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How Big is the Spending Problem?
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How Big is the Spending Problem?
% * 18.0T / 321m

$3900 per person

higher taxes, premiums, out-of-pocket
lower wages
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Why is the U.S. So Different?
Aging
Obesity/drinking/smoking
Technology
Malpractice
Unit prices

Administrative costs

Slide 6



“It’s the Prices, Stupid ...”
(Anderson et al. 2003)

Unit prices

Administrative costs
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“Unit Prices”

e Definition: payment per unit of service

— includes out-of-pocket payments by patient and
payments by health plan

 How related to total health care spending?
— S =nQP(1+a)
— total health care spending equals the product of:

e population (n), quantity of services per person (Q), unit
prices (P), administrative loading (1+a)
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How Bad is the Price Problem?

Surgeon fee for hip replacement (2008, USS)
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How Bad is the Price Problem? (2)

Physician office visit (2008, USS)
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How Bad is the Price Problem? (3)

Inpatient Hospital Stay

(2011 SUSD, casemix-adjusted)
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Why Focus on the Privately Insured?

* Prices vary
* Prices are negotiated

* Prices are, in some cases, extremely high
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The Health Care Pie

Uninsured
1%

Private Public

Health Spending by Patient’s Primary Source of Coverage, 2013
Source: Author’s calculations using National Health Expenditures and MEPS-NHEA. gji4e 13



How Bad is the Price Problem in
Ohio?
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Variation in Hospital Inpatient Prices for Privately Insured Patients Across
and Within 13 U.S. Markets
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Variation in Hospital Outpatient Prices for Privately Insured Patients Across
and Within 13 U.S. Markets
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Variation in Primary Care Physician Prices for Privately Insured Patients
Across and Within 13 U.S. Markets
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Variation in Medical Specialist Physician Prices for Privately Insured Patients

Across and Within 13 U.S. Markets
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The Shopping Process
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The Shopping Process: Privately insured

= Health plans
— build provider networks, negotiate unit prices, steer patients

= Employers/Unions/Marketplaces
— choose plan(s) to offer and benefit design

= Enrollees

— choose plans (sometimes), providers (sometimes), and whether
to receive a service (sometimes)

= Physicians
— provide services, order services, make referrals



So, What's Not Working?

= Mega-insurers vs. must-have health systems




So, What's Not Working? (2)

= Health Plans
— “go along” (with providers) “to get along”

— self-funded plans are pass-throughs

= negotiating with providers is a cost

= high prices increase base off of which fees are charged
— “fully insured” plans experience rated in many states

— don’t need to outrun the bear, just other plans



So, What's Not Working? (3)

= Employers
— not qualified to manage health care system
— want predictable costs, let employees pick up the rest
— hate dealing with complaints
— dependent on brokers and consultants

— “cranky, confused, aimless, and spineless” (Holt,
2013)



So, What's Not Working? (4)

= Patients
— offended by notion that they should shop on price
— only pay about 25% of premium out-of-pocket
— only pay about 14% of total cost out-of-pocket

— limited ability to discern provider quality
= grasp at straws (e.g. “nice”)
= suspicious of low-price providers
— generally do what physicians tell them to do



So, What's Not Working? (5)

= Brokers and Consultants
— their living depends on lack of price transparency

— price data are a strategic data asset, not to be shared
freely



So, What's Not Working? (6)

= Quality is very difficult to measure
— price, without quality, means little
— huge range of treatments and conditions treated
— right action often unclear

— patients affect outcomes
= comorbidities
= compliance



So, What's Not Working? (7)

= Government
— tax code favors profligacy
= health care benefits over cash compensation
— tax/regulatory environment favors self-funding

— protects medical professionals from exposure
= [imits on performance reporting



Paths Forward
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Patients, Employers, Physicians

= What's the scope of potential impact?

= \WWhat are the options?

= What is the range of possible impacts?



Path 1: Patient—Scope of Action
Private Uninsured
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Path 1: Patient—Scope of Action
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Path 1: Patient

= Policy Options
— mandate availability of prices, price tools
— reference pricing

= |mpacts

— minimal, because
= shopping tools already available
= tools are only used rarely

“In theory, price transparency is a powerful tool. In practice, price transparency makes little
difference to most insured consumers because the structure of their health benefits does
not reward the choice of lower-cost providers.” (Paul Ginsburg, USA Today, March 5, 2013)



Path 2: Employers—Scope of Action

Private  Uninsured
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Path 2. Employers

= Policy Options
— enable self-funded employers to analyze own prices
— mandate that fully insured plans provide a “receipt”
— APCD, with price reports that “name names”

" |mpacts

— moderate to large, because
= mid-size and large employers well positioned to shop
= wide range of responses



Example from Massachusetts
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Path 3: Physicians—Scope of Action

Uninsured

Private (patient) 1%
7%




Path 3: Physicians

= Policy Options
— mandate cost data at point of order entry
— education

" |mpacts
— moderate to very large, because
= huge scope of impact
— depends on
= alignment of physician financial incentives



Questions?
Thank you!

The research presented here was supported by
the West Health Policy Center
(www.westhealth.org/policy-center), and the
National Institute for Health Care Reform
(www.nihcr.org).

cwhite@RAND.org
703.413.1100 x 5684

Slide 39




References

Catalyst for Payment Reform, Price Transparency: An Essential Building Block for a High-Value, Sustainable Health Care
System, Leapfrog Group, 2013. http://www.leapfroggroup.org/media/file/PriceTransparencyActionBrief.pdf

——, Report Card on State Price Transparency Laws, March 18, 2013.
http://www.hci3.org/sites/default/files/files/Report PriceTransLaws 09.pdf

Center for Health Information and Analysis, Health Care Provider Price Variation in the Massachusetts Commercial Market:
Results from 2011, Commonwealth of Massachusetts, February, 2013. http://www.mass.gov/chia/docs/r/pubs/13/relative-
price-variation-report-2013-02-28.pdf

Christensen, Hans, Eric Floyd, and Mark Maffett, Is Knowledge Power? The Effects of Price Transparency Regulation on Prices
in the Healthcare Industry, August, 2013. http://static.sdu.dk/mediafiles/1/5/A/% 7B15AFBE3D-8F53-42F6-B5D6-
203AC39E50F9%7DChristensen.pdf

Delbanco, Suzanne, "Price Transparency Tools: The Good News, The Challenges, And The Way Forward," Health Affairs, Vol.
Blog, November 20, 2013. http://healthaffairs.org/blog/2013/11/20/price-transparency-tools-the-good-news-the-challenges-
and-the-way-forward,

Durand, Daniel J., Leonard S. Feldman, Jonathan S. Lewin, and Daniel J. Brotman, "Provider Cost Transparency Alone Has No
Impact on Inpatient Imaging Utilization," Journal of the American College of Radiology, Vol. 10, No. 2, February, 2013, pp. 108-
113. http://www.jacr.org/article/S1546-1440(12)00347-X/abstract Slide 40




References (cont.)

Farrell, Kate Stockwell, Leonard J. Finocchio, Amal N. Trivedi, and Ateev Mehrotra, "Does Price Transparency Legislation Allow
the Uninsured to Shop for Care?," Journal of General Internal Medicine, Vol. 25, No. 2, February, 2010, pp. 110-114.
http://www.ncbi.nim.nih.gov/pmc/articles/PMC2837489

Ginsburg, Paul, "Most health costs data of little use: Opposing view," USA Today, March 5, 2013.
http://www.usatoday.com/story/opinion/2013/03/05/health-care-price-transparency-center-for-studying-health-system-
change/1966039

King, Jaime S., Morgan Muir, and Stephanie Alessi, Price Transparency in the Healthcare Market, UCSF/UC Hastings
Consortium on Law, Science and Health Policy, March 18, 2013.
http://ucsfconsortium.uchastings.edu/research/pricetransparency/pricetransparency whitepaper

Kocher, Robert P., and Ezekiel J. Emanuel, "The Transparency Imperative," Annals of Internal Medicine, Vol. 159, No. 4, May
28, 2013, pp. 296-297. http://annals.org/article.aspx?articleid=1691701

Leavitt, Shawn, Employers need healthcare price transparency, The Hill, 2012. http://thehill.com/blogs/congress-
blog/healthcare/207631-shawn-leavitt-vice-president-global-compensation-and-benefits-at-carlson

McKinsey Global Institute, Accounting for the cost of U.S. health care: A new look at why Americans spend more, December,
2008. http://www.mckinsey.com/mgi/reports/pdfs/healthcare/US healthcare report.pdf

Slide 41



References (cont.)

Reinhardt, Uwe E., "The Disruptive Innovation of Price Transparency in Health Care," Journal of the American Medical
Association, Vol. 310, No. 18, November 13, 2013, pp. 1927-1928.
http://jama.jamanetwork.com/data/Journals/JAMA/928805/jvp130153.pdf

Schaler-Haynes, Magda, All Payer Claims Databases: Issues and Opportunities for Health Care Cost Transparency in New
Jersey, Rutgers Center for State Health Policy, May, 2013. http.//www.cshp.rutgers.edu/Downloads/9990.pdf

Sinaiko, Anna D., and Meredith B. Rosenthal, "Increased Price Transparency in Health Care — Challenges and Potential
Effects," New England Journal of Medicine, Vol. 364, March 10, 2011, pp. 891-894.
http.//www.nejm.org/doi/full/10.1056/NEJMp1100041

U.S. Government Accountability Office, Medicare: Lack of Price Transparency May Hamper Hospitals’ Ability to Be Prudent
Purchasers of Implantable Medical Devices, January, 2012. http://www.gao.gov/assets/590/587688.pdf

United States Government Accountability Office, Health Care Price Transparency: Meaningful Price Information Is Difficult for
Consumers to Obtain Prior to Receiving Care, September, 2011. http://www.gao.gov/assets/590,/585400.pdf

White, Chapin, Paul B. Ginsburg, Ha T. Tu, James D. Reschovsky, Joseph M. Smith, and Kristie Liao, Healthcare Price
Transparency: Policy Approaches and Estimated Impacts on Spending, West Health Policy Center, May, 2014.
http://www.westhealth.org/sites/default/files/Price %20Transparency%20Policy%20Analysis % 20FINAL %205-2-14.pdf

Slide 42



References (cont.)

White, Chapin, and Megan Eguchi, Reference Pricing: A Small Piece of the Health Care Price and Quality Puzzle, October, 2014.
http://www.nihcr.org/Reference-Pricing2

White, Chapin, James D. Reschovsky, and Amelia M. Bond, Inpatient Hospital Prices Drive Spending Variation for Episodes of
Care for Privately Insured Patients, National Institute for Health Care Reform, February, 2014. http.//nihcr.org/Episode-
Spending-Variation

Slide 43



o
HEALTH



