                                          WHAT IS HEALTH INSURANCE?

I WANT TO TAKE THIS OPPORTUNITY TO THANK DANNY SCOTT AND TREVOR STEWART OF CAYMAN GENERAL FOR THE INVITATION TO ADDRESS YOU THIS MORNING. IT IS INDEED A PLEASURE AND AN HONOR TO DO SO.

THE TOPIC THAT BRINGS US TOGETHER THIS MORNING IS HEALTH INSURANCE. THERE ARE A LOT OF DISCUSSIONS, BOTH IN THE PRIVATE AND PUBLIC SECTORS, ABOUT THIS SUBJECT; HOWEVER, WHAT IS REALLY THE DEFINITION OF HEALTH INSURANCE? 

LET US START WITH A BRIEF HISTORY.

A. BENEFITS

THE FIRST INSURANCE POLICIES THAT COVERED “HEALTH BENEFITS” CONTAINED TWO BASIC ELEMENTS: THEY WERE REIMBURSEMENT POLICIES (INSURED PAID PROVIDERS AND OBTAINED REIMBURSEMENT FROM THE INSURANCE COMPANY) AND THEY PROVIDED A “FIXED VALUE” TO THE BENEFITS; THAT IS, EACH BENEFIT PROVIDED HAD AN AMOUNT ASSOCIATED WITH IT. SOME OF THESE POLICIES HAD A DEDUCTIBLE AND /OR COINSURANCE FACTOR OR AN “ELIMINATION PERIOD”.

AS THE COST OF MEDICAL CARE INCREASED, “SUPPLEMENTAL MAJOR MEDICAL POLICIES” WERE INTRODUCED. THESE POLICIES COVERED, AFTER SATISFACTION OF A DEDUCTIBLE; A CERTAIN PERCENTAGE OF THE EXPENSES NOT COVERED UNDER THE “BASIC POLICY”. THE CONCEPT OF “REASONABLE AND CUSTOMARY” WAS INTRODUCED.

TO SIMPLIFY ADMINISTRATION, AND AS A “COMPETITIVE TOOL”, “COMPREHENSIVE MAJOR MEDICAL POLICIES” WERE DEVELOPED. THESE POLICIES HAD NO “INTERNAL LIMITS”; I.E., AFTER THE INSURED SATISFIED A DEDUCTIBLE, THE INSURANCE COMPANY REIMBURSED A PERCENTAGE (USUALLY 80%) OF THE EXPENSES, UP TO THE REASONABLE AND CUSTOMARY LEVEL OF MEDICAL EXPENSES IN THE GEOGRAPHICAL AREA WHERE THOSE EXPENSES WERE INCURRED. IT SHOULD BE POINTED OUT THAT IN THE USA THE DETERMINATION OF “REASONABLE AND CUSTOMARY” EXPENSE LEVELS, WAS A RELATIVELY SIMPLE PROCESS, FOR ORGANIZATIONS SUCH AS THE HEALTH INSURANCE ASSOCIATION OF AMERICA (HIAA) PRODUCED QUARTERLY STATISTICS OF MEDICAL EXPENSES BY POSTAL CODES. WITH THE ADVENT OF MEDICARE, THE US GOVERNMENT ALSO PROVIDED MEDICAL EXPENSE STATISTICS. HOWEVER, FOR COMPANIES OPERATING IN THE CARIBBEAN AND LATIN AMERICA THIS TASK WAS RATHER COMPLEX AND SOMETIMES ARBITRARY.

SEVERAL MODIFICATIONS WERE INTRODUCED TO THE “COMPREHENSIVE MAJOR MEDICAL MODEL” SUCH AS OUT OF POCKET MAXIMUMS (TOTAL AMOUNT THAT AN INSURED WOULD HAVE TO SPEND, AFTER WHICH THE POLICY WOULD REIMBURSE 100% OF ELIGIBLE EXPENSES) AND THE “ASSIGNMENT OF BENEFITS” WHEREBY THE INSURANCE COMPANY WOULD PAY DIRECTLY TO THE MEDICAL PROVIDERS THAT ACCEPTED SUCH ASSIGNMENTS. TO HELP CONTROL MEDICAL EXPERIENCE, THESE POLICIES DEVELOPED “INNER LIMITS TO CERTAIN BENEFITS” (FOR EXAMPLE THE ROOM AND BOARD COMPONENT OF HOSPITAL EXPENSES)

THE HIGHLY INFLATIONARY DECADE OF THE 1970’S PROPELLED THE RAPID DEVELOPMENT OF THE PLANS LABELED “MANAGED CARE”. IT IS BEYOND THE SCOPE OF THIS BRIEF PRESENTATION TO DISCUSS THE DIFFERENT BENEFIT METHODOLOGIES UTILIZED BY MANAGED CARE PLANS. THE RATIONALE BEHIND THESE PLANS IS TO GUARANTEE THE COSTS OF MEDICAL SERVICES BY LIMITING THE AVAILABILITY OF PROVIDERS; IN OTHER WORDS, PROVIDE A STABLE VOLUME OF BUSINESS TO THE MEDICAL INDUSTRY IN EXCHANGE FOR STABLE COSTS.

 MANAGED CARE PLANS WORKED ‘RELATIVELY WELL” FOR A PERIOD OF A FEW YEARS; HOWEVER CONSUMER, AND IN THE USA, GOVERNMENTAL PRESSURES CHANGED THE NATURE AND, MOST IMPORTANTLY, THE RATIONALE OF THESE PLANS. IT SHOULD BE POINTED OUT THAT THE MANAGED CARE INDUSTRY UNFORTUNATELY CREATED SOME OF ITS OWN PROBLEMS. CURRENTLY MANAGED CARE PLANS RESEMBLED THE TYPICAL MAJOR MEDICAL PLANS.

B. FUNDING MECHANISMS

WE HAVE LOOKED AT A BRIEF DESCRIPTION OF HOW HEALTHCARE BENEFITS ARE OFFERED. NOW LET US TAKE A LOOK AT HOW BENEFITS ARE FUNDED.

THERE IS THE TRADITIONAL PREMIUM-PAYING SCHEME. EITHER AN INDIVIDUAL OR A “GROUP” (EMPLOYER, ASSOCIATION, UNION, ETC.) PAYS A PREMIUM TO A RISK BEARING ENTITY (USUALLY AN INSURANCE COMPANY). FROM THAT PREMIUM, THE RISK BEARING ENTITY PAYS THE COST OF THE BENEFITS, ITS ADMINISTRATION AND, HOPEFULLY, IT MAKES A PROFIT. IT IS A “WINNER TAKE ALL PROPOSITION”.

THE OTHER NEXT THREE SCHEMES ONLY APPLY TO GROUPS.

THE SECOND METHODOLOGY IS KNOWN AS A RETROSPECTIVE AGREEMENT, WHEREBY THE CONSUMER PAYS A PREMIUM LOWER THAN THE RISK FACTORS INDICATE WITH THE UNDERSTANDING THAT AT THE END OF THE COVERAGE PERIOD, THE GROUP WOULD PAY AN “ADJUSTMENT” BASED ON ACTUAL CLAIMS EXPERIENCE, BUT NEVER MORE THAN AN AGREED UPON MAXIMUM PREMIUM. THE RISK BEARING ENTITY DISCOUNTS THE PORTION OF THE PREMIUM WHICH IS CALCULATED TO BE UTILIZED FOR CLAIMS; ADMINISTRATIVE COSTS ARE COVERED AND SO IS THE “PROFIT CHARGE” OF THE RISK BEARING ENTITY. 

THE THIRD APPROACH IS KNOWN AS “MINIMUM PREMIUM”. THIS APPROACH IS SIMILAR TO A RETROSPECTIVE AGREEMENT; HOWEVER, THE “UPFRONT DISCOUNTS” RECEIVED BY THE GROUP ARE LARGER, FOR THE PREMIUM THAT IS PAID TO THE RISK BEARING ENTITY, ONLY COVERS ADMINISTRATIVE COSTS, A “PROFIT CHARGE” AND A SMALL PREMIUM TO COVER HEALTHCARE EXPENSES IN EXCESS OF A PREDETERMINED AMOUNT. ALL CLAIMS INCURRED UNDER THE PREDETERMINED AMOUNT ARE FUNDED BY THE GROUP UP TO A SET AMOUNT THAT IS CALCULATED AT THE BEGINNING OF THE COVERAGE PERIOD.

THE LAST APPROACH IS SELF-INSURANCE. THE ‘GROUP” FUNDS ALL OF ITS OWN LIABILITY AND BECOMES THE “RISK BEARING ENTITY”. IT MAY HIRE A THIRD PARTY ADMINISTRATOR TO HANDLE THE ADMINISTRATIVE DETAILS, INCLUDING THE PAYMENT OF THE CLAIMS. THERE ARE RISK MITIGATING COVERAGES CALLED SPECIFIC AND AGGREGATE INSURANCE, WHICH GO BEYOND THE SCOPE OF THIS PRESENTATION.

C. RISK FACTORS

REGARDLESS OF THE FORM AND THE SCOPE OF THE COVERAGES, OR THE FINANCING SCHEMES UTILIZE TO FUND THESE COVERAGES, THERE ARE TWO RISK ELEMENTS THAT MUST BE CONTROLLED: FREQUENCY AND SEVERITY. FREQUENCY REFERS TO THE NUMBER OF TIMES A PERSON HAS TO MAKE USE OF MEDICAL BENEFITS; SEVERITY REFERS TO THE COST OF THE UTILIZATION OF THE BENEFITS. WITHOUT THE PROPER CONTROLS TO MITIGATE BOTH RISK COMPONENTS, NO MATTER HOW WELL DESIGNED AND FUNDED THE BENEFITS ARE THE SCHEME IS DOOMED TO FAIL.

D. THE PARTNERSHIP

WE PROPOSE THAT THE DEFINITION OF HEALTH INSURANCE IS THAT IT IS A PARTNERSHIP OF SEVERAL “ENTITIES” DESIGNED TO MANAGE THE WELL BEING OF THE INSUREDS AND TO CONTROL THE RISK COMPONENTS INHERENT TO HEALTH COVERAGES.

WE MUST, FIRST OF ALL, INDICATE THAT UNDER OUR ECONOMIC SYSTEM, THERE HAS TO BE A PROFIT INCENTIVE FOR ENTITIES TO PROVIDE HEALTH INSURANCE. HEALTH INSURANCE IS A BUSINESS; IF IT IS TO GROW AND PROSPER, PROFITS MUST BE GENERATED. SOMETIMES THE BUYING PUBLIC DEVELOPS THE MISCONCEPTION THAT RISK BEARING ENTITIES DO NOT NEED TO CREATE PROFITS AND THAT THEY CAN SUSTAIN THEMSELVES WITHOUT GENERATING PROFITS. WE CAN ONLY ASK ONE QUESTION: CAN ANYONE CITE AN EXAMPLE OF A PRIVATE BUSINESS THAT CAN SUSTAIN ITSELF WITHOUT GENERATING PROFITS?  IT CAN BE DISCUSSED, AS HAS BEEN PROPOSED BY MANY, THAT HEALTH INSURANCE SHOULD NOT BE A “PRIVATE INITIATIVE”; THAT IT SHOULD NOT BE A BUSINESS, BUT RATHER A GOVERNMENTAL RESPONSIBILITY. HOWEVER, LET US NOT FORGET THAT MOST “PUBLIC” HEALTH INSURANCE SCHEMES HAVE FAILED. THE REASONS MAY BE MANY, WE BELIEVE THAT ONE OF THE PRINCIPAL REASON HAS BEEN THE POLITICAL RELUCTANCE TO FUND AND ALLOCATE THE NECESSARY MONIES.

THERE HAVE BEEN INSURANCE COMPANIES THAT HAVE TREATED HEALTH INSURANCE AS A “LOSS LEADER” TO PROMOTE OTHER INSURANCE PROGRAMS; THERE WAS NO “DIRECT PROFIT MOTIVITATION” TO DEVELOP A HEALTH INSURANCE BLOCK. AS A LOSS LEADER, HEALTH INSURANCE WAS NOT DEFINED AS WE ARE HERE PROPOSING: A PARTNERSHIP TO MANAGE THE WELL BEING OF THE INSUREDS AND TO CONTROL THE RISK COMPONENTS. THESE SCHEMES HAVE FAILED AND MANY A COMPANY HAVE FOUND THEMSELVES IN SERIOUS FINANCIAL DIFFICULTIES OR HAVE FAILED AS BUSINESSES.

WHO ARE THE MEMBERS OF THE PARTNERSHIP AND WHAT ROLE DOES EACH MEMBER PLAY? 

FIRST, THERE IS THE GOVERNMENT WHICH IS RESPONSIBLE FOR CREATING THE NECESSARY REGULATORY AND ECONOMIC ENVIRONMENTS NEEDED.  THERE MUST BE INCENTIVES AND ECONOMIC CLIMATE FOR BUSINESSES TO ENTER AND REMAIN IN THE HEALTHCARE INSURANCE ENVIRONMENT, BUT, ABOVE ALL, THERE MUST BE CONTROLS IN PLACE TO PREVENT OR ELIMINATE ABUSES. THERE ALSO VERY ACTIVE DISCUSSIONS REGARDING THE ROLE THOSE GOVERNMENTS SHOULD PLAY IN THE MANAGEMENT OF THE CONTROL OF THE SEVERITY RISK. SHOULD CERTAIN TREATMENTS AND PROCEDURES BE EITHER PROVIDED BY GOVERNMENTS, OR AT LEAST, SHOULD THE COSTS ASSOCIATED WITH THOSE TREATMENTS AND PROCEDURES BE CONTROLLED BY GOVERNMENTS?

THE SECOND PARTNER ARE THE PROVIDERS OF HEALTHCARE SERVICES; THE INDIVIDUAL PRACTITIONERS (DOCTORS) AND THE FACILITIES (HOSPITAL, CLINICS, LABORATORIES AND PHARMACIES). THIS IS A “CRITICAL” PARTNER FOR IT NOT ONLY PROVIDES FOR THE WELL BEING OF THE INSURED, BUT IT IS THE “COST GENERATOR”. BOTH RISK COMPONENTS (FREQUENCY AND SEVERITY) CAN AND SHOULD BE CONTROLLED AND MANAGED BY THIS PARTNER. MANAGED CARE PROGRAMS WERE ORIGINALLY DESIGNED TO CREATE FINANCIAL REWARDS AND PENALTIES FOR THIS CONTROL AND MANAGEMENT (OR ITS LACK THEREOF). HOWEVER, THIS METHODOLOGY DID NOT ACCOMPLISH ITS MISSION. THE REASONS ARE MANY; WE PROPOSE THAT COMPETITIVE PRESSURES DROVE A LACK OF DISCIPLINE IN THE CONTRACTING OF PROVIDERS, THUS REDUCING THE PROBABILITIES OF “CONTROLLING PRICING THROUGH INCREASE VOLUME”. WHAT INCENTIVE DOES A PROVIDER HAVE TO MAINTAIN COSTS AT THE LEVELS NEGOTIATED, IF THE VOLUME OF BUSINESS DOES NOT INCREASE, AND IN SOME CASES, IT MAY EVEN DECREASE? IT HAS BEEN FURTHER DISCUSSED, THAT MOST PROVIDERS, ALTHOUGH VERY EFFECTIVE IN THE MEDICAL MANAGEMENT OF TREATMENTS AND PROCEDURES, DO NOT HAVE INCENTIVES TO BE EFFICIENT IN SUCH MANAGEMENT. ALSO, PROTOCOLS WERE NOT CORRECTLY APPLIED, FOR THEY WERE PLACED IN THE HANDS OF BUSINESS PEOPLE, NOT IN THE HANDS OF MEDICAL PROFESSIONALS.

THE THIRD PARTNER IS THE FINANCIAL PARTNER. IT IS THE PARTNER THAT PROJECTS WHAT THE COSTS ARE GOING TO BE, COLLECTS AND DISTRIBUTES THE FUNDS, COORDINATES ALL OF THE ACTIVITIES RELATED TO THE PROCESS AND, MOST IMPORTANTLY, TAKES THE LARGEST FINANCIAL RISK: THE INSURANCE COMPANY OR RISK TAKING ENTITY. THIS PARTNER MUST BE VERY EFFECTIVE AND EFFICIENT IN WHAT IT DOES, FOR IT EFFECTIVENESS IN PROJECTING COSTS AND ITS EFFICIENCY IN MANAGING THE PROCESS WILL DICTATE ITS GROWTH OR EVEN SURVIVAL IN THE MARKET PLACE.  IN A FEW MINUTES WE WILL DISCUSS HOW REINSURANCE COMPANIES CAN HELP THIS PARTNER.

THE FOURTH PARTNER IS THE MOST CRITICAL AND OFTEN FORGOTTEN PARTNER. THE PARTNER THAT HAS THE BIGGEST INFLUENCE AND CONTROL OVER THE REST OF THE PARTNERS: THE INDIVIDUAL CONSUMER, THE INSURED.

THE INDIVIDUAL INSURED EXERCISES CONTROL OVER THE GOVERNMENT; AS PART OF THE POPULATION, IN A DEMOCRATIC SOCIETY HE IS THE ONE THAT ELECTS THE MEMBERS OF THE GOVERNMENT AND CAN, THROUGH HIS VOTE, SHAPE ITS IDEOLOGIES. IN A REPRESENTATIVE DEMOCRACY, THE GOVERNMENT IS NOTHING MORE, NOR NOTHING LESS, THAN THE PEOPLE THAT ELECT IT.

BY ITS BUYING BEHAVIOR, THE INDIVIDUAL INSURED CAN AFFECT THE OTHER TWO PARTNERS. WE, AS INDIVIDUAL CONSUMERS IN A FREE SOCIETY, CAN SELECT WHERE AND THROUGH WHOM DO WE SPEND OUR HEALTHCARE DOLLARS. DO WE GET THE TREATMENT AND SERVICES WE WANT? WE HAVE THE POWER TO MAKE CHANGES, IF WE KNOW HOW TO EXERCISE IT. BUT THE MOST IMPORTANT ASPECT IS THAT WE, AS THE INSURED POPULATION, CAN, TO A HIGH DEGREE, CONTROL THE RISK COMPONENTS OF FREQUENCY AND SEVERITY BY CHOOSING ARE PROVIDERS CORRECTLY AND FORCING THE RISK BEARING ENTITIES TO PROVIDE US WITH THE PROGRAMS FOR WHICH WE ARE WILLING TO PAY. IT IS IN OUR HANDS.

NO MATTER WHAT BENEFITS ARE AVAILABLE, OR THE FINANCING METHOD THAT IT IS CHOSEN. IT ALL HAS A COST, AND THAT COST IS BORNE BY US. IF WE CHOOSE TO BE COVERED FOR EVERYTHING, FROM THE CRADDLE TO THE GRAVE AND WE PREFER THE GOVERNMENT TO BE THE PROVIDER AND THE RISK BEARING ENTITY, ARE WE WILLING TO PROVIDE THE GOVERNMENT, EITHER THROUGH DIRECT OR INDIRECT TAXES AND LEVIES THE FUNDS NECESSARY? IF WE CHOOSE THE PRIVATE ROUTE, ARE WE WILLING TO PAY THE NECESSARY PREMIUMS THAT RISK BEARERS WOULD HAVE TO CHARGE TO BE ABLE TO SUSTAIN THEMSELVES IN BUSINESS AND PROVIDE US WITH THE WANTED BENEFITS?

WHAT DO WE, AS INDIVIDUALS, DO TO CONTROL OUR HEALTHCARE COSTS? UNFORTUNATELY, MOST OF US, DO VERY LITTLE, IF ANYTHING, TO CONTROL THE COST OF OUR HEALTHCARE. OUR POSITION IS THAT OF “LET THE INSURANCE PAY FOR IT”, IN PARTICULAR WHEN THERE IS VERY LITTLE PERSONAL FINANCIAL IMPACT. IF WE HAVE LOW DEDUCTIBLES, OR NONE, OR SMALL COPAYS, OR NONE, WE “FEEL” WE DO NOT PAY FOR HEALTHCARE. OUR QUESTION: DO WE THINK ABOUT THE IMPACT THAT OUR COSTS ARE GOING TO HAVE ON THE PREMIUMS WE WILL PAY IN THE FUTURE? DO WE HEED THE ADVICE OF THE HEALTHCARE PROFESSIONALS AT THE "PREVENTIVE STAGE” OF A POSSIBLE FUTURE HEALTH PROBLEM? DO WE ASK IF A GENERIC DRUG CAN TAKE THE PLACE OF A BRAND NAME?

THE ANSWER LIES ON EDUCATION. THE CONSUMER (INDIVIDUAL INSURED) HAS TO BE MADE AWARE OF CRITICAL HE IS IN THE PARTNERSHIP TO MANAGE HIS WELL BEING AND TO HELP CONTROL THE RISK FACTORS OF FREQUENCY AND SEVERITY.

E. THE ROLE OF REINSURANCE IN HEALTHCARE

WE WOULD LIKE TO TAKE THE LAST FEW MINUTES OF OUR ALLOTED TIME TO EXPLAIN THE ROLE OF REINSURANCE IN HEALTHCARE.

CONTRARY TO THE OPINION EXPRESSED BY SOME HEALTH INSURANCE EXPERTS, IN PARTICULAR IN THE UNITED STATES, REINSURANCE PLAYS A CRITICAL ROLE IN THE HEALTH INSURANCE INDUSTRY OF THE CARIBBEAN AND LATIN AMERICA.

 THE INSURANCE INDUSTRY IN THE COUNTRIES OF THE CARIBBEAN AND LATIN AMERICA IS REALLY JUST GETTING STARTED. UP TO A FEW YEARS AGO VERY FEW PEOPLE (MAINLY THE WEALTHY) IN THESE TERRITORIES HAD HEALTH COVERAGES AND THESE COVERAGES WERE PRINCIPALLY PROVIDED BY “OFFSHORE” COMPANIES. THE POPULATION IN GENERAL WAS COVERED BY PUBLIC SCHEMES, MOSTLY SOCIAL SECURITY.

THIS IS NO LONGER THE CASE. WITH THE MOVE TO “PRIVATIZE SOCIAL SECURITY” AND THE GLOBAL OVERTONE OF THE ECONOMIES IN GENERAL, PART OF THE COMPENSATION PACKAGE OF A LARGER NUMBER OF THE POPULATION IS HEALTHCARE COVERAGES. THE PROBLEM IS THAT VERY FEW COUNTRIES HAVE THE STATISTICAL DATABASE TO CONSTRUCT CREDIBLE MORBIDITY TABLES AND THUS IT IS VERY DIFFICULT FOR LOCAL INSURANCE COMPANIES TO DEVELOP CORRECT CLAIM PATTERNS AND PRICING MODELS.

AN EXPERIENCED HEALTHCARE REINSURER CAN BE OF GREAT ASSISTANCE BY UTILIZING THEIR EXPERTISE IN ADJUSTING MORBIDITY TABLES OF MATURED MARKETS AND ADAPT THEM TO LOCAL CONDITIONS. AN EXPERIENCE REINSURER CAN ALSO ASSIST LOCAL COMPANIES IN AVOIDING THE “GROWING PAINS” BY HELPING THEM NOT TO MAKE THE MISTAKES OF OTHERS.

AN EXPERIENCED HEALTHCARE REINSURER HAS THE CAPACITY TO ACCEPT HIGHER AMOUNTS AT RISK. THE PROBABILITY LAW OF THE LARGE NUMBERS COMES INTO PLAY.

PERHAPS THE CRITICAL ISSUE WHERE REINSURANCE BECOMES ESSENTIAL IS FINANCIAL STABILITY. THE CAPITAL STRUCTURES OF MOST COMPANIES IN THE TERRITORIES WE ARE DISCUSSING, DO NOT ALLOW THEM TO “TAKE THE FINANCIAL HITS” ASSOCIATED WITH THE RISK FACTORS INHERENT IN HEALTHCARE. BY SHARING THESE RISK FACTORS WITH THE REINSURERS, THESE COMPANIES CAN DEVELOP THE PREMIUM BASE AND THE EXPERTISE NEEDED FOR THE SUCCESFUL DEVELOPMENT OF A “HEALTHY HEALTHCARE PORTFOLIO” 
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