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Covid-19: Lessons for the Economy via Healthcare

A Storm Arrives

In my study of economics, | don’t recall ever evaluating the impact of health policy or crisis on our
economy. Yet, here we are. The storm of Covid-19 crept up on us quickly and violently. We are
now dealing with this crisis in our country and around the world. One pauses to ponder: Economic
considerations drive investments and budgets for healthcare’s bottom line, but the state of the
general populous’ heath can also be a driver of the economy. So, is it “the Economy affecting
Healthcare” or “Healthcare affecting the Economy?2”

The number of people who have the coronavirus is not known, because of the vast range of its
symptoms, along with limited testing and diagnostic procedures. Johns Hopkins University is
currently reporting US cases over 1,000,000 with deaths at nearly 70,000." The impact on our
nation and world is currently being assessed in the short term. There is an enormous toll from a
functional, personal, and economic standpoint. The longer-term impact will have to be evaluated
as we move away from the initial outbreak and crisis stage. What is clear is the impact that this
virus is having on our economy, and that a different immediate response and a different public
health crisis plan may have resulted in a better outcome.

Shortly before the Covid-19 crisis hit US shores, | wrote an article, Making Sense of Healthcare’s
Long Evolution, explaining the continuing evolution of the US healthcare system. This was done with

the perspective of better understanding the complex and ever-changing US health delivery
system in order to evaluate financing opportunities. | outlined the application of this information to
evaluating financial strength and credit quality of hospitals and hospital systems for the purpose
of investment and credit exposure.

Oh, how the world has changed in such a short time! This article focuses on lessons learned from
prior historic pandemics and how healthcare delivery and policy can have a significant impact on
our economy. | will also share updated information on the impact and evaluation of healthcare
systems.

Crashing Waves

In 2007, an article in The Journal of the American Medical Association (JAMA), written by

Dr. Anthony Fauci and other prominent researchers, states: “Although most experts believe another
influenza pandemic will occur, it is difficult to predict when or where it will appear or how severe
it will be... Even though concern over the emergence of H5N1 pandemic is warranted...experts
must also anticipate and plan for many other possibilities for pandemic emergence." i

While this and other forecasts of another pandemic were shared, the timing of such an event

could not have been predicted. Also, the characteristics and impact of each pandemic, based on
available historical data, has been different. Other relatively recent outbreaks such as SARS and
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MERS did not cause the global, societal, and economic devastation that we now see with
Covid-19. While both viruses, with higher fatality rates, left fragedies in their wake, they were
not nearly as contagious and, therefore, were easier to contain. The Spanish flu was very
contagious, and the societal damage and death rate were enormous. However, we lack good
data to study the economic consequences and recovery from this pandemic. v

Prior to the Covid-19 outbreak, our economy was in relatively good shape as measured by the
unemployment rate, GDP growth, and inflation. Even so, there were some economists indicating
we were heading for a recession, based on leading economic indicators such as durable goods
orders and interest rate movement. This virus is now having very disruptive effects on the overall
economy and has prompted a downward revision to global growth. Some economists are
forecasting the second quarter GDP down by 40%, and an unemployment rate of 20% in April."
Small businesses are seeing severe impact since they don’t have the wherewithal to withstand
closing or swings in demand. The pandemic is disrupting the global supply chains and workers in
affected areas, making it harder for US firms to fill orders, and slowing the demand for US
products and services.

The economic disruptions caused by the virus and the increased uncertainty are being reflected in
lower valuations and increased volatility in the financial markets. The effect of the coronavirus on
the U.S. economy is unknowable, it poses tremendous risks. The stock market has fallen into
correction territory and is expected to remain volatile as measured by the Volatility Index. The
yield curve inverted earlier in the year, further indicating a worry about the longer-term outlook
for the economy."ii

FIGURE 4
Financial market volatility has increased over the past few months
Chicago Board Options Exchange Volatility Index (VIX), January 2019 to present
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Shaping the Shoreline

Already, decreased spending by consumers is being exacerbated by confusion and a belief that
there is no real plan nor end in sight. To address the economic impact, continued financial market
intervention will be needed, as well as government financial resources for households and
businesses to survive. All Covid-19 initiatives — financial, human, healthcare supplies, and
treatment — need to take top priority. This IS the time for deficit spending. Organized, timely,
consistent, and non-political communication with the public would do a great deal to build
credibility and build optimism in the general public.

On the healthcare front, public health needs to be the top priority. Making it so involves an
organized process for the distribution of supplies for health providers. It also requires sufficient
financial support for all provider sites (hospitals and testing) and patients who need treatment or
testing. A continued mandate to limit social interaction would go far to limit the spread. There are
significant lessons to be learned from the 1918 Spanish flu pandemic, based upon the information
documented.Vii

An April 2007 news release from the National Institute of Health (NIH) discussed conclusions from
studies on the 1918 pandemic:

“‘Cities where public health officials imposed multiple social containment measures
within a few days after the first local cases were recorded cut peak weekly death
rates by up to half compared with cities that waited just a few weeks to respond.
Overall mortality was also lower in cities that implemented early intervention...
papers suggest that a primary lesson of the 1918 influenza pandemic is that it is
critical to intervene early,” says Anthony S. Fauci, M.D., director of NIH’s National
Institute of Allergy and Infectious Diseases (NIAID)..."”. ix

A recent article in the Farmington Daily Times (New Mexico) discussed and shared its own articles,
related to the pandemic, from its issues on October 24 and November 28, 1918. These articles
indicated, among other factors, that the Spanish flu had taught the community stark lessons. From
them we learn important facts, including:

1. The community had issued an early school closing, quarantine, and ban on social
gatherings that prevented the initial scourge of deaths suffered by nearby communities.

2. “The outstanding feature of the situation is absolute lack of health preparedness” and the
health facilities were overwhelmed.

3. The lack of readiness was remedied by a public health physician assuming a liaison

responsibility for coordinated aid, supplying physician and nurses, and delivering needed
supplies to this community and others in need of aid.
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4. The November 28 article addressed reopening in December, if certain conditions were
met, after six weeks of closure. The cases slowed after and the community reopened
assuming the pandemic had passed. *
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Conditions Today

It is already clear that the ongoing healthcare crisis will have serious consequences for the US
economy. All pieces of the healthcare delivery system in the US will be affected. With that in
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mind, let’s take an updated look at evaluating financial strength and credit quality of hospitals
and hospital systems.

In my February 2020 article, | outlined considerations and questions to address in order to
analyze the credit quality of a hospital or health care system. All questions listed there remain
important, but now, due to the coronavirus, there are additional considerations and a new
perspective that are needed when evaluating these entities over the next couple of years. Careful
selection is required, as is keeping abreast of Federal, State, and local payment, regulatory, and
market conditions. Strong and strategic organizations should continue to do well, long-term, and
still represent good investments. Providing healthcare is, and will remain, an important part of our
communal well-being and our economy.

Some likely changes and additional considerations:

1. Financial metrics will diminish, at least for this calendar year. Operating margins will be
negative. Drivers of each measure need to be understood along with how, and how long,
it will take to get back to “normal”.

2. Costs are expected to increase substantially. Reasons for this include high costs for labor
and supplies. Nursing costs are high due to high occupancy and high demand. Additional
nurses and other staff are sourced through per diem agencies at much higher cost.
Needed supplies, equipment, and safety gear are being bid up to higher prices.

3. Revenues will likely decrease since elective medical procedures are being delayed. This is
being done to contain infections and to free available space for Covid-19 patients. The
elective procedures generally bring in higher revenues which improve the hospitals’ bottom
lines.

4. Liquidity is decreasing due to high cash outlay for increasing expenses. The significant
market decline will make many systems borrow short term rather than liquidate any of
their investment portfolio.

5. The actual impact will be determined by the duration of the pandemic, the amount and
type of government subsidies, and the method of distribution of these subsidies.

There may be some differences of opinion on whether this is a “risky business.” I, for one, continue
to believe it is a solid business that is critical o our well-being and will remain a large and
important part of our economy. Major systems continue to be good investments, and perception
may drive returns higher than comparable risk. There may be changes in some systems’ business
affiliates due to experience and segment financial performance during the pandemic. Discussing
and understanding rationale and strategy is critical.
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Energy from the Waves

Predicting the future of our economy — whether on the enterprise or the macro level — at a time of
such unprecedented disruption to public health and safety is perilous. One economic report states:
“It’s hard enough being an economist without also having to be an epidemiologist... The main
downside risk to the forecast is that the efforts to mitigate the spread of the virus take a greater
toll on financial market confidence and carry a longer duration across a broad set of countries.
Our baseline forecast is pinned to economic disruptions persisting through April, with the recovery
taking hold thereafter. If we are wrong on the period of disruption, then the economic pain will
be more severe... there could also be some unexpected surprises to the upside in the months
ahead. The outlook now incorporates significant monetary and fiscal stimulus. As these measures
feed through the economy with lags and linger, it’s quite possible that the recovery stage of the
economy later this year proves stronger than expected” i

As always, there are variables and assumptions in every forecast. What is critical here is the link
between population health and the economy. At the moment, this link does not appear to be in
policy setting.

My prior article addressed the ever evolving and loosely structured US healthcare system. In it, |
stated that — unlike many other countries — the US never set up a system with an overt public
health objective. It appears to be time for that evolution to begin. The Covid-19 pandemic
illustrates this need from a human, societal, healthcare, and economic standpoint. An individual’s
health is affected by the health of all those around us, access to health providers helps prevent
and contain illness, investment and research in causes and cures for illnesses, and crisis planning is
always needed. Global health initiatives need to be coordinated. Based on my many years
professionally following the healthcare industry and the parallels between the Covid-19
pandemic and the Spanish flu, | believe it is time for policy change to define, incorporate, and
expand public health. Investments in public health will provide a very good ROL. It can save
money, lives, and our economy.

Stay healthy!
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