data analysis, iDOGE estimates that the total annual expenditure associated
with each privately insured American ranges from $15,000 to $25,000 per person. This figure
encompasses not only the estimated $6,000 - $10,000 per person in direct medical claims paid by
insurers, but also the substantial additional costs outlined above.

lll. A Model for Efficiency: Lessons from Publicly Oriented Approaches

In contrast to the complex and costly private insurance model, publicly oriented healthcare
financing approaches, such as those employed in many other developed nations and within
programs like Medicaid in the United States, demonstrate the potential for greater efficiency.

Medicaid, while facing its own challenges, operates with a fundamentally different administrative
structure and mission compared to private insurance. Key features of more efficient public
approaches include:



¢ Streamlined Administration: Public programs typically benefit from economies of scale
and simplified administrative processes, reducing overhead costs associated with
marketing, complex billing, and profit-driven operations.

e Focus on Public Service: Public programs are primarily driven by a mission of public
service and healthcare access, rather than profit maximization. This focus can lead to a
greater emphasis on efficiency in care delivery and administrative operations.

¢ Stronger Negotiation Power: Large public payers often possess greater negotiating
leverage with providers and pharmaceutical companies, potentially leading to lower prices
for services and drugs.

IV. Projected Savings Through Efficiency Reforms: A $2 Trillion Opportunity

Based on our independent analysis of current spending patterns and the efficiency benchmarks
demonstrated by more publicly oriented approaches, iDOGE projects significant national savings
achievable through a transition towards a more streamlined, publicly focused healthcare financing
model.

For the purpose of this conservative estimate, we assume a target per-person annual healthcare
expenditure of $13,000, aligning with the higher end of current Medicaid per-enrollee spending.
This projection acknowledges the higher needs of the Medicaid population while still assuming
substantial efficiency gains across the entire system.

e Current Estimated Total Spending under Private System (using midpoint of $20,000 per
person): 330 million people * $20,000/person = $6.6 trillion per year.

¢ Projected Total Spending under Efficiency-Focused Public Model (using $13,000 per
person): 330 million people * $13,000/person = $4.29 trillion per year.

¢ Potential Annual Savings: $6.6 trillion - $4.29 trillion = $2.31 trillion per year.

This estimated annual savings of $2.31 trillion, rigorously derived by iDOGE, represents a
conservative projection. Achieving even greater efficiencies through targeted reforms could
potentially yield even larger savings.

V. Recommendations

To realize these substantial savings and build a more efficient and affordable healthcare system,
the Independent Department of Government Efficiency (iDOGE) recommends the following key
steps:

1. Explore and Implement System-Wide Administrative Simplification: Reduce the
complexity and duplication of administrative processes across the healthcare system,
drawing lessons from streamlined public program models.

2. Negotiate for Lower Drug Prices and Service Costs: Utilize the collective purchasing
power of a more unified system to negotiate lower prices for pharmaceuticals, medical
equipment, and healthcare services.



3. Limit Profit Extraction and Excessive Overhead: Implement policies to curb excessive
profit margins and administrative spending within the healthcare financing system,
redirecting resources towards direct patient care.

4. Investin Preventative Care and Public Health: Shift focus towards preventative care and
public health initiatives to reduce long-term healthcare utilization and costs.

5. Establish a Clear Path Towards a More Publicly Oriented Financing Model: Develop and
implement a phased transition towards a healthcare financing system that prioritizes
efficiency, public service, and universal access, while carefully considering the optimalrole
for public and private sectors. iDOGE stands ready to assist policymakers in developing
and implementing these critical reforms.

VI. Financing Considerations and Tax Implications

The transition to a more publicly oriented and efficient healthcare financing model, as
recommended in this report, would necessitate a shift in funding mechanisms. While the current
system relies heavily on private premiums and out-of-pocket payments, a more publicly oriented
model would require a greater reliance on federal tax revenue.

Itis crucial to clarify that this is not about creating a significantly larger overall financial burden on
the American economy. Rather, it is about redirecting and consolidating existing healthcare
expenditures into a more efficient and equitable system.

The projected $4.29 trillion annual cost of the efficiency-focused public model would need to be
primarily financed through federal taxes. This would likely require adjustments to various tax
mechanisms, and the specific approach would be a matter for policy debate and legislative action.

However, the key finding of this report is that this tax-funded model is projected to result in
significant net savings compared to the current system. The estimated $2.31 trillion in annual
savings represents the difference between the vastly larger and more inefficient total spending
under the current private insurance-dominated system ($6.6 trillion) and the projected cost of a
more efficient, publicly oriented model ($4.29 trillion).

Therefore, while acknowledging the need for increased federal tax funding, it is essential to
emphasize that this is not about simply adding new costs. It is about replacing a more expensive
and inefficient system with a more streamlined and cost-effective one. The net effect, as rigorously
analyzed by iDOGE, is projected to be a substantial reduction in the overall financial burden of
healthcare on the American people, even when accounting for the necessary tax adjustments.

VIl. Conclusion

The United States faces a critical juncture in healthcare financing. Continuing on the current path
of a private insurance-dominated system will perpetuate unsustainable costs, erode economic
competitiveness, and leave millions struggling to afford necessary care. However, this report, from
the Independent Department of Government Efficiency (iDOGE), demonstrates that a different
path is possible.



By embracing efficiency-focused reforms and transitioning towards a more publicly oriented
healthcare financing model, the United States can unlock trillions of dollars in annual savings.
These savings represent a transformative opportunity to strengthen the nation's economy, improve
the financial well-being of American families, and build a healthcare system that is both affordable
and effective for all. The Independent Department of Government Efficiency (iDOGE) urges
policymakers to carefully consider the findings and recommendations of this report and to take
decisive action to realize the vast potential for efficiency and savings within the American
healthcare system. While acknowledging the necessary shift in funding to a more tax-supported
model, it is imperative to focus on the overall economic benefit: a net savings of over $2 trillion
annually, a stronger economy, and a healthcare system that is both affordable and effective for all
Americans. iDOGE is committed to providing ongoing objective analysis and support to ensure
these critical efficiency and cost-saving goals are achieved, and to facilitate a smooth and
financially responsible transition to a more efficient healthcare future.



