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Abstract
US health care administrative spending is approximately $1 trillion annually. A major operational area is the financial transactions ecosystem, 
which has approximately $200 billion in spending annually. Efficient financial transactions ecosystems from other industries and countries 
exhibit 2 features: immediate payment assurance and high use of automation throughout the process. The current system has an average 
transaction cost of $12 to $19 per claim across private payers and providers for more than 9 billion claims per year; each claim on average 
takes 4 to 6 weeks to process and pay. For simple claims, the transaction cost is $7 to $10 across private payers and providers; for complex 
claims, $35 to $40. Prior authorization on approximately 5000 codes has an average cost of $40 to $50 per submission for private payers and 
$20 to $30 for providers. Interventions aligned with a more efficient financial transactions ecosystem could reduce spending by $40 billion to 
$60 billion; approximately half is at the organizational level (scaling interventions being implemented by leading private payers and providers) 
and half at the industry level (adopting a centralized automated claims clearinghouse, standardizing medical policies for a subset of prior 
authorizations, and standardizing physician licensure for a national provider directory).
Key words: health care spending; administrative spending; claims processing; prior authorization.

Introduction
US health care administrative spending—defined as all activ
ities in support of the delivery of care, including payment 
transactions, back-office corporate and operational functions, 
customer and patient services, and administrative clinical sup
port—is approximately $1 trillion annually.1 A central ques
tion in health care is how to reduce this amount. In this 
article, we focus on the approximately $200 billion in annual 
spending related to interactions among patients, providers, 
and payers involving claims processing, payment, patient col
lections, and prior authorization.1 We refer to this spending as 
the financial transactions ecosystem.

We look at the criteria that must be met to optimize the 
financial transactions ecosystem and offer examples of US 
service industries and health care systems abroad that have 
done this successfully. We then break down the financial 
transactions ecosystem from an operational productivity 
lens—specifically, service throughput, cost efficiency, and 
quality outcomes. We conclude with a review of the 
organizational- and industry-level interventions available 
today.

We note that the author team is drawn from the academic 
and management consulting worlds. We base our insights on 
data from both academic sources and industry experience. 
A Technical Appendix delineates the information sources 
and estimation methodology we use.

What other US industries and countries 
have achieved
Industries with efficient financial transactions ecosystems 
share 2 features: immediate payment assurance and high use 
of automation throughout the process. By payment assurance, 
think of a meal at a restaurant where the customer uses a credit 
card. The restaurant needs immediate assurance that the pay
ment will be transferred, not immediacy in the dollars trans
ferred. Obtaining immediate payment assurance in health 
care could free up more than $200 billion on the balance 
sheets of hospitals and physician groups, materially alleviating 
working capital and debt required to fund operations. In add
ition, lowering processing costs through automation could im
prove the cash flow of providers and payers. Both features will 
require greater use of technology and the harmonization of 
processes across private payers and providers.

Examples from other US service industries and from health 
care systems in other countries suggest that this is possible 
through joint private and public sector action.2-8 For example, 
the banking system in the United States collaborated in the 
1970s to form an automated clearinghouse, which reduced 
transaction costs, shifted innovation to product design and other 
areas, and eventually enabled same-day transactions.2 In the air
line industry, the private sector collaborated to build an auto
mated booking platform called Sabre, which eventually was 
adapted to support other airlines, travel agents, and hotels.3
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Even health care has examples of more-efficient financial 
transactions ecosystems. In Israel, patients do not pay pro
viders directly. Instead, co-payments are withdrawn monthly 
from patients’ bank accounts and sent to their insurance plans, 
which then reimburse providers, creating payment assurance 
for all stakeholders.4 In Singapore, the central government 
manages an information hub for health care data across mul
tiple payers (both private and public), enabling patients to log 
on to 1 site where they can see their comprehensive health re
cords and pay their bills as required.5 Estonia operates a cen
tralized single-payer health system in which a fully automated 
claims process features data transferring directly from patient 
records into a billing platform, also allowing providers to 
monitor the status of their claims in real time.6

There are also examples of more efficient financial transac
tions ecosystems within the US health care system. With pre
scription drugs, in the 2000s, both the public and private 
sectors innovated to enable a common infrastructure for 
the processing of electronic prescriptions. In the later part of 
the decade, some came together into a single network, which 
allowed for the immediate transfer of prescription informa
tion about a patient and the ability to see the patient’s cost 
at the time insurance is provided, all at a very low transaction 
cost.7 Further, nearly 20 states have created all-payer claims 
databases to collect information on claims to monitor cost 
and quality.8

Challenges in the health care financial 
transactions ecosystem
The US health care system is more complicated than other US 
services industries and health care systems in other countries, 
with more than 6000 hospitals, 900 payers, and 11 000 
nonemployed physician groups (defined as hospital- 
affiliated and independent practices with 5 or more physi
cians).9-11 Such large numbers of participants inevitably com
plicate many administrative processes, including financial 
transactions.

Much research has focused on the financial transactions 
ecosystem, but unlike these studies, we took an operational 
productivity lens.1,12-18 We examine 3 dimensions: service 
throughput, cost efficiency, and quality outcomes.

Service throughput
Nearly 9 billion claims are processed annually, or approxi
mately 30 per insured life in the United States.19,20 On aver
age, approximately 80% of these claims are either 
auto-adjudicated or adjudicated with a minor adjustment. 
With regard to prior authorization, we estimate that private 
payers have in place approximately 5000 prior authorization 
codes across procedures, diagnostics, drugs, and sites of 
care. Of these, more than 90% of prior authorizations are ul
timately approved by private payers, but fewer than 25% are 
auto-determined.

Cost efficiency
We estimate that the average cost to process a single claim is 
$2 to $4 for private payers and $10 to $15 for providers. 
For simple claims (80% to 90% of the total), the cost is ap
proximately $7 to $8 per claim, including both private payers 
and providers; for more complex claims, the joint cost is $35 
to $40 (eg, a cesarean section, where the claim could include 

multiple clinicians such as an OB/GYN and anesthesiologist, 
multiple payers such as commercial and Medicaid, and mul
tiple conditions such as a postsurgery hospital-acquired infec
tion). Labor is the dominant source of costs, accounting for 
more than half of total costs for private payers and up to 
90% of costs for providers. Other types of costs include tech
nology infrastructure, spanning both the software and hard
ware needed to facilitate the claims process.

In general, prior authorization remains a labor-intensive 
process, with an average cost of $40 to $50 per submission 
for private payers and $20 to $30 for providers. There are 
also a number of indirect costs, such as physician burnout 
and employee turnover, associated with the administrative 
burden of dealing with prior authorization.21

Quality outcomes
On average, a claim can take 4 to 6 weeks to process and pay. 
This starts with 1 to 2 days for a provider to submit a claim. 
Private payers process many claims in 1 to 3 days. Some claims 
require additional steps, such as manual intervention, which 
result in an additional 1 to 2 weeks. A few claims take several 
months because of back-and-forth between the payer and the 
provider. Following payer approval, it may take a few weeks 
for a provider to be paid, an amount of time usually within 
prompt-pay statutory rules.

The overall timing of payment has substantial balance sheet 
consequences for providers. For example, for every week of re
duced time-to-payment, working capital on hospitals and 
physician groups’ balance sheets would fall by approximately 
$25 billion to $40 billion, money that could then be used for 
other productive investments.

For all of the benefits associated with prior authorization in 
cost management and appropriate care, there are also draw
backs, including delays in care and workforce burden.22-25

Further, all of the financial transactions processes require add
itional datasets, such as provider directories. These directories 
need regular updating, with more than 1 million professional
ly active physicians today and an average turnover rate of 6% 
to 7% annually as doctors move to other organizations or re
tire.26 Generally, physicians have to update some component 
of their job information—such as location, specialization, or 
work status—every 6 to 12 months. Each update can take 
up to a few hours. Overall, physicians have to submit ap
proximately 18 credentialing applications between payers, 
hospitals, and other facilities annually, creating frustration 
for both physicians and private payers.27,28 Inaccuracies 
in these provider directories can inhibit patient access 
and diminish member experience, just as with prior 
authorizations.

The savings potential of available interventions
Previous research has estimated the savings opportunity on the 
overall financial transactions ecosystem.1,13,29-31 Our ap
proach differs from these analyses by specifically dividing in
terventions into 2 levels: organizational and industry (see the 
Technical Appendix for more information on how estimated 
savings by level were made) (Figure 1). By organizational level, 
we mean interventions that individual organizations can con
trol and implement on their own or through bilateral collabor
ation between organizations. Industry-level interventions are 
those that require broader, structural collaboration across 
the health care sector.
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Organizational-level interventions
While there are many organizations involved in US health care, 
this article focuses on 3 stakeholder groups: private payers, hos
pitals, and physician groups. These stakeholders represent ap
proximately two-thirds of US health care administrative 
spending.1 Along with internal innovation and performance 
management, a vendor ecosystem has recently emerged.

Private payers
For private payers, best-in-class claims processing is auto
mated (∼95% of claims are adjudicated without manual inter
vention), accurate (with improved precision of adjudication to 
minimize adjustments and reworks), and efficient (claims re
quiring manual intervention have clear performance targets, 
and the people tasked with handling them have the necessary 
training and tools). Achieving these ends can result in lower 
administrative spending through reduced call volumes, in
creased labor productivity, and lower employee attrition. It 
can also improve the patient and clinician experience through 
faster processing times and less back-and-forth on adjust
ments. Despite recent advances, most private payers continue 
to have inefficient payment processes, driven by legacy claims 
platforms, limited improvement in process efficiency and 
automation, and skill and performance management gaps in 
their workforce.

The focus on improving the operational productivity of ad
ministrative functions could also complement the longstanding 
need of payers to root out fraud, waste, and abuse (FWA)—a 
problem costing more than $60 billion annually.32 A useful sys
tem of FWA detection would run in real time, alongside the bill
ing and prior authorization systems. Given that the savings 
accrue to medical spending, we did not include them in this ana
lysis. However, examples such as what the credit card industry 
has accomplished show that reducing FWA is possible.33

Leading private payers are generally improving operational 
productivity in 5 ways: improving data quality, removing glo
bal processing issues, targeting isolated processing issues, 

building micro-automations, and streamlining manual pro
cessing (Figure 2). Evidence from successful examples suggests 
that extending these interventions to all private payers could 
reduce spending by 20% to 25%, or $7 billion to $10 billion 
annually.

Take the case of 1 national payer with consistently strong 
performance. Seeking to improve performance, the payer 
identified 2 areas of interventions that would yield the greatest 
impact: minimizing rework driven by adjusted claims and in
creasing claims automation. To reduce the volume of claims 
adjustments, the payer focused on finding the most important 
sources of inefficiency, such as provider and member data dis
crepancies and prior authorization record matches. This effort 
decreased the number of claims that were adjudicated but 
then required an adjustment by 40% (from >5% to <3%). 
To improve auto-adjudication, the payer used AI (artificial 
intelligence)-enabled interventions like claim logic refinement 
and natural language processing for medical record process
ing. This initiative increased the auto-adjudications rate 
from 87% to more than 92%.

Hospitals and physician groups
For hospitals and physician groups, claims processing is com
monly referred to as revenue cycle management and is divided 
into 3 areas: the front end, which includes patient scheduling 
and insurance verification; the mid-cycle, which includes 
utilization management and appropriate documentation; and 
the back end, which includes accounts-receivable management, 
underpayment and denials recovery, and appeals management.

The preparation of claims for submission to payers is costly. 
Part of this cost reflects the complexity that hospitals and 
physician groups face in preparing an accurate bill in a timely 
fashion; our experience shows that a substantial portion of ini
tial claims have errors versus what would be found in a de
tailed audit reviewing the associated activities (>15%).

Despite advances in technology and the vendor ecosystem, 
hospitals and physician groups still face challenges, including 

Note: All dollars represent net savings annually, accounting for ongoing operating expenses. In our experience, one -time implementation costs would be 0.7-1.0x of annual run-rate savings
Source: Sahni, NR, Mishra P, Carrus B, Cutler DM. Administrative simplification: How to save a quarter-trillion dollars in US healthcare. McKinsey & Company; 2021; Authors’ analysis

Intervention 
level Example interventions

Private payer solutions (e.g., 
improving data quality, removing 
global processing issues) 

Providers (e.g., reducing denials 
and account receivables follow 
up spending, eliminating manual 
work through digital workflows)

Standardizing medical policies 
for a subset of prior 
authorizations

Standardizing physician 
licensure for a national provider 
directory

Reduction in 
spending
$ billions

$7–$10

$15–$20

$1-$3

$8–$12

Example challenges

Adopting a centralized 
automated claims clearinghouse

$10–$15Agreement on standardized payment 
process
Technology infrastructure
Ownership (public or private)

Legacy claims platforms
Skill and performance management gaps 
in workforce

Technology adoption and integration 
barriers with numerous stakeholders 
Staff capacity constraints and skill gaps
Management and optimization of vendor 
partners

Medical policies as competitive 
differentiator
Ongoing addition / sunsetting of policies
Possible creation of additional lobbying

State regulations
Frequency of updating

Total $40–$60

Industry

Organiza-
tional

Spending base 
affected
$ billions

$40
Spending on financial 
transactions ecosystem

$90
Spending on financial 
transactions ecosystem

$35
Spending on prior 
authorization across all 
stakeholders

$140
Spending on industry-
specific operational 
functions all stakeholders

$165
Spending on claims 
processing across all 
stakeholders

Savings 
potential
Percent

20-25%

15-20%

3-5%

5-8%

10-12%

~50%
of total savings

~50%
of total savings

Figure 1. Net annual savings opportunity within financial transactions ecosystem by intervention level.
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technology adoption, staff capacity constraints and skill gaps, 
management and optimization of vendor partners, and chan
ging payer medical policies.

Revenue cycle management is labor-intensive, whether car
ried out internally or outsourced. Leading hospitals and 
physician groups are generally improving operational prod
uctivity in 5 ways: reducing denials and account receivables 
follow-up spending, eliminating manual work through digital 
workflows, automating documentation processes, improving 
clinical documentation accuracy, and streamlining financial 
clearance and prior authorization processes (Figure 2). 
Evidence from highly optimized revenue cycle operations sug
gests that extending these interventions to all hospitals and 
physician groups could reduce spending by 15% to 20%, or 
$15 billion to $20 billion annually.

Take the example of 1 large health system’s attempt to im
prove payer denial overturn rates and reduce write-offs. The 
health system developed a large payer benefit plan policy data
set through natural language processing to better manage bill
ing interventions and implemented a denial management 
optimization algorithm to more expeditiously respond to 
payer denials. The health system also built out a revamped or
ganizational structure that centralized the non–patient-facing 
case management staff to improve efficiency. These interven
tions improved the overturn rate—the rate of successful ap
peals to denials—from 16% of all pre-billing medical 
necessity denials (excludes all denials with a dollar value of 
less than or equal to zero) to 32%.

Industry-level interventions
Industry-level interventions generally play 2 types of 
roles: acceleration and augmentation of organizational-level 
interventions. We focused on 3 industry-level interventions 
that could accelerate and augment the operational productiv
ity interventions private payers and providers are undertaking.

Adopting a centralized automated claims clearinghouse
Private payers and providers use a number of claims clearing
houses based on region and line of business. Generally, nation
al and larger regional private payers and hospitals have 
worked to lower costs per claim by working with external ven
dors and allocating more internal resources to the claims pro
cess. Physician groups, smaller hospitals, and smaller private 
payers, lacking the resources of larger organizations to address 
the claims process, face higher transaction costs per claim. 
One potential intervention is a more centralized, automated 
clearinghouse that could accelerate the standardization and 
automation of the financial transactions ecosystem. That 
could allow smaller organizations to achieve similar transac
tion costs per claim as the larger organizations. In addition, 
the use of incentives to promote the centralized clearinghouse 
could reduce transaction costs further. We estimate that accel
erating standardization and automation to decrease transac
tion costs to match those of the most efficient organizations 
could reduce spending by 10% to 12%, or $10 billion to 
$15 billion annually.

A historical barrier to this intervention is the need for the 
appropriate technology infrastructure. With recent technol
ogy advances, it could be technically feasible to migrate to a 
central clearinghouse, but questions about governance and 
ownership will need to be addressed first. One such example 
is who owns it. The banking industry developed its centralized 
claims clearinghouse through the private sector, while health 
care systems in other countries have built clearinghouses 
through the public sector. Important factors to consider 
when choosing an ownership model include speed to launch, 
level of standardization, ability to execute, and motivation 
for ongoing innovation.

Eventually, additional savings could come from introducing 
data such as electronic medical records into the clearinghouse, 
which could reduce transaction costs for other financial trans
actions, such as prior authorization.

Example 
interventions Description

Private payer Hospitals and physician groups
Opportunity 
for impact 
from 
industry-
level 
interventions

Impact of 
these 
interventions 
upon 
organization

Removing 
global 
processing 
issues

Address issues that impact all claims types 
(e.g., no prior authorization match, 
coordination of benefits pends) to improve 
auto-adjudication rate and enable claim-type 
specific interventions 

MediumHigh

Building micro-
automations

Automate manual, time-consuming routines 
(e.g., manual field updates, pricing) by 
developing simple automations and attended 
bots

LowMedium

Streamlining 
manual 
processing

Enhance frontline performance through 
improved training, performance 
management, and agile staff deployment

LowLow

Targeting 
isolated 
processing 
issues

Identify high-value claim types (e.g., C-
section live birth) where targeted rule 
modifications can drive meaningful impact 
on auto-adjudication rate

LowMedium

Improving data 
quality

Develop and implement data protocols 
across intake, standardization, and integrity 
improvement; utilize 3rd party data sets to 
improve quality of payer-collected data

HighHigh

Example 
interventions Description

Opportunity 
for impact 
from 
industry-
level 
interventions

HighReducing denials 
and account 
receivables follow 
up spending

Use automation and vendors to drive 
efficiencies across back-office functions 
(e.g., denials management, accounts 
receivable management)

Medium

Improving clinical 
documentation 
accuracy

Adopt ambient dictation, improve 
documentation audit and query 
effectiveness with AI-enabled workflow

LowMedium

Automating 
documentation 
processes 

Automate outpatient and simple 
inpatient coding and audits for certified 
coding staff to review; adopt computer-
assisted coding

LowMedium

Streamlining 
financial clearance 
and prior 
authorization 
processes

Centralize integration points across 
payers onto one platform to streamline 
prior authorization for providers 

MediumLow

Eliminating manual 
work through 
digital workflows

Automate millions of manual queries 
per year such as eligibility / benefit 
verifications (e.g., EDI 270 / 271) and 
accounts receivable claim status 
checks

MediumMedium

Impact of 
these 
interventions 
upon 
organization

EDI: Electronic Data Interchange
Source: Authors’ analysis

Figure 2. Examples of organizational-level interventions to reduce administrative spending associated with financial transactions.
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Standardizing medical policies for a subset  
of prior authorizations
Prior authorization is a specific function within the medical 
management operations of private payers and revenue cycle 
management functions of hospitals and physician groups. In 
the market-based US healthcare system, prior authorization 
has come about as a check and balance between these stake
holder groups. The primary goal of prior authorization is to 
assess the medical necessity and coverage of health care serv
ices and procedures according to established criteria or guide
lines under the provisions of payer programs to prevent excess 
and unnecessary utilization. Benefits of prior authorization 
can include flagging newer, better treatments, and improving 
the quality of care (eg, in evolving specialties such as oncology 
where the standards of care are being refined). While we ac
knowledge the clinical aspects of prior authorization, we are 
focused on the direct, administrative spending associated 
with this process.

Overall, the administration of prior authorization is com
plex not only because of the total number of prior authoriza
tions but also because private payers may have different 
policies for the same treatment or drug, depending on how 
permissive the policy is. For example, approval to administer 
magnetic resonance imaging for back pain may vary from 
payer to payer and even from insurance product to product of
fered by a payer.

In our experience, the opportunity to simplify and standardize 
common policies across the industry is only, if at all, for a subset 
of prior authorizations, while leaving others to be customized by 
private payers. The primary goal would be to focus standardiza
tion on policies that have clear evidence—for example, when 
should a medication refill be approved? Complex decisions asso
ciated with expensive treatments and uncertain clinical presenta
tion could remain the decision of the individual payer.

We estimate that some standardization, which will decrease 
the staff required to review prior authorizations at both pri
vate payers and providers, could reduce spending by 3% to 
5%, or $1 billion to $3 billion annually. Approximately half 
of this staff is clinical, including physicians and nurses. 
Relieving this burden could allow clinicians to spend more 
time on patient care—an increasingly important consideration 
given ongoing physician and nursing shortages.34

One barrier to moving in this direction is that differentiation 
in medical policies is part of the value proposition for private 
payers when vying for customers and managing medical costs. 
Employers who purchase insurance and patients may also ob
ject to the change, to the extent that they choose plans based 
on variation in prior authorization requirements. Another 
challenge is the ongoing maintenance of this system as new 
treatments arise and older ones are discontinued. Finally, in
novation of new interventions such as intelligent and person
alized processes driven by generative AI, which could have a 
greater savings impact, may be stifled.

Standardizing physician licensure for a national provider 
directory
There are more than 1 million professionally active physicians 
in the United States.26 On average, each contracts with more 
than 20 private payers.35 Each payer has its own process for 
ensuring a physician is in its provider directory. This is needed 
to establish the back-and-forth mechanisms for financial 
transactions.

Separately, each physician undergoes a credentialing pro
cess, usually state-driven (as some raise concerns about 
lower-quality-care provision and de-emphasizing localized 
standards of care), although there are some basic, consistent 
national components.28 These include graduating from a 
school accredited by the American Medical Association, pass
ing a comprehensive national medical licensing examination, 
and meeting standards for work history and health status. 
Standardizing the licensure process would reduce the amount 
of time physicians spend to comply with state regulations, es
pecially when changing states or hospital affiliations.36 The 
private sector has created systems like the Federation 
Credentials Verification Service to aid physicians in this pro
cess, with the goal of reducing compliance time and costs.37

We estimate that fully standardizing physician licensure to de
crease nonclinical staff needed for this process could reduce 
spending by $7 billion to $10 billion annually. In addition, 
creating 1 centrally managed directory could further reduce 
spending by $1 billion to $2 billion annually.

Conclusion
We estimate that the total reduction in spending from these in
terventions would be $40 billion to $60 billion annually, split 
approximately half at the organizational level and half at the 
industry level. Put another way, the savings are a bit more 
than 1% of total US health care spending. The total is not triv
ial. Ongoing operating costs are factored into the savings— 
that is, the savings are net of new spending needs. In addition, 
there will be start-up costs to achieving these run-rate savings, 
normally 0.7 to 1.0 times the total.1 Another benefit of these 
interventions is potentially freeing up tens of billions of dollars 
on balance sheets.

For the most part, carrying out these interventions requires 
no new technology. Rather, the interventions push stakehold
ers to prioritize operational productivity—specifically, service 
throughput, cost efficiency, and quality outcomes.

The current financial transactions ecosystem has arisen, in 
part, by design and, in part, by accident. Many health care organ
izations view their data as proprietary and patients value data 
privacy; thus, data sharing is limited. Private payers have legacy 
computer systems and are hesitant to invest in newer systems 
without a clear purpose. There have been public sector efforts 
to address the situation, although they have not been fully imple
mented. The Health Insurance Portability and Accountability 
Act of 1996 required a common claims form. The Affordable 
Care Act of 2010 called for a national system to determine ben
efits eligibility, coverage information, patient cost-sharing to im
prove collections at the time of care, real-time claim status 
updates, auto-adjudication standards, and real-time and auto
mated approval for referrals and prior authorizations.38

Traditionally, such needs have taken a back seat to more 
pressing clinical or financial concerns. In part, this is because 
the potential savings from these actions have been hidden. 
But our analysis suggests that the potential savings could be 
substantial. Thus, the financial transactions ecosystem de
serves more attention than it has received.
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