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Facing our families, our organizations, our communities… 

Today’s Crucial Socio-Economic Question 
 

The evidence that high and continually rising health care costs are suffocating our families, our 
organizations, and our communities is overwhelming.  And it raises a singularly important socio-economic 
question:  Can a “market-based” approach provide relief or do we need a single-payer financing 
mechanism? 
 
At the Center of the Market vs Single-Payer Question…   

Hospital In-Patient and Out-Patient Prices 
To be certain, hospital prices alone do not explain today’s increasingly expensive health delivery system.  
But there are several reasons why high hospital prices are at the very center of why the health care market 
is so dysfunctional and must be addressed if we are to solve other issues. 
 

 Hospital Demand is Largely “Inelastic.”  Since most hospital utilization is essential to a family 
member’s health or even life, demand generally remains unchanged regardless of price.  

 Rocky Mountain High Expenses. According to Becker’s CFO Report, Colorado’s tax-exempt 
hospitals have adjusted per diem expenses that are 25% higher than their peers nationally. [1] 

 No Apparent Quality-Cost Relationship.  Hospital quality in Colorado can vary as much within 
hospitals (by service) as it does across hospitals. Evidence of the direction of association between 
health care cost and quality is inconsistent. [2] 

 

Addressing the challenge of hospital pricing alone will not “fix” health care affordability.  But it is difficult 
to see how the health care market value proposition can improve without it. 
 
Using Medicare’s Pricing Methodology as  

A Benchmark for Determining Pricing Reasonableness  
Unless we believe that hospitals should have the right to price to “what the market will bear” for treating 
a wife’s breast cancer, a parent’s stroke, or a child’s pneumonia, we need a benchmark so purchasers can 
determine what a reasonable and fair price would be.  Thankfully, we can look to how the Centers for 
Medicare and Medicaid Services (CMMS) determine the adequacy of hospital pricing.  CMMS pricing…  
 

 Uses an empiric and transparent methodology designed to be 
fair to hospitals while assuring both access and improving 
quality for beneficiaries.  

 Uses quality measures as well as adjustments for patient risk, 
area costs, labor mix, amount of free care provider and other 
factors. 

 Is calculated so that “efficient hospitals” that meet two quality 
and two cost targets can break even on Medicare. 

“Higher health spending but lower 
use of health services adds up to 
much higher prices in the United 
States than in any other OECD 
country.”  
 Economist Uwe Reinhardt 
   “It’s the Prices, Stupid” 
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Lessons of MedPAC: 

Determining Payment Adequacy 
 

Each Spring, the independent non-partisan Medicare Payment Advisory Commission (MedPAC) reports to 
Congress on the adequacy of Medicare payments.  While historically most hospitals lose money on 
Medicare, over the past several years “efficient” hospitals” have broken even on Medicare.  MedPAC has 
opined that the reason most hospitals lose money on Medicare are “high commercial payments” noting 
that “When providers receive high payment rates from insurers, they face no particular need to keep their 
costs low.”  In the 2019 report (assessing 2017 payments), MedPAC reported that [3] 
 

 Efficient hospitals had -2% margins on Medicare. Hospitals overall had margins of -9% while tax-
exempt (e.g., “non-profit”) hospitals lost 11% and for-profits lost 2.6%. (p85) 

 “Growth in outpatient hospital services reflects… incentives to shift patients to higher cost sites of 
care. (p74) and a “Shift of services from physician offices to HOPDs [hospital out-patient 
departments] has increased out-of- pocket spending.” (p75) 

 All-payer margins were 7.1 percent in 2017, only 0.1 percentage point below their all-time high of 
7.2 percent in 2013. 
 

Since efficient hospitals can nearly break-even on Medicare and since excessive payments cause excessive 
losses, purchasers should use Medicare as a reasonable “benchmark” for determining what represents an 
empirically based, “reasonable” payment. 
 
What Rand’s Multi-State Pricing Analysis Told Us About… 

Hospital Pricing & Profits In Colorado 
 

The recent report by Chapin White and Christopher Whaley from the Rand Corporation summarize their 
analysis of commercial payments in 25 states.  Using Medicare payments as a reference, the Rand report 
showed at least four important facts about hospital pricing in Colorado… 
 

 At payment levels greater than 
2.5 times higher than Medicare, 
Colorado hospitals were the 6th 
most expensive of the 25 states.  
Having said that however… 

 Across Colorado, overall prices 
range from 200% to 500% of 
Medicare - making some regions 
among the most expensive in the 
US.  One health system’s out-
patient prices are 450% of 
Medicare and some hospitals’ 
charge nearly 800%.   

 Over the three-year study 
period, hospital prices increased faster in Colorado than in all but one other State. 

 Hospital operating margins were 9.4% in Colorado compared to the national average of just under 
2%, making even our “non-profit” hospitals among the most profitable in the country.   

 

The full Rand Report, including hospital by hospital pricing, for 22 states, is available online. [4] 
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Excessive Prices in the Commercial Market Causes… 

Negative Medicare Margins and the “Cost Shift” 
 

In order to test the hospital industry’s narrative that they have little control over their costs and must 
charge high rates to private health insurers because they “lose money on Medicare,” the economists at 
MedPAC conducted a study that directly contradicted that excuse for shifting costs to private payers.  
Utilizing a national data set of all of the hospitals participating in the Medicare prospective payment 
system (PPS), they demonstrated that “hospitals with high profits from non-Medicare sources have had 
higher costs per unit of service than hospitals with limited resources.” [5]  They concluded… 
 

 “When nonprofit hospitals have more resources, they tend to spend those resources because non-
profit hospitals do not have shareholders to distribute profits to.”  And they found that  
“these expenditures lead to higher costs per discharge and lower profits on Medicare patients.” 

 Significantly, in contrast, “when for-profit hospitals have high profits from non-Medicare sources, 
they tend to retain the additional profits for shareholders instead of increasing their cost structure.” 

 

Given how Colorado’s tax-exempt hospitals have incurred expenses – expenses not necessarily tied to 
associated with patient care - that are so much higher than their peers nationally [1], these findings seem 
particularly relevant in, and worrisome for, our State.   

 
When Sellers Consolidate in a Market with Inelastic Demand: 

Market Dynamics Harm Coloradans 
 

Why is addressing pricing SO central to creating an effective market?  Given the inelasticity of demand for 
hospital care, it clearly explains at 
least three inter-connected market 
dynamics that make health care so 
consistently inefficient and 
inconsistently effective.  It explains… 
 

 Why cost-shifting to employers is 
not only continuing but increasing 
in Colorado when both national 
and State studies indicate that it 
should not be [6] given the 
expansion of Medicaid and 
increase of Medicaid payments in 
this State. 

 How an industry with an average occupancy rate of 63% in 2016-17 could afford to build 5 new and 
5 replacement hospitals, could build free-standing Emergency Departments across the Front Range, 
and could purchase hundreds of physician practices – more to benefit themselves, it would appear, 
than their communities. [7] 

 Why hospital quality nationally is going down as hospitals consolidate and why Colorado hospitals 
were the 8th most penalized in the country by Medicare in 2018 for hospital acquired complications.  
(High quality in complex care requires high volumes which aren’t realized with so many duplicative 
services.) [8] 

 
 

Hospital Operating Profit Margins: CO vs US
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https://revcycleintelligence.com/news/hospital-cost-shifting-still-occurring-in-co-despite-coverage-gains
https://revcycleintelligence.com/news/hospital-cost-shifting-still-occurring-in-co-despite-coverage-gains
https://www.denverpost.com/2018/10/04/colorado-health-care-costs-escalate/
https://www.nytimes.com/2019/02/11/upshot/hospital-mergers-hurt-health-care-quality.html
https://www.denverpost.com/2018/04/27/colorado-hospitals-infections/
https://www.denverpost.com/2018/04/27/colorado-hospitals-infections/
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Conclusion 
Historically, insurers and networks have been contracting with hospitals based on a “discount from 
charges.”  While discounts of 30% to as much as 60% may sound significant, purchasers are left with no 
quantitative basis on which to determine how reasonable (e.g., adequate for the provision of high quality) 
a payment is.  Medicare provides a benchmark that purchasers can and should utilize as part of a value-
based purchasing strategy. 
 
At the very least, every employer needs to know how the prices they are paying to hospitals compares 
to Medicare and, subsequently to each other.  Longer term, employers need to insist that pricing be 
negotiated as a multiplier of Medicare – and probably have that price reflect the overall clinical quality  of 
the hospital. 
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“In the past quarter century, the American medical system has stopped 
focusing on health or even science.  Instead, it attends more or less single-
mindedly to its own profits.”   

Elizabeth Rosenthal 
An American Sickness, 2017 
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