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Outline

• The rise of big med

• Consumer demand in healthcare

• Price Transparency



Why is U.S. Healthcare So Expensive?

1) Overly generous insurance coverage leads many 
patients to have inelastic demand at the point of care.

2) Fee-for-service reimbursement rewards providers for 
higher quantity, but not better quality.

3) Providers are consolidating into mega-healthcare 
systems, raising their bargaining power vs. insurers.



Why is U.S. Healthcare So Expensive?

1) Overly generous insurance coverage leads many 
patients to have inelastic demand at the point of care.

2) Fee-for-service reimbursement rewards providers for 
higher quantity, but not better quality.

3) Providers are consolidating into mega-healthcare 
systems, raising their bargaining power vs. insurers.



Source: AHA survey data computed 
by Elevance.



Merger Definitions
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• Horizontal: combinations in the same product and 
geographic market and part of the value chain

• Vertical: combinations up or down the value chain
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Hospital acquisition of physicians has vertical 
and horizontal components



Motives for Horizontal Integration
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Example: shift from solo to group physician practice

• Reducing cost/improving quality
– Economies of scale in production (clinic space, EHRs)
– Economies of scale in purchasing

• Raising price
– Product variety or improvements facilitated by scale can enable higher

prices (value-creating)
– Swallowing the competition can strengthen bargaining power (value-

transferring)



Motives for Vertical Integration
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Example: Healthcare systems & insurers buying physician practices

• The obvious: product improvements and cost reductions from aligned
incentives, improved communication; prevent leakage of proprietary info

• The less-obvious: Hospitals could add facility fees to physician services.

• Limit physician referrals to in-network providers.





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 evidence for non-horizontal integration
– Independent hospitals acquired by systems OUTSIDE their

market raise prices 14-18% (Lewis and Pflum RAND 2014)
– Hospitals gaining a system member in the same state (but not same

geo market) raise prices 7-9% (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) 



COVID-19 a Catalyst for Healthcare 
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Employer Sponsored Insurance Prevalence, 2023

Source: Kaiser 
Family 
Foundation, 
State Health 
Facts.

Presenter Notes
Presentation Notes
KFF drew their data from the American Community Survey   52% of the Virginia pop and 47.4% of the TX pop has ESI 
https://www.kff.org/other/state-indicator/total-population/?dataView=1&currentTimeframe=0&selectedDistributions=employer&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D



Cumulative Increases (%) in Workers’ Contribution, Family Premiums, Overall Inflation and Workers’ Earnings, 1999-2023

Source: Figure 1, Kanimian S, Ho V.  “Why does the cost of employer-sponsored coverage keep rising?” Health Affairs Scholar, 2024, 2 
(6). June 4, 2024. https://academic.oup.com/healthaffairsscholar/article/2/6/qxae078/7687295?searchresult=1

https://academic.oup.com/healthaffairsscholar/article/2/6/qxae078/7687295?searchresult=1


Consumer Price Index: Medical Care, by Component 2006-2023

Source: Figure 2, Kanimian S, Ho V.  “Why does the cost of employer-sponsored coverage keep rising?” Health Affairs Scholar, 2024, 
2 (6). June 4, 2024. https://academic.oup.com/healthaffairsscholar/article/2/6/qxae078/7687295?searchresult=1

https://academic.oup.com/healthaffairsscholar/article/2/6/qxae078/7687295?searchresult=1


Mark Perry’s Chart of the Century. 

Presenter Notes
Presentation Notes
Mark Perry’s Chart of the Century, updated December and June. 
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Fund Balance Net Charity Care Cost Operating Profit (Loss) 

CARILION MC $        955,476,690 $         (6,120,248) $             492,308,158 

UNIV OF VA MC $    2,429,006,587 $        47,089,821 $             340,757,208 

VCU HLTH SYS MCV HOSP $    3,028,836,708 $       30,038,057 $            195,400,564 

MEM HERMANN TX MC $    1,634,990,111 $      115,581,867 $             664,290,382 

UT MD ANDERSON CANC CTR $  13,903,940,052 . $         1,257,502,704 

CHI ST LUKES HLTH BAYLOR MC $        759,963,374 $        31,708,800 $             (68,891,325)

Presenter Notes
Presentation Notes
2023 data
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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

• Firms are worried they will lose workers, so 
they offer generous benefits.

Employers are in a 
“war for talent.”

• But if the employer disagrees, the insurer 
will give in.

Insurers will threaten 
to remove a hospital 
from their network if 
prices are too high.



Demand Curve with Generous Insurance
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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.



Presenter Notes
Presentation Notes
https://www.cms.gov/hospital-price-transparency/hospitals
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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”



Presenter Notes
Presentation Notes
https://www.cms.gov/healthplan-price-transparency/plans-and-issuers





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





Presenter Notes
Presentation Notes
https://www.houstonmethodist.org/for-patients/patient-resources/billing-insurance/pricing-transparency/








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

https://www.bakerinstitute.org/research/early-comparison-prices-3-major-texas-medical-center-hospitals






Ranking cost-sharing designs

Best achievable designs
Reference pricing

Tiered networks with copays

Bad designs
High-deductible health plans

Coinsurance cost-sharing
Complex price transparency
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Slides 39-42 from presentation by Elena Prager at: https://www.bakerinstitute.org/event/national-health-care-reform-
tackling-affordability-crisis

Presenter Notes
Presentation Notes
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?
38
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Insurer
$11,000

H
$17,000

H
$15,000

H
$14,000

Tier 1 $250  OOP

Tier 2 $500  OOP

Tier 3 $750  OOP

H H

H

H

Presenter Notes
Presentation Notes
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
39

(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.



What a tiered network does
40

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

Presenter Notes
Presentation Notes







https://www.unitedhealthgroup.com/content/dam/UHG/PDF/2023/2023-12-uhg-surest-medical-costs-
brief.pdf





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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