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The high cost of U.S. health care presents a consistent challenge for policymakers. Total spending now
reaches nearly $5 trillion per year! with federal outlays accounting for $1.9 trillion, or 27% of the federal
budget.2 Spending on public programs, like Medicare and Medicaid, directly strain the federal budget and are
a major contributor to the nation’s long-run fiscal imbalance.? High costs in the commercial health care
market—where roughly 153 million people obtain coverage*—increase premium costs for employees and
employers. The total premium costs for an employer-sponsored insurance plan for a family now averages
over $25,000.5 That number is large relative to the median household income of roughly $80,000¢ and

contributes to lower wage growth and employment.”

There are, thus, broad potential benefits to moderating the growth of health care spending. Successful efforts
to do so can improve the country’s long-run fiscal outlook, increase wage growth for workers, lower out-of-

pocket costs, increase available funds for other policy goals, and much more. However, this does not argue in
favor of indiscriminate cuts to health spending. A large portion of health care spending goes towards services
or products that deliver significant value. Reducing spending in those areas is likely to lower welfare. Instead,

policy should be designed to target settings where the link between spending and value is most tenuous.
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One setting where this is likely to be true is when markets suffer from imperfections like a lack of information
or choice—either due to natural features of those markets or because of poorly designed policies. Regardless
of cause, there is little reason to believe that spending reflects the preferences of consumers if they lack
information to make choices or have few options to pick from. Policies that increase competition and
transparency improve market functioning and directly address high prices or spending that deliver limited

value to consumers.

There are many areas where Congress can work towards these goals. I will highlight several that have been

considered in recent years, but the follow is not an exhaustive list of all such options.

Improving antitrust oversight of health care markets

Well-functioning health care markets rely on competition between firms to encourage higher quality and
lower costs. These dynamics are weakened in cases where firms face few competitors. An extensive body of
research has shown that greater concentration tends to result in higher prices and is not consistently linked to
improvements in quality or access to care.? Congress has several mechanisms through which it can lessen

consolidation and improve competition in health care markets.

One option is to give antitrust agencies—the Department of Justice and Federal Trade Commission—more
information about potentially anticompetitive transactions and enhance their ability to impede it. Antitrust

agencies are currently notified of potential mergers or acquisitions if the value of the transaction exceeds a
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certain limit, currently set at $126.4 million (adjusted annually).” However, most hospital mergers!? and nearly
all transactions involving physicians!! fall below this threshold. Congress could lower this reporting threshold
and increase transparency into potentially concerning transactions. Some health care markets are
systematically consolidated through a series of small transactions which, by themselves, are unlikely to trigger
competitive concerns. However, the combined effect could result in heavily concentrated markets. Congress
could require more insight into these transactions by requiring premerger notification once the accumulated
value of transactions by a single parent company in a market exceeds a given level, even if the marginal
acquisition alone does not.'? Some have also argued that Congress should consider lowering the bar antitrust

agencies must meet when challenging such transactions.!?

Reducing consolidation incentives in public programs

Congress can also revisit policies in public programs which inadvertently encourage consolidation. For
example, Medicare typically pays more for a service if it is delivered in a hospital outpatient department than
if it is delivered in a physician’s office or an ambulatory surgery center. This payment differential can make
sense in many cases, like if a service is likely to trigger follow on care that only hospitals are equipped to
provide. However, it is much less defensible in cases where services can safely be delivered in a physician’s
office. Maintaining this type of payment differential provides and incentive for hospitals to acquire stand-

alone physicians’ offices and bill for the same services at the higher rate.!4 This increases Medicare spending
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for the government and beneficiaries while reducing competition between providers outside of Medicare.!5
Congress can increase competition in these markets by paying a consistent amount based on the Physician
Fee Schedule regardless of where a service is delivered when appropriate. One option is to apply such a policy
to any service delivered at off-campus hospital outpatient departments. Those services are less likely to use
hospital-based resources given that they are delivered away from the facility. Alternatively, Congress could
apply site-neutral payments for any service where clinical evidence suggests it can be safely administered
outside of a hospital (e.g., if that service rarely results in use of hospital-based follow-on care).1¢ If necessary,

Congress could structure this type of policy to help certain hospitals transition to the new payment rules.!”

The 340B discount drug program may also encourage consolidation in its current form. This program
requires that drug makers given certain providers, like disproportionate share hospitals, large discounts on
drugs they purchase (these providers are deemed “covered entities”). Covered entities are allowed to bill
Medicare and private insurers at market prices and retain a large margin as profit. Doing so is intended to
help hospitals cover the costs of treating low-income patients, however, it also generates problematic

incentives. As I have previously written,!8

“First, a 340B hospital has an incentive to acquire private physician practices since it can
purchase drugs cheaper than the practice can, increasing consolidation in those fields. Second,
these discounts could mean hospitals earn high margins on products that are more expensive

for insurers, encouraging them to prescribe costlier medicines. One paper found that hospitals
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have responded to these incentives by dispensing more drugs, acquiring more physicians in
some drug-intensive specialties, and treating fewer patients on Medicaid. However, it did not
find evidence that hospitals provided more or better care to low-income patients. On average,
340B hospitals also have higher Part B spending per beneficiary, which is consistent with (but

not proof of) them altering their prescribing behavior due to the program.”

Policymakers could alter the program so that discounts were based on the number of low-income patients
treated rather than being a binary designation at the hospital level. Doing so may attenuate incentives to
integrate with physicians. Congress could also require greater transparency from hospitals about the extent of
the program, like how many patients receive covered drugs or how much hospitals earn from dispensing

these drugs, to better understand the use of the program and whether it is achieving its stated goals.

Improving transparency in pharmaceutical markets

Pharmacy Benefit Managers (PBMs) work on behalf of insurers to manage drug benefits. In this role they
negotiate prices with drug makers, contract with pharmacies, and develop formularies. However, certain
features of this market have recently attracted attention from policymakers. Notably, the market for PBM
services is relatively concentrated with three firms accounting for nearly 80% of the market.!” There are
related concerns that plan sponsors (i.e., employers) may not always have access to the information needed to

evaluate contracts and compare firms. This could depress already modest competition in this market.

Congress could enact legislation that required PBMs to provide more information to employers about the use
of prescription drugs, plan costs, aggregate amounts of rebates, and other information associated with the

plan. Doing so could help employers when evaluating options. For example, better understanding the use of
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different types of drugs could help employers forecast their costs under alternative PBM contracts. CBO has

indicated that it believes proposals along these lines would reduce health costs.2

Conclusion

Improving competition and transparency are central to fostering better functioning health care markets and
lowering long run spending. This testimony includes several policies that would work in that direction and
have been the subject of significant Congressional interest in recent years. While not meant to be exhaustive,
they represent a set of feasible policy changes that would make tangible progress in the direction of better

functioning markets.
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