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COSTLY EFFICIENCIES

1 Public vs. private healthcare

HE debate over public versus private healthcare often turns on cost —

particularly on how to reduce government spending. Proponents of pri-

vate healthcare claim that the private sector is more ‘efficient’ and more
‘innovative’ than government, meaning it will deliver better results at a lower
cost.?

This ‘privatization thesis’ is difficult to assess for two reasons. First, healthcare is
typically delivered through a complex collaboration between public and private
actors, making it hard to quantify the level of healthcare privatization. Second,
countries face diverse public health challenges, making international outcomes
hard to compare. Although the degree of healthcare privatization remains dif-
ficult to measure, the COVID-19 pandemic represents a unique opportunity to
solve the second problem. The global nature of the pandemic meant that nearly
every country experienced the same public health crisis at the same time. As
such, the pandemic offers a rare occasion for testing the privatization thesis.?

This paper investigates how the level of healthcare privatization affected COVID-
19 outcomes. Specifically, I measure the correlation between healthcare spend-
ing (as share of GDP) and COVID-19 death rates. I treat this correlation as a
holistic measure of healthcare ‘efficiency’ — it measures the ability to convert
dollars spent into lives saved.

Interestingly, I find that this correlation is clearly affected by the degree of
healthcare privatization. In countries with healthcare that is largely public,
there is no clear connection between healthcare spending and COVID-19 deaths
(per capita). However, in countries with healthcare that is more privatized, I
find that greater healthcare spending is associated with more COVID-19 deaths
(per capita).

2As an example of this attitude, a 2016 white paper from the Ontario Chamber of Commerce
argues that Ontario’s healthcare system faces two main challenges. First, rising healthcare
costs are being managed by ‘artificially limiting spending growth’ rather than by ‘increasing
efficiency’. Second, the health sector has ‘too few opportunities to bring their innovations to
market’ (Challinor 2016, 5).

3Although global pandemics are usually considered ‘rare’, they may become more common
in the future. Margaret Chan, former Director-General of the WHO, writes: “Population growth,
incursion into previously uninhabited areas, rapid urbanization, intensive farming practices,
environmental degradation, and the misuse of antimicrobials have disrupted the equilibrium
of the microbial world.” The result is a situation in which “new diseases are emerging at
the historically unprecedented rate of one per year” (WHO 2007, vi). Thus, the study of how
differently organized healthcare systems have reacted to the COVID-19 pandemic is both timely
and appropriate to the public/private healthcare debate.
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This evidence contradicts the privatization thesis. When it comes to the COVID-
19 pandemic, privatized healthcare did not lead to better outcomes. Instead,
private ‘efficiencies’ (if they exist) came at the cost of public health. From the
perspective of mainstream economics, this outcome makes little sense. However,
it is consistent with the theory of ‘capital as power’, which argues that private-
sector profits are realized not through ‘productivity’, but through the strategic
limitation of human activity.

The remainder of the paper is organized as follows. Section 2 reviews two
opposing theories of the private sector. Neoclassical economics treats market
activity as inherently productive. In contrast, the theory of capital as power
argues that businesses earn profits through a process of ‘strategic sabotage’.
In Section 3, I apply the theory of capital as power to healthcare. I look for
qualitative evidence that private healthcare providers seek to strategically limit
services. After reviewing difficulties with the quantitative study of healthcare
(Section 4), I investigate how healthcare privatization has affected COVID-19
outcomes (Section 5). Because this analysis is preliminary, I conclude by dis-
cussing remaining questions and avenues for future research (Sections 6 and
7).

2 The business of health

To understand the debate over healthcare privatization, one must start with
economic theory. The idea that the private sector is more ‘efficient’ than govern-
ment comes from neoclassical economics — the dominant school of economic
thought. In marked contrast to neoclassical economics, the theory of ‘capital
as power’ proposes that the private sector realizes profits through ‘strategic
sabotage’. In what follows, I briefly review these opposing theories.

2.1 The neoclassical view

According to neoclassical economics, markets are more ‘efficient’ at allocating
resources than are governments. The idea is that because private firms must
compete, they are driven to increase efficiency and lower costs (Rosenthal and
Newbrander 1996, 207-208). Unlike private firms, governments lack competi-
tion, meaning they are essentially monopolies. As such, economists argue that
governments have little incentive to lower costs or seek efficiencies (Gerdtham,
Sggaard, Andersson, and Jonsson 1992, 6).

Summarizing the neoclassical view of healthcare, economists James Capretta
and Kevin Dayaratna write:
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[A] market-driven health system would work as one would expect it
to — driving out waste and inefficiency and rewarding high quality
and lower costs with greater market share.

(Capretta and Dayaratna 2013)

Neoclassical economists offer similar arguments on the ‘consumer’ side of health-
care. If consumers were forced to pay more for healthcare, economists reason,
they ought to ‘consume’ healthcare services more efficiently. Thus, Kathryn
Nix and Alyene Senger argue that US healthcare costs are high because users
“are insulated from the cost of healthcare” (2012). Similarly, Capretta and Da-
yaratna argue that when healthcare is free, consumers use “more care than
they [need]” (2013). But when users pay for healthcare services, they tend to
avoid unnecessary costs.*

To summarize, neoclassical economists argue that private healthcare is superior
to public healthcare for two main reasons:

1. The quest for profit leads private firms to become more efficient, leading
to better healthcare outcomes.

2. When individuals pay directly for healthcare, they ‘consume’ these services
more carefully.

If this worldview is true, then private healthcare should tend to minimize waste.
And if healthcare spending does increase, it is because better services are being
provided.

2.2 Capital is power

In contrast to neoclassical economics, Jonathan Nitzan and Shimshon Bichler’s
theory of ‘capital as power’ sees private-sector profit as antagonistic to society.
Building on the insights of the early twentieth century sociologist Thorstein
Veblen, Nitzan and Bichler argue that business profits are realized not by ‘adding
value’, but through the strategic limitation (or ‘sabotage’) of industrial capacity
and human wellbeing (2009, 233-235).

4Capretta and Dayaratna base their conclusions on a 1996 study by RAND economist Joseph
Newhouse (Newhouse 1996).
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The goal of business, Nitzan and Bichler propose, is to sabotage society to just
the right degree — enough to earn profits, but not so much that earnings decline
and the economy stagnates. In Veblen’s words, business aims to charge “what
the traffic will bear” (1908, 107). Since a return on investment is considered
‘normal’ in capitalist societies, the associated social sabotage becomes largely
invisible — a mundane ‘cost of doing business’ (Nitzan and Bichler 2009, 242).

Nitzan and Bichler argue that strategic sabotage takes two main forms. First,
business attempts to redirect industry toward ends that are more profitable.
For instance, in healthcare, pharmaceutical companies often develop expensive
drugs that are marketed to the rich, rather than developing (less profitable)
drugs that could improve the health of the poor. Similarly, private hospitals
tend to invest less in essential services (like emergency rooms), and instead
spend money on expensive specialized procedures.

Second, Nitzan and Bichler argue that sabotage is visible as the systematic
under-utilization of capacity. On that front, private hospitals tend to provide
fewer hospital beds than their public counterparts (Buzelli and Boyce 2021).
In other words, choking the market for hospital beds may be good way to earn
a profit.

3 The strategic limitation of healthcare: qualitative
evidence

According to the theory of capital as power, private healthcare realizes profits
through strategic sabotage. In this section, I review evidence for the limitation
of healthcare services in the context of the COVID-19 pandemic.

3.1 Private healthcare in Italy

I begin with the example of Italy. Over the last few decades, Italy attempted to
cut costs by privatizing many elements of its national health service. In a recent
paper, Maria Luisa Buzelli and Tammy Boyce argue that this privatization made
the country “more vulnerable and unprepared to tackle the COVID-19 pandemic”
(2021, 501). Their reasoning is simple: privatization led to a reduction in public
health services, and these services are a key tool for mitigating the pandemic.
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Buzelli and Boyce note that in Italy, private hospitals provide a “limited range of
services compared to public hospitals”.> By focusing on specialized procedures,
firms can charge a premium and so “ensure the private sector high returns”
(2021, 502).

In the context of the COVID-19 pandemic, the Italian region of Lombardy pro-
vides a salient case study of the effects of healthcare privatization. Having
invested heavily in specialized private medical care, the region found itself with
only 0.74 primary care physicians per 1000 residents — about half the number
found in France and Germany (Plagg et al. 2021, 3988). And while the region
of Lombardy boasts the highest per capita income in Italy, during the early
months of the pandemic the region had excess mortality rates that were five
times higher than in neighboring Veneto (Varella 2021; Plagg 2021, 3988).

Tellingly, Buzelli and Boyce note that despite extensive privatization, public
hospitals still provide “almost all emergency care in Italy” (502). So in many
ways, private-sector investment has actually increased the burden on public
hospitals. For example, public emergency rooms frequently get used for non-
urgent care, largely because they provide their services for free (Plagg 2021).

Compared to public hospitals, it seems that private hospitals invest less in basic
care. In Lombardy, private hospitals outnumber public hospitals, yet provide
three times fewer hospital beds. And in Italy as a whole, there are roughly equal
numbers of public and private hospitals. Yet private hospitals provide about
100,000 fewer beds (Buzelli and Boyce, 2021).

If the theory of capital as power is correct, this under-investment in hospital
beds may indicate intentional limitation — a private-sector strategy for boosting
profits.

3.2 Private healthcare in India

Like Italy, India relies heavily on private healthcare. In India, there are twice as
many private hospitals as public ones. Furthermore, about 80% of the popula-
tion lacks health insurance. And although public healthcare is provided for free,
the system is underfunded and often delivers poor-quality care. This under-
investment, Kamala Thiagarajan observes, “drive[s] desperate patients towards
private care” (2020, 1).

>According to Buzelli and Boyce, private healthcare providers focus on non-emergency care —
things like “diagnostic procedures (e.g., laboratory tests), pharmaceuticals, specialist outpatient
care, nonurgent interventions, residential care, and rehabilitation assistance” (2021, 502).
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During the pandemic, private hospitals behaved poorly. According to Thiagara-
jan, private hospitals resisted government efforts to cap prices for COVID-19
treatment, and refused to offer free or subsidized services. Commenting on the
widespread failure of Indian private healthcare, Owain Williams writes:

India has been particularly plagued by private hospitals refusing
treatment as the public hospital systems in many states have been
overrun. Patients have died, sometimes outside hospital doors, after
failing to gain admission to multiple hospitals.

(Williams 2020, 3)

Faced with this crisis, Indian officials took emergency actions, including seques-
tering private hospitals, forcing them to stay open, and prosecuting clinics that
refused to comply. But despite this effort, Williams reports that private hospitals
were still “routinely breaching price caps and gouging, turning away COVID
patients and hoarding beds” (2020, 3).

3.3 Healthcare sabotage?

In the face of private-sector failure during the pandemic, organizations like the
World Bank and the World Health Organization (WHO) have tended to blame
the pandemic itself. The idea is that the pandemic is a rare event that could
not have been planned for. The possibility that private hospitals intentionally
limit services (and therefore exacerbate the pandemic) borders on unspeakable
(Hellowell 2020).

Some analysts see the reverse problem, claiming government is limiting the pri-
vate sector’s pandemic response. For example, a recent WHO memo discusses
ways that government can get in the way. “Emergency legislation, compounded
by weak health systems and regulation,” the authors claim, “can limit the private
sector’s role [in responding to the pandemic]” (WHO 2020, 3). Conveniently,
this memo ignores the fact that in many countries (India, Malaysia, the Philip-
pines, Indonesia, Thailand, Egypt), emergency legislation greatly expanded the
private sector’s role, often by legally forcing firms to provide emergency services
(Williams 2020, 3).
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Although the nefarious behavior of private healthcare providers has shocked
many pandemic commentators, it is unsurprising when viewed through the lens
of capital as power. In developing the theory, Nitzan and Bichler observe that
‘stagflation’ (inflation combined with reduced industrial capacity) is a general
feature of capitalist crises (2009, 378). In this light, private hospitals may simply
have kept to the normal business playbook, attempting to profit from the crisis
by raising prices and limiting services.

4 Quantifying healthcare

The qualitative evidence reviewed above paints an unflattering picture of pri-
vate healthcare’s response to COVID-19. However, one can always counter that
the stories have been ‘cherry picked’, and so do not represent the wider pan-
demic experience. It is only by gathering widespread, quantitative evidence
that we can cast judgement on the private-sector’s healthcare performance.

In Section 5, I look for quantitative evidence that healthcare privatization has
affected pandemic outcomes. Before turning to this evidence, however, I discuss
previous efforts to quantify the efficacy of public and private healthcare.

4.1 Measuring healthcare efficiency and quality

Studies that quantitatively compare public and private healthcare often focus
narrowly on either the ‘quality’ of care, or its ‘efficiency’. Rarely do such studies
address the connections between cost efficiency and broader health outcomes.

A common problem is that studies of healthcare quality focus on a particular
setting or type of service. But such narrow measures of quality have little bearing
on the health of an entire society. For instance, private hospitals might provide
superior care relative to their public counterparts. However, private hospitals
exclude patients who cannot afford their services. If we are to evaluate private
healthcare as a whole, we must include not just the care itself, but also the
adverse effects of healthcare exclusion.

If we do not measure these exclusionary effects, we may draw dubious con-
clusions. Here is an example. In a meta-analysis of 80 studies, Berendes et
al. (2011) looked at drug ‘availability’ within low-income and middle-income
countries. They found that private-sector providers scored substantially higher
than their public-sector counterparts. However, Berendes did not consider the
fact that private clinics provide drugs only to those can afford them. So if one
has sufficient funds, a private clinic might be superior to a public one. But if
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one lacks the necessary funds, then the private clinics’ drugs are effectively
unavailable (regardless of what is on the shelves). In this case, we must bal-
ance on-the-shelf availability with the drug exclusion caused by privatization —
something that Berendes fails to do.

Studies that measure ‘efficiency’ have similar flaws. Oddly, they do not connect
‘efficiency’ (i.e. cost reductions) to better health. For example, a popular way
to measure ‘efficiency’ is to take a specific healthcare provider and calculate its
ratio of ‘inputs’ to ‘outputs’ (Tiemann and Schreyogg 2009). (Inputs refer to
costs like labour and supplies. Output refers to things like the number of patients
served or the length of patient stays.) Unfortunately, this kind of measure says
little about the quality of care, and even less about actual health outcomes.

Tellingly, Tiemann and Schreyogg cite several studies which found that greater
input-output efficiency was associated with higher inpatient mortality. In their
own study, Tiemann and Schreyogg try to ‘avoid’ this issue by using average
mortality rates (per hospital) to ‘adjust’ for variation in the quality of care. But
by ‘controlling’ for quality of care, what Tiemann and Schreytgg are actually
doing is removing it from their analysis. And so they detach the gains of cost-
efficiency from any understanding of whether health outcomes are improved
or impaired.

My goal here is to avoid the mistakes described above. In Section 5, I propose
a measure of healthcare that combines both cost-efficiency and general health
outcomes.

4.2 Measuring healthcare privatization

To determine how healthcare privatization affected pandemic outcomes, we
must measure the level of privatization. This measurement is difficult, largely
because the provision of healthcare is often tightly integrated between public
and private sectors.

Basu et al. note that national healthcare systems include a diverse array of
public and private actors, often with funding and organizational structures that
are intermixed (2021, 2). This complexity makes a ‘public-private’ distinction
far from straightforward. Complicating things further, many countries lack data
that describes the public-private distribution of healthcare resources.

Acknowledging the difficulty of separating healthcare into public and private
components, Mackintosh et al. (2016, 2) provide three possible metrics for
determining healthcare composition:
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1. Demand side: the extent of private finance within total healthcare ex-
penditure.

2. Supply side: the scale of the private sector in healthcare, as indicated by
its weight in the delivery of care.

3. Commercialization: the accessibility of the public sector, proxied by the
extent to which public healthcare relies on fees.

Due to the restricted scope of this paper (and the limited availability of relevant
data), I estimate healthcare composition using the first metric. I measure the
share of private health spending in total domestic health expenditure.

Importantly, there is evidence that private spending is a reliable measure of
healthcare privatization. For instance, Basu et al. (2012, 9) note that a Chinese
study found that healthcare privatization led to a significant increase in ‘out-
of-pocket spending’. (Out-of-pocket spending represents fees paid directly by
healthcare users.) One worry is that out-of-pocket spending does not measure
privatization, since some public healthcare systems also rely on user fees. (This
is the case in Armenia.) However, public-sector fees rarely exist in isolation.
More typically, they exist alongside a large private health sector (Torosyan,
Romoniuk, and Krajewski-Suida 2007, 189).

Importantly, the World Bank provides data that can be used to distinguish be-
tween ‘out-of-pocket’ fees, and the remainder of private healthcare spending.
For lack of a better word, I will call this remainder ‘non-out-of-pocket’ private
spending. This non-out-of-pocket private spending likely captures the role of pri-
vate insurance in financing healthcare. In the US, for instance, more than 80%
of non-out-of-pocket private expenditure comes from private insurers (CMS
Financial Report 2021, 2). More generally, different private healthcare orga-
nizations rely on different sources of funding. Mackintosh (2016) notes that
private insurance typically funds large-scale healthcare providers, while out-of-
pocket spending tends to fund smaller operations.

To summarize, it is difficult to rigorously measure the extent of healthcare pri-
vatization. However, the scale of private healthcare funding is likely a useful ap-
proximation. And any distinction between out-of-pocket and non-out-of-pocket
spending may highlight the role of the private insurance industry.
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4.3 Measuring COVID-19 outcomes

Like privatization, health outcomes can be difficult to measure. However, be-
cause I am focusing solely on the impact of the COVID-19 pandemic, outcomes
become easier to measure. We simply count the number of COVID-related
deaths (per capita). Fewer deaths is a better outcome. More deaths is a worse
outcome.

Ignoring the problem of undercounting COVID-19 deaths (discussed in the Ap-
pendix), the bigger problem in this study is attributing death-rate differences to
a particular cause. My goal here is to study the effects of healthcare privatiza-
tion. But while healthcare is a major part of the pandemic response, it is not the
only part. Many other factors can affect the severity of the pandemic, includ-
ing social welfare provisions, government emergency responses, and cultural
attitudes.

For example, it is no secret that the United States has had a particularly high
COVID death toll. Nor is it a secret that the United States has a particularly
privatized health sector. Still, analysts have largely ignored privatization as a
factor that exacerbated the pandemic. Instead, they have focused on govern-
ment policy failure (Altman 2020). Regardless of which assessment of the cause
is ‘correct’, the point is that it is difficult to isolate the effect of healthcare in
mitigating the COVID-19 pandemic.

In the interests of exploratory research, this paper conducts a ‘single-factor’
analysis of COVID-19 outcomes as they relate to healthcare privatization. I do
not attempt to ‘adjust’ for confounding factors. (I do, however, discuss possible
confounders in Section 6.)

5 A quantitative study of healthcare composition,
healthcare costs, and COVID-19 outcomes

The goal of this paper is to asses how public/private healthcare composition
affected COVID-19 outcomes. My method involves two steps:

1. Sort countries into groups based on their level of healthcare privatization;

2. Measure the healthcare ‘efficiency’ of each group in relation to COVID-19
outcomes.
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Step 1: Sort countries by healthcare privatization

I use four different metrics of healthcare privatization, described below. Each is
based on the relative scale of private-sector finance in the provision of health-
care. Based on this scale, I divide countries into two groups — one in which
the public sector dominates healthcare, and one in which the private sector is
more dominant. The metrics are as follows:

1. Private healthcare spending as a share of total healthcare expen-
diture. This measure is a broad indicator of healthcare privatization. I
differentiate between countries in which the private sector contributes
less than 50% of total health spending, and countries in which the private
sector contributes more than 50% of total health spending.

2. Out-of-pocket spending as a share of total healthcare expenditure.
‘Out-of-pocket’ spending consists of healthcare fees paid directly by pa-
tients. This measure captures how individuals fund private healthcare. I
differentiate between countries in which out-of-pocket spending is greater
than 50% of total healthcare expenditure, and countries in which it is less
than 50% of expenditure.

3. Private non-out-of-pocket spending as a share of total healthcare
expenditure. Non-out-of-pocket private spending consists mostly of the
money spent by private insurance companies. I differentiate between
countries in which private non-out-of-pocket spending is greater than
10% of total healthcare expenditure, and countries in which it is less than
10% of expenditure.

4. The ratio of private non-out-of-pocket spending to public spending.
This measure compares the scale of the corporate healthcare sector to
the public healthcare sector. I differentiate between countries in which
private non-out-of-pocket spending is greater than 20% of public health-
care expenditure, and countries in which it is less than 20% of public
expenditure.

Step 2: Measure COVID outcomes as a function of healthcare costs

After grouping countries using the categories above, I measure the severity of
the COVID-19 pandemic as a function of healthcare costs. The idea is to connect
health outcomes (COVID-19 deaths) with the cost of provisioning healthcare.
If private healthcare is more ‘efficient’ than public healthcare (as advocates
claim), then this efficiency ought to show up in COVID-19 outcomes.
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To test this possibility, I take the two groups of countries (discussed above) and
measure the correlation between cumulative COVID-19 deaths per capita and
total healthcare spending as a share of GDP. (COVID-19 deaths are counted
as of December 31, 2020. Healthcare spending is measured in 2018, the most
recent year with available data.)

If healthcare is ‘efficient’ (at responding to pandemics), we expect that greater
spending ought to lead to fewer COVID-19 deaths. Conversely, if healthcare
spending is ‘wasteful’, then greater spending could actually lead to more COVID-
19 deaths.

5.1 Results
Pandemic outcomes sorted by private-sector health spending

I look first at how COVID-19 outcomes vary as a function of the private sector’s
share of total health spending. Figure 1 shows the results. Each panel plots
COVID-19 death rates against healthcare spending as a share of GDP. Panel A
shows countries in which healthcare is dominated by the public sector. (These
are countries in which private-sector spending is less than 50% of total health-
care expenditure.) Panel B shows countries in which healthcare is dominated
by the private sector. (These are countries in which private-sector spending is
greater than 50% of total healthcare expenditure.)

There is a clear distinction between the two types of countries. In countries
where the public sector dominates total health spending (Fig. 1A), there is
no significant relation between COVID-19 death rates and healthcare costs
(measured as a share of GDP). However, in countries where the private sector
dominates healthcare (Fig. 1B), there is a strong positive correlation between
death rates and healthcare costs. In other words, in countries where healthcare
is mostly private, greater healthcare spending was associated with more COVID-
19 deaths.

Pandemic outcomes sorted by out-of-pocket health spending

Let’s now look at how COVID-19 outcomes vary as a function of out-of-pocket
healthcare spending. This expenditure measures the fees that individuals pay
to use healthcare services. (Note that these fees may be paid to both public and
private healthcare providers.)
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Figure 1: COVID-19 deaths vs. healthcare costs, differentiated by the
private sector’s share of total healthcare expenditure

Note: Both panels show how COVID-19 death rates (vertical axis, log scale) relate to healthcare
spending as a share of GDP (horizontal axis). Panel A contains countries in which the private
sector contributes less than 50% of total healthcare spending. Panel B contains countries in
which the private sector contributes greater than 50% of total healthcare spending. Death rates
are measured as of December 31, 2020. Healthcare spending was measured in 2018. The red
line indicates an exponential regression. Correlation is measured between healthcare spending
and the log of COVID deaths. For data sources, see the Appendix.

30



COSTLY EFFICIENCIES

Figure 2 shows the results. Each panel plots COVID-19 death rates against
healthcare spending as a share of GDP. Panel A shows countries in which out-
of-pocket spending is less than 50% of total healthcare expenditure. Panel B
shows countries in which out-of-pocket spending is greater than 50% of total
healthcare expenditure.

We again find a distinction between the two types of countries. In countries
where user fees contribute a minority of healthcare expenditure (Fig. 2A), there
is weak relation between COVID-19 death rates and healthcare costs. However,
in countries where healthcare is funded mostly by user fees (Fig. 2B) there is a
positive correlation between death rates and healthcare costs.

Pandemic outcomes sorted by private non-out-of-pocket health spending

Finally, let’s look at how COVID-19 outcomes vary as a function of private non-
out-of-pocket healthcare spending. Unlike out-of-pocket spending (user fees),
non-out-of-pocket spending captures the role of private healthcare insurers. The
greater this non-out-of-pocket spending, the more that healthcare is funded by
private insurance companies.

Using the same convention as in the previous charts, Figure 3 differentiates
COVID outcomes by private non-out-of-pocket spending as a share of total
healthcare expenditure. Panel A shows countries in which private non-out-of-
pocket spending is less than 10% of total healthcare expenditure. Panel B shows
countries in which private non-out-of-pocket spending is greater than 10% of
total healthcare expenditure.

Again, the two types of countries show different patterns. When the private in-
surance industry is small (Fig. 3A), there is a weak correlation between COVID-
19 deaths and healthcare costs. However, when the private insurance industry
is large (Fig. 3B), COVID-19 deaths increase with healthcare costs.

Figure 4 shows an alternative way of gauging the size of private non-out-of-
pocket spending. Instead of comparing this spending to total healthcare ex-
penditure (as in Figure 3), I compare it to public healthcare expenditure. This
comparison yields the strongest distinction in COVID-19 outcomes.

In countries where private non-out-of-pocket spending is less than 20% of the
size of public health expenditure (Fig. 4A), there is no significant correlation be-
tween COVID-19 deaths and healthcare costs. However, when private non-out-
of-pocket spending is greater than 20% of the size of public health expenditure
(Fig. 4B), there is a tight correlation between healthcare costs and COVID-19
deaths.
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Figure 2: COVID-19 deaths vs. healthcare costs, differentiated by
out-of-pocket spending as a share of total healthcare expenditure

Note: Both panels show how COVID-19 death rates (vertical axis, log scale) relate to healthcare
spending as a share of GDP (horizontal axis). Panel A contains countries in which private out-
of-pocket spending is less than 50% of total healthcare spending. Panel B contains countries in
which private out-of-pocket spending is greater than 50% of total healthcare spending. Death
rates are measured as of December 31, 2020. Healthcare spending was measured in 2018.
The red line indicates a exponential regression. Correlation is measured between healthcare
spending and the log of COVID deaths. For data sources, see the Appendix.
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Figure 3: COVID-19 deaths vs. healthcare costs, differentiated by private
non-out-of-pocket spending as a share of total healthcare expenditure

Note: Both panels show how COVID-19 death rates (vertical axis, log scale) relate to healthcare
spending as a share of GDP (horizontal axis). Panel A contains countries in which private non-
out-of-pocket spending is less than 10% of total healthcare spending. Panel B contains countries
in which private non-out-of-pocket spending is greater than 10% of total healthcare spending.
Death rates are measured as of December 31, 2020. Healthcare spending was measured in 2018.
The red line indicates a exponential regression. Correlation is measured between healthcare

spending and the log of COVID deaths. For data sources, see the Appendix.
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Figure 4: COVID-19 deaths vs. healthcare costs, differentiated by the size
of private non-out-of-pocket spending relative to public healthcare
expenditure

Note: Both panels show how COVID-19 death rates (vertical axis, log scale) relate to health-
care spending as a share of GDP (horizontal axis). Panel A contains countries in which private
non-out-of-pocket spending is less than 20% of public healthcare spending. Panel B contains
countries in which private non-out-of-pocket spending is greater than 20% of public health-
care spending. Death rates are measured as of December 31, 2020. Healthcare spending was
measured in 2018. The red line indicates a exponential regression. Correlation is measured
between healthcare spending and the log of COVID deaths. For data sources, see the Appendix.
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5.2 Results summary

As a whole, the evidence suggests that healthcare privatization relates strongly
to COVID-19 outcomes. Tables 1 and 2 summarize the results. Across my four
measures of healthcare composition, I find a consistent distinction between
countries with mostly public healthcare and countries with mostly private
healthcare.

In countries where healthcare is largely public, COVID-19 death rates correlate
weakly with healthcare costs, as shown in Table 1. In these countries, it seems
that healthcare spending is not a major determinant of COVID-19 outcomes.
However, in countries where healthcare is largely private, COVID-19 death rates
correlate strongly with healthcare costs, as shown in Table 2. In these countries,
it seems that greater healthcare spending led to worse pandemic outcomes.

6 Discussion

To understand the relation between privatized healthcare and COVID-19 out-
comes, it is helpful to return to the opposing economic theories discussed in
Section 2.

According to neoclassical economics, markets are the most ‘efficient’ way of al-
locating resources. The competition for profits is supposed to drive down prices
and increase the quality of goods and services. Governments, in contrast, are
characterized as ‘inefficient’ and ‘wasteful’. By offering free and/or subsidized
services, governments (economist claim) encourage consumers to use more
than is necessary.

Nitzan and Bichler’s theory of ‘capital as power’ views things differently. It
argues that the goal of private business often runs counter to the interests of
society. Although capitalists may attribute profit to ‘efficiencies’, Nitzan and
Bichler argue that in broader terms, profit stems from ‘strategic sabotage’. In
other words, profit signals social ‘inefficiency’. In normal times, this sabotage is
consider a banal ‘cost of doing business’. But during times of crisis, private-sector
sabotage tends to become sharper and creates effects that are more severe.
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Table 1: COVID-19 outcomes in countries where the public sector
dominates healthcare

Correlation between COVID-19
Sorting method deaths and healthcare costs as a
share of GDP

Private sector spending is less than 50% of total

healthcare expenditure 0.19
Out-of-pocket spending is less than 50% of total

. 0.31
healthcare expenditure
Private non-out-of-pocket spending is less than 0.28
10% of total healthcare expenditure )
Private non-out-of-pocket spending is less than 0.20
20% the size of public healthcare expenditure ’
Average 0.25

Table 2: COVID-19 outcomes in countries where the private sector
dominates healthcare

Correlation between COVID-19
Sorting method deaths and healthcare costs as a
share of GDP

Private sector spending is greater than 50% of

total healthcare expenditure 0.74
Out-of-pocket spending is greater than 50% of

. 0.65
total healthcare expenditure
Private non-out-of-pocket spending is greater 0.66
than 10% of total healthcare expenditure )
Private non-out-of-pocket spending is greater
than 20% the size of public healthcare 0.79
expenditure
Average 0.71

Note: These tables summarizes the correlations shown in Figures 1-4. The correlations are
calculated on the log of COVID-19 deaths per capita (which are measured on December 31,
2020).
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In Section 3, I reviewed some of the qualitative effects of the private-sector
sabotage of healthcare. In general, the private sector tends to invest in spe-
cialized (non-urgent) care, because that is what is most profitable. Relative
to public healthcare, private hospitals provide less basic care and fewer emer-
gency services. And when the private sector does provide basic services, they
are available only to those who can afford them. It seems plausible that during
a pandemic, this private-sector formula will perform poorly.

The quantitative evidence in Section 5 bears out this hypothesis. The results in-
dicate a clear difference in COVID-19 outcomes between countries with mostly
public healthcare and those with mostly private healthcare. In countries with
mostly public healthcare, there was little relation between healthcare spending
and COVID-19 deaths. However, in countries with mostly private healthcare,
greater healthcare spending was associated with more deaths.

This finding makes little sense from the perspective of neoclassical economics. If
the private sector is ‘efficient’, then more healthcare spending ought to indicate
‘better’ healthcare. But at least when it comes to dealing with a pandemic, this
idea seems to be false. Instead, spending on private healthcare was actually
deleterious to public health. While paradoxical from a neoclassical perspective,
the results are consistent with the theory of capital as power. It seems plausi-
ble that the private sector diverts healthcare investment to activities that are
profitable, but not in the best interests of social health. By doing so, it leaves
society more vulnerable to pandemics.

That said, the analysis in this paper is limited in scope, and therefore leaves
many details for future research. Here are some questions to consider.

Why, for instance, is there no evidence that greater healthcare spending im-
proves COVID-19 outcomes? In other words, among countries with pubic health-
care, why don’t we find a negative correlation between healthcare expenditure
and COVID-19 death rates? An obvious answer is that no healthcare system
(even highly public ones) is explicitly designed to deal with a pandemic. Instead,
as health spending expands, it seems likely that societies tend to invest more
in specialized treatments — treatments that are beneficial during normal times
but superfluous during a pandemic. In this light, perhaps private healthcare
simply exacerbates the specialization problem, funneling money away from
basic care.

Another question: if we broadened the analysis to include many (possible)
determinants of COVID-19 severity (other than healthcare privatization), what
might we find? Here are three important factors to include in future research:
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1. The age profile of the country. The mortality rate for COVID-19 is highly
age-dependent, with lethality increasing significantly in older patients
(Levin et. al. 2020). This suggests that COVID-19 deaths per capita may
be higher in countries with older populations. Given that many wealth-
ier countries in Europe have both high public healthcare spending and
older populations, these demographics might affect the relation between
COVID-19 deaths and healthcare spending.

2. Strength of non-healthcare policies used to mitigate the pandemic.
During the pandemic, governments used a variety of policies to slow the
spread of the virus, including lockdowns, border closures, stay-at-home
orders, and mask-mandates. There have been several studies examining
the link between these measures and health outcomes, with mixed re-
sults (see for instance Bjgrnskov 2021; Bendavid et. al. 2021; Lau et.
al. 2020). It is important to study how these measures affected mortality;,
and how these policies might relate to the public/private composition
of healthcare. Did countries with stronger public healthcare tend to im-
pose stronger non-healthcare measures? Did countries with weaker public
healthcare systems tend to rely more heavily on non-healthcare govern-
ment responses?

3. Resistance to public health measures. In many countries, governments
struggled to get citizens to follow pandemic restrictions. This resistance
was both individual and institutional. At the individual level, people chose
to break curfews and stay-at-home orders, refused to close their busi-
nesses, and (later in the pandemic) refused to get vaccinated. At the insti-
tutional level, groups put pressure on governments to avoid lockdowns,
delay business closures and border closures, and to not mandate vaccina-
tion. Given the business case for staying open, an interesting possibility
is that the private sector in general (not just private healthcare) acted to
worsen pandemic outcomes. If that is true, perhaps by measuring health-
care privatization, we are proxying the level of privatization in the society
at large.

These three factors are but the tip of a long list of variables that might affect
pandemic outcomes in co-relation with healthcare composition. Fortunately, the
COVID-19 crisis is likely to be the most intensely studied pandemic in human
history. So future researchers will not be short on data.
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7 Conclusion

This study attempted to shed light on the longstanding debate over public
vs. private healthcare. Because it is a major talking point for advocates of pri-
vate healthcare, I focused on the issue of healthcare costs. Private healthcare
proponents argue that public healthcare spending is ‘unsustainable’, and that
the private sector is the smarter choice for providing healthcare. I argued that
because the COVID-19 pandemic affected every healthcare system in the world
simultaneously, it provided a rare opportunity to test this claim.

The results show that in countries where the private sector plays a dominant
role in funding healthcare, greater total health expenditure predicted worse
COVID-19 outcomes. In contrast, among countries with healthcare that was
mostly public, there was little correlation between healthcare spending and
COVID-19 deaths. This finding contradicts the argument that private-sector
healthcare is more ‘efficient’ (meaning it provides the same or better care at
a lower price) than public healthcare. When it comes to pandemic outcomes,
this was simply not true.

However, the evidence is consistent with the theory of ‘capital as power’, which
argues that private-sector profits are of negative social value — the result of
strategic limitation and sabotage. Viewed through the lens of capital as power,
the positive correlation between COVID- 19 deaths and healthcare expenditure
may reflect two sides of the same process: the increasing control of business
interests over a country’s healthcare system. As private control over healthcare
increases, there is an increase in the level of ‘sabotage’, and therefore a decrease
in the quality of overall public health.

Having proposed a possible explanation for the evidence, I admit that this study
is exploratory. It is based on a single-factor analysis, and therefore cannot cap-
ture the many determinants of public health. To aid future research, gathering
information about the interaction between public and private healthcare should
be a top priority for researchers, governments, and international organizations.
There is also likely a need to better theorize the relationship between healthcare
and the dynamics of capitalism.

While this paper is exploratory, the evidence suggest that in private healthcare,
there is a conflict of interest between profit and public health. As the pandemic
has tragically revealed, the cost of this conflict (whether counted in dollars or
lives) is unsustainable.
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Appendix

The data used in this paper is available at the Open Science Framework: https:
//osf.io/sb53k/

Alternative date for counting COVID-19 deaths

The results discussed in this paper are relatively robust to changes in the date
when COVID-19 deaths are counted. To illustrate this fact, Tables 3 and 4
show the correlations found when summing COVID-19 deaths on September
19, 2021 (instead of December 31, 2020). There remains a clear distinction be-
tween countries with mostly public healthcare, and those with more privatized
healthcare.

Data for COVID-19 death rates

COVID-19 data is from John Hopkins University, accessed via the 91-DIVOC
Project.

I measured cumulative COVID-19 deaths as of December 31, 2020. This was
mid-way through the first global peak of the pandemic. I chose this date because
it was late enough that the pandemic had spread to a large number of countries,
but still early enough that the data would accurately reflect the performance of
the pre-existing healthcare system (i.e., before the system had been substantially
affected by governments’ emergency funding).

I chose to use total death rates instead of ‘case-fatality rate’ (the other primary
measure of COVID-19 impacts) for two reasons. First, while the case-fatality
rate reflects one measure of the deadliness of the pandemic, the death count
gives a broader sense of the severity of the outbreak. (If there are a large number
of cases, a low case-fatality rate can obscure a large number of deaths.)

Second, because this study compares outcomes between countries, concerns
about general downward bias in COVID reporting are less relevant. This is im-
portant, since one argument for using case-fatalities is that it mitigates bias. For
instance, in their cross-country COVID-19 study, Ozkan et al. (2021, 2) prefer
case-fatality to number of deaths because the measure “is [more] likely to mod-
erate this bias given both the numerator and the denominator are likely to be
lower than their true unobserved values.” Note, however, that this ‘moderation’
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Table 3: COVID-19 outcomes in countries where the public sector
dominates healthcare (alternative date for counting death rates)

Correlation between COVID-19
Sorting method deaths and healthcare costs as a
share of GDP

Private sector spending is less than 50% of total

healthcare expenditure 0.19
Out-of-pocket spending is less than 50% of total

. 0.31
healthcare expenditure
Private non-out-of-pocket spending is less than 0.28
10% of total healthcare expenditure ’
Private non-out-of-pocket spending is less than 0.20
20% the size of public healthcare expenditure )
Average 0.25

Table 4: COVID-19 outcomes in countries where the private sector
dominates healthcare (alternative date for counting death rates)

Correlation between COVID-19
Sorting method deaths and healthcare costs as a
share of GDP

Private sector spending is greater than 50% of

total healthcare expenditure 0.74
Out-of-pocket spending is greater than 50% of

. 0.65
total healthcare expenditure
Private non-out-of-pocket spending is greater 0.66
than 10% of total healthcare expenditure )
Private non-out-of-pocket spending is greater
than 20% the size of public healthcare 0.79
expenditure
Average 0.71

Note: These tables replicate the analysis in Tables 1 and 2, but measure COVID-19 deaths on
September 19, 2021 (instead of December 31, 2020). Correlations are calculated on the log of
COVID-19 deaths per capita.
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works only if both death and case counts are lower by a similar amount. In prac-
tice, there is no way to verify this moderation, since the degree of bias remains
unknown. Assuming that most countries have a similar level of reporting bias,
then the size of this bias is irrelevant for the present study.

Data for healthcare spending

Health expenditure data is from the World Bank. All data is from 2018, the
most recent year available. Data series are as follows:

 Total health expenditure as a % of GDP: series SH.XPD.CHEX.GD.ZS

* Domestic private health expenditure as a % of total health expenditure:
series SH.XPD.PVTD.CH.ZS

* Out-of-pocket expenditure as a % of total health expenditure: series
SH.XPD.OOPC.CH.ZS

I calculate non-out-of-pocket private expenditure by subtracting out-of-pocket
expenditure from domestic private expenditure.

Data exclusion

I exclude countries that were missing either death rate data or health expendi-
ture data. I also exclude countries in which more than 10% of health funding
came from external (non-domestic) sources. External funding data comes from
the World Bank, series SH.XPD.EHEX.CH.ZS.
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