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This paper discusses a number of factors to take into account when considering the impact of the
Covid-19 pandemic on employer-sponsored benefit plans. These include certain direct costs of Covid-19: the cost of testing,
the cost of care for Covid-19 patients and the cost of Covid-19 vaccinations. Beyond direct costs, the pandemic has also
significantly affected the overall delivery of healthcare, causing many non-emergency procedures and routine office visits to
be deferred or cancelled. Also considered will be certain potential long-term implications of Covid-19 for the healthcare
system. Finally, the paper will construct an illustration of how these various factors may interrelate.
This paper is not intended as a prediction of the remaining course of Covid-19, nor is it intended to suggest the effect it will
have on any particular employer-sponsored benefit plan. The paper intends only to highlight some of the factors that are
likely to affect health benefit plans, and some of the ways these factors may interact with each other.

A. TESTING
The cost of diagnostic testing related to Covid-19 can vary considerably from community to
community, with differences in the frequency of testing, the criteria for receiving a test and the type
of tests being utilized.
Frequency: Data collected by The COVID Tracking Project (viewed August 16)i indicates that
nationally, Covid-19 testing frequency has recently averaged nearly 800,000 per day. This is
equivalent to testing over 7% of the population each month (the number of individual people tested
may be less than this, with some having received more than one test).
Cost of testing: The Medicare allowance for Covid-19 testing is $100 for high-throughput
labs and $51 or less for other labs.ii
At the above frequency and allowable payment, the cost of Covid-19 testing would be at a level
equivalent to approximately 1.5% of baseline spendingiii, assuming the tests are paid for at 100%
of allowable costs. This is not intended to account for any employer-specific, work-site screening
program, which would not normally be covered by the benefit plan.
Testing frequency is not likely to abate significantly unless infection rates also significantly decline,
for example if an effective vaccine is successfully deployed. Testing frequency may still increase in
certain areas or in the face of a new surge in infections. The frequency of antibody testing, not
considered in the foregoing analysis, may also increase.

B. COST OF CARE FOR COVID-19 PATIENTS
1. Hospitalizations
Admissions: Projections from the University of Washington’s Institute for Health Metrics and
Evaluationiv viewed on August 6, 2020 showed mean Covid-19 hospital admissions
expected for 2020 through December 1 to total 940,965 with mean expected hospital
admissions in August of 103,251, September 97,777 and October 116,285. A separate
analysis performed on admission data reported by 36 states was generally consistent
with the notion of Covid-19 hospital admission running in the range of 100,000 to
116,000 per monthv. An analysis detailed in an endnote develops an estimate that
approximately 39% of Covid-19 hospital admissions are covered by private
insurancevi. If so, then of the above-noted 100,000 to 116,000 total monthly hospital
admissions, 39,000-45,000 admissions are covered by private insurance plans.
Cost per admission: Two early studies estimated average allowed charges for a hospitalized, commercially insured Covid-19 patient to be
$38,221 and $38,059 respectivelyvii. A July 14 studyviii using more recent data found median allowed charges to be lower than these figures.
Total cost of hospitalizations: An analysis based upon the above-noted estimates suggests private insurance plan costs to be in the
neighborhood of $16.0-$19.5 billionix. This is equivalent to 1.2%-1.4% of the Center for Medicare and Medicaid (CMS)’s pre-Covid-19
projection of private-health-insurance-funded 2020 National Health Expenditures.x

2. Outpatient Treatment
Data on outpatient treatment costs for Covid-19 patients is difficult to come by.
A Brookings analysis estimated cumulative outpatient direct treatment costs
for commercially insured Covid-19 patients to be 0.3% of baseline costs at
a population infection rate of 5% and 1.4% of baseline costs at a
population infection rate of 60%xi. Almost certainly the current extent of
infections is between these two endpoints. Based upon an analysis
outlined in an endnote to this document, a value of 0.6% of
baseline spending will be used as the cost of outpatient treatment in
constructing the final illustrationxii.

C. THE COST OF A VACCINE
Developing even an illustrative scenario for the impact of a Covid-19 vaccine is speculative. We do not know when a
vaccine will be available, how much it will cost, how effective it will be, how many doses will be required, how available it
will be, how many people will be willing to be vaccinated, whether there could be serious side-effects or how long full or
partial immunity might last. It is even possible that more than one vaccine might become available. Nonetheless, consider
the following example for purposes of preliminarily sizing the impact:
if a course of vaccine treatment costs $75 and is taken by 60-80% of individuals, the cost will be 0.75%-1.0% of
annual baseline spending for a plan with annual baseline spending of $6,000 per covered person.
While the eventual cost of a course of treatment is unknown, early information regarding pricing of vaccines currently
under development is not inconsistent with course-of-treatment costs of this magnitude or lowerxiii. One recent,
scientifically conducted survey found two thirds of those surveyed were somewhat or extremely likely to get the
vaccination, though the rate varied considerably by statexiv.

D. TOTAL DIRECT COVID-19 COSTS
Combining the above suggests an order-of-magnitude estimate of
direct Covid-19 plan costs currently in the neighborhood of 3.5% of
pre-Covid-19 baseline spending (1.5% testing + 1.4%
hospitalization + .6% outpatient). Obviously, the future course of the
pandemic will dictate whether the current run rate remains at current
levels, increases or decreases. Vaccine costs, perhaps in the
neighborhood of .75% to 1%, still lie ahead and will layer on top of
testing and treatment costs.
All of this should be considered a rough estimate, and significant variation
can be expected from community to community. In addition, individual
employer experience will vary from any broad averages such as these.

There was a widespread deferral of non-emergency care as the pandemic took
hold. Though the exact magnitude and pattern has been different from community
to community, the following generalizations are consistent with experience reported
by large, national insurers and a review of data from several studiesxv: utilization of
inpatient and outpatient services dropped steeply in late March and April, reaching
a low point in April; though varying by region and specialty, utilization at the low
point appears to have been, on average, around 55-60% of baseline levels for
physician and outpatient and approximately 75% of baseline for inpatient; u tilization
began increasing from April’s lowest levels during May and June, returning to
approximately 90-95% of baseline by June.

ADDITIONAL CONSIDERATIONS

The deferral and cancellation of non-emergency care associated
with Covid-19 has significantly reduced the revenues of health care
providers, putting them under significant financial stressxxiii. It is
possiblexxi. At the same time, high unemployment is likely to reduce
the number of commercially insured patients while increasing the
rolls of uninsured and Medicaidxxii. Such a shift from higher-margin
commercial business toward low-reimbursement Medicaid patients
and the uninsured will further exacerbate financial pressures on
providers. Federal government actions have targeted certain relief
funds toward providers, and will likely continue to do so. But, it
remains to be seen exactly how this will play out. For example, there
is some indication that early relief has flowed disproportionately to
relatively larger, stronger health systems these combined influences
could accelerate consolidation within the healthcare industry in the

direction of larger systemsxxiv. Much is yet to play out, but trends
such as these bear watching and could be harbingers of certain
longer-term impacts arising from the Covid-19 pandemic:
• The significant financial pressures on providers may lead to an
acceleration in price inflation in private-pay rates (cost shifting
phenomenon);
• If consolidation does in fact accelerate in the direction of larger,
stronger health systems, this concentration may increase the
pricing power of such systems;
• Such forces may play out unevenly across markets and provider
types. Issues of access in rural areas could be exacerbated, for
example.

ILLUSTRATION OF THE COMBINED OPERATION OF THESE FACTORS
In the following chart, the elements discussed
in this paper are combined into an
illustration of how the experience of a
representative employee benefit plan might
develop in the face of Covid-19,
considering the interaction of all of these
elements. This particular illustration is
constructed to be consistent with a short
remaining duration for the pandemic:
infection rates and hospitalization rates
continuing at current run rates through the
remainder of 2020, the introduction of an
effective vaccine early in 2021 and the
pandemic winding down over the
remainder of 2021.
Many assumptions are required to draw this
graph, so the exact numbers and precise
timeline should not be given too much
credence. However, the general shape of
the curve may be instructive. If the timeline
units approximate the calendar quarters of
2020-2022, this graph depicts that from a
base line health benefit cost index of “1000”
just prior to the outbreak, we see the sharp
reduction in utilization caused by the
deferral of elective and other care, followed
by a return to near baseline spending levels
by the end of the first year. In the second
year, a return to more normal utilization
levels plus the “catch up” of care that had
been deferred plus the direct costs of
Covid-19 care plus normally operating
medical cost trends pushes spending above
the prior base line spending level. By the

end of the second year, certain longer-term
implications of the pandemic are becoming
more important, namely increased cost
shifting and adverse morbidity in some
patients due to delays in diagnosis and
treatment. In this particular illustration,
spending during years 2 and 3 reaches
levels 10 to15% in excess of what would
have been expected based on normal
medical cost trend. In this example, the
transient elements of the pandemic have
largely cleared by the end of the third year,
with only the longer-term, structural
implications of the pandemic continuing to
operate thereafter. Important caveat: This is
not a prediction. This is a single example of
what might happen given a particular

scenario and a large number of
assumptions.
Of course, many scenarios other than the
one modeled are possible. A one-yearlonger pandemic duration than depicted in
this original chart (vaccine availability one
year later), for example, could be expected
to produces a curve of roughly the same
shape, but elongated in time. An additional
pandemic “wave” severe enough to once
again strongly suppress elective procedures
would lead to a second “trough” of reduced
spending, and subsequently lead to
spending levels even further in excess of
baseline, as the additional deferred services
are ultimately delivered.

Final Comments
It was not the intent of this paper to predict the future course of the
Covid-19 pandemic, nor to suggest the effect it will have on any particular
employer-sponsored benefit plan. However, hopefully walking through
some of the factors to be taken into account when considering the
implications of Covid-19 for health benefit plans and illustrating some
of the ways these factors may interact with each other has been useful.

Ronald Colby is a Founding Partner of Insurex, LLC, an advisory firm to clients in the insurance and financial services
businesses. Previously Colby worked at United Health Group where he held a number of positions including CEO of
the Specialized Care Services business segment and CEO of UnitedHealthcare Insurance Company. Prior to joining
UnitedHealth Group, Colby was a Vice President for Lincoln National Life Insurance Company.
Colby is a Fellow of the Society of Actuaries (FSA), a Member of the American Academy of Actuaries (MAAA), and a
Member of the Vertus Advisory Board. He holds a B.A. degree from the University of Michigan.

November 2020

Endnotes:
i
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495,000 to 540,000 total cumulative Covid-19 hospitalizations in the U.S. by this date. Using 520,000 as a reasonable, mid-range value and applying
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corresponding implied monthly rate of hospitalizations to complete the year were in the range of 100,000 to 116,000.
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The Brookings study referenced in the prior endnote implies outpatient direct treatment costs for commercially insured Covid-19 patients to be 0.3% of
baseline costs at a population infection rate of 5% and 1.4% of baseline costs at a population infection rate of 60%. The infection rate at the end of 2020
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