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Outline

• The rise of big med

• Consumer demand in healthcare

• Price Transparency
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Source: Health Affairs, Abdelhadi, et al. 2024. “Private Equity–Acquired Physician Practices And Market Penetration Increased Substantially, 2012–21.”
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So what? Bigger could be better
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• Little evidence this is true for horizontal combinations
– For 366 hospital mergers between 2007 & 2011, prices ↑ 6% if 

hospitals w/in 5m. (Cooper et.al. QJE 2019)

– For 558 mergers b/w 2009 & 2016, prices ↑ 5%. 
– Mergers identified by FTC for further review had 8% price ↑
      (Brand et. al. JLE 2023)

– Insurance mergers lead to higher premiums even though
providers may be paid less (Dafny, et.al. AER 2012; Trish & 
Herring JHE 2014)



So what? Bigger could be better, continued
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• Discouraging early evidence for non-horizontal integration
– Independent hospitals acquired by systems outside their market

raise price 14-18%    (Lewis and Pflum
RAND 2014)

– Hospitals gaining a system member in the same state (but not same
geo market) raise price 7-9 percent  (Dafny et. al. RAND 2019)

– VI of PCPs w/ large health systems had 23% more specialist 
visits and 6% more spending per year   (Sinaiko et. al. JAMA 
HF 2023)

– Patients in PPOs owned by hospitals vs. physicians have 5.8% 
higher annual spending    (Ho et. al. JGIM 2019 
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“We found that in the period 2007–14 hospital 
prices grew substantially faster than physician 
prices. For inpatient care, hospital prices grew 42 
percent, while physician prices grew 18 percent. 
Similarly, for hospital-based outpatient care, 
hospital prices grew 25 percent, while physician 
prices grew 6 percent…”

Z. Cooper et al, Health Affairs 2019



Our work suggests that efforts to reduce health care spending 
should be primarily focused on addressing growth in hospital 
rather than physician prices. Policy makers should consider a 
range of options to address hospital price growth, including 
antitrust enforcement, administered pricing, the use of reference 
pricing, and incentivizing referring physicians to make more 
cost-efficient referrals.

Z. Cooper et al, Health Affairs 2018



Employer Sponsored Insurance Prevalence, 2021

Source: Kaiser 
Family 
Foundation, 
State Health 
Facts.
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Fund Balance Net Charity Care Cost Operating Profit (Loss) 

CHI ST LUKES BAYLOR MC $             650,282,689 $          27,143,559 $      (60,019,241)

MEM HERMANN TX MC $         1,482,478,109 $        142,157,949 $      523,211,204 

THE METH HOSP $         6,607,189,090 $          62,216,600 $      655,375,369 

UT MD ANDERSON CC $       12,903,344,842 . $  1,135,101,023 

UT SW UNIV HOSP $         1,361,725,633 $          49,116,584 $      233,042,439 

MED CITY DALLAS $         4,424,168,762 $          48,705,944 $      503,572,844 

TX HLTH DALLAS $             317,188,081 $          53,084,144 $        89,131,500 

BAYLOR UNIV MC $         3,166,922,368 $          83,197,068 $      114,001,237 

ST DAVIDS MC $         2,486,712,642 $          34,091,815 $      277,651,897 

ASCENSION SETON MC $             319,735,124 $          48,519,340 $      175,737,456 

METH HOSP-SA $         4,266,307,633 $        131,721,279 $      600,824,294 

BAPT HLTH SYS $         1,719,823,238 $          59,868,144 $      283,725,499 

SANTA ROSA HC $             324,537,679 $          49,073,189 $        (1,175,518)

UNIV HLTH SYS-SA $         2,380,154,462 $      (162,419,021) $    (305,146,598)



Standard Demand Curve
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Insurance Alters the Demand Curve

•Employers pay an insurance company to negotiate 
prices with healthcare providers.
•Administrative Services Only (ASO) contract.

• Insurance companies can use volume of business from 
multiple employers to negotiate lower prices for a 
network of providers.



Insurance Alters the Demand Curve

•Employers are in a “war for talent.”
•Firms are worried they will lose workers, so they offer 
generous benefits.

• Insurers will threaten to remove a hospital from their 
network if their prices are too high.
•But if the employer disagrees, the insurer will give in.



Demand Curve with Generous Insurance

P0

P1

Q1Q0



Insurance Alters the Demand Curve

•Hospitals can raise their prices, and expect little 
decline in demand.
•Higher prices generate even more profits.

•Because employers self-insure, higher hospital 
spending translates into higher insurance premiums 
the following year.
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Standard charges must be posted 2 ways:

• Machine readable file of: gross charges, discounted 
cash prices, payer-specific negotiated charges, and 
de-identified minimum and maximum negotiated 
charges.

• Consumer-friendly Display of Shoppable Services
 Display of at least 300 “shoppable services”
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The Hyperlink removed from text was: https://www.federalregister.gov/d/2019-24931/p-982 
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Transparency in Coverage (TiC) Requirements

• Machine-readable files
• In-network rates
• Out-of-network allowed amounts & billed charges

• Internet-based price comparison tool for 500 
items and services

• 2024: price comparison tool for all items and 
services
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An Early Comparison of Prices at 3 Major 
Texas Medical Center Hospitals

Source: V. Ho, G. Kneidel. Baker Institute Report, Oct. 10, 2022. “An Early Comparison of Prices at 3 Major Texas Medical Center Hospitals.” 
https://www.bakerinstitute.org/research/early-comparison-prices-3-major-texas-medical-center-hospitals 
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Texas Medical Center Hospitals
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Insurer: UnitedHealthcare (n=71)
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Best achievable designs
Reference pricing

Tiered networks with copays

Bad designs
High-deductible health plans

Coinsurance cost-sharing
Complex price transparency

Ranking cost-sharing designs

Slides 42-45 from presentation by Elena Prager at: https://www.bakerinstitute.org/event/national-health-care-reform-
tackling-affordability-crisis
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Rigorous research has shown that the last two cost-sharing designs, reference pricing and tiered networks, succeed at reducing overall health care spending. The other three designs—high-deductible health plans, coinsurance, and price transparency tools—which are all a lot more common, don’t do much to reduce health care spending and still expose patients to financial risk. They are exactly the kinds of designs I advocate against.



What is a tiered network?
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A tiered network, like any other provider network, begins with a health insurer negotiating prices with providers in the market. So as a simplified example, take a small market with four hospitals, and suppose the insurer has negotiated prices for inpatient care of $11,000, $17,000, $15,000, and $14,000 respectively with the four hospitals. The next thing the insurer will do is bin the hospitals into “tiers”. The lowest-priced darkest blue hospitals will go in Tier 1, the middle-priced medium-blue hospital will go in Tier 2, and the highest-priced light-blue hospital will go in Tier 3. Patients will pay $250 out-of-pocket if they get inpatient hospital care at a Tier 1 hospital, regardless of what that care is; but they’ll pay $500 if they get inpatient care in Tier 2 and $750 in Tier 3. This is supposed to nudge patients toward Tier 1 hospitals, which saves the whole system more money than the patient pays out-of-pocket.



How patients choose in a tiered network
38

(Elena Prager, AEJ Applied Econ 2020)

Presenter Notes
Presentation Notes
The reason this can work is because once patients know which hospital is in which tier, which they can figure out by looking at a single page of a paper or online brochure without having to know anything further about their treatment like whether they’ll need anesthesia or whether there will be complications, they know exactly how much they’ll have to pay. The information is presented to them in a format that’s about as simple as prices for different boxes of cereal in a supermarket: here’s a list of items, and a list of the full prices you’ll pay for each of those items that we’re showing you *before* you make your purchase decision.
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What a tiered network does

After 3 yrs, 
spending falls 
8.4% ($1,500) If 
tier 3 is $1,500 
copay, spending 
falls 17.4% 
($3,700)
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Conclusions

•Provider consolidation is driving up healthcare 
prices.
•Rising hospital prices are the main reason premiums 
are rising.
•Hospital prices are becoming more transparent.
•The only way to force hospitals to stop raising prices 
is for employer sponsored plans to demonstrate they 
are price sensitive.
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