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CHAPTER ONE

Health Care Spending Growth

Michael E. Chernew and Joseph P. Newhouse
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Dranove: Conclusions

Early studies presented a theory of harmful competition that was the
direct result of moral hazard and delegation—the Medical Arms Race.
Empirical research steeped in the tradition of the structure conduct
performance paradigm showed that health care costs did seem to be
higher in more competitive markets, although these studies never fully
addressed concerns about endogeneity bias inherent in CP
regressions.

As US markets transitioned to selective contracting, and the locus of
purchasing power shifted from the individual patient to the insurer,
evidence showed that prices were higher in more concentrated
markets and that mergers also led to higher prices. In the past decade,
empirical research has become more structural; these models confirm
the adverse consequences of provider market power and are integral
to antitrust analyses of mergers.

The overall conclusion is that the growth of selective contracting
eliminated or even reversed the perverse relationship between market
performance and market concentration.
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Selective Contracting

“payer competition” (providers compete for plan contracts) instead of
“patient competition” (providers compete for individual patients).

Cutler et al. (2000) found contracting reduced prices for heart attack
treatments at hospitals. Ma and McGuire (1998) found quantity reductions
when selective contracting was introduced for office-based mental health
care providers. More recently, Wu (2009). Found that size helps a health
plan in bargaining with hospitals over price, but so does the ability to
“channel” patients,

Experience of contracting in California has also been studied extensively.
Melnick et al. (1992) and Melnick and Zwanziger (1988) studied selective
contracting for hospitals in California and large metropolitan areas,
respectively, and document that MCOs obtain discounts by selective
contracting, and more competitive hospital markets allow larger
discounts.

17 September 2014
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Table 9.8 Summary of Hospital Price-Concentration Literature

Study Primary Data Source, Measures of Market Empirical Approach Results
Services, Location and Structure/Price
Time Period
Akosa OSHPD; Inpatient; County-level HHI; Graphical analysis of price Prices ncreased 2-fold over
Antwi CA: 1999—-20025 average net revenue growth trends period and growth 1s
et al. per discharge highest i1 monopoly
(2009) markets; however, changes
in market structure are not
associated with differential
price growth
Burgess AHA, OSHPD, Average net private Estimate GEE to account for  Hospital system HHI is
et al. inpatient; CA; revenue per private within-hospital positively correlated with
(2005) 1994—1998 discharge; hospital correlations price
system HHI 1s
welghted average zip
code HHI
Dranove OSHPD, Florida Hospital system HHI OLS and IV regression of The association between
et al. State Center for based on actual and price on concentration concentration and price
(2008) Health Statistics; predicted patient and measure of MC increased during the 1990«
AHA; inpatient; CA flows intensity and leveled off during the
and FL: 1990—2003 20000
Melnick OSHPD, AHA; inpatient;  Average net private Linear regression of log price  System HHI is positively
and CA; 1999-2003 revenue per private on concentration indexes associated with price
Keeler discharge; hospital and system indicators growth; hospitals in large
(2007) system HHI is systems experienced
weighted average zip higher price growth
code HHI
Moriya MedStat insurance HHI calculated using Estimate the relationship Insurer concentration 1s
et al. claims, AHA data; all AHA data, DRG- between insurer/hospital negatively associated with
(2010) inpatient; US; adjusted prices from concentration and price hospital prices; hospital

2001 —=2003

claims data

using OLS w/market FE

(Continued)



Table 9.8 (Continued)

Study Primary Data Source,
Services, Location and
Time Period

Measures of Market
Structure/Price

Empirical Approach

Results

Wu (2008) Medicare cost reports,
AHA; inpatient;

MA; 1990—2002

Zwanziger OSHPD; mpatient;
et al. CA: 1980—1997
(2000)

Zwanziger HMO annual reports,
and SPARCS, NY cost
Mooney reports; inpatient;
(2005) NY; 1995—1999

Outcome of interest 1s
change in private
payments per
admission

QOutcome of interest 1s
hospital revenue and
expenditures, HHI 1s
weighted average zip
code HHI

Price s HMO
payments/risk-
adjusted discharges;
hospital /system HHI
15 weighted average
zip code HHI

Examines impact of hospital
closures on prices usmg

DDD approach

Estimate the impact of
hospital concentration
allowing for the mmpact to
vary by year; estimate with
hospital FE

Estimate the relationship
between hospital
concentration and
price leveraging
MY deregulation of
hospital pricing in 1997
w/hospital FE

price/concentration
relattonship 1s insigmificant

Hospitals in which a rival
closed experienced a price
increase relative to
controls

The association between
market concentration and
hospital revenue 1s
monotonically increasing
from 1983 to 1997

The relationship between
systemm HHI and prices
became large and
significant after reform

Mote: Lists only those studies published after 2000.



Table 9.9 Summary of Hospital Merger Literature

Study Primary Data Location/Merger Services Price Measure Empirical Results
Source and Approach
Time Period
Capps and Insurer claims Analysis of 12 Inpatient Inpatient prices  Difference-in- Nine of the 12 hospitals
Dranove 19972001 inpatient from claims difference had price increases
(2004) hospitals (DID) exceeding the median
imvolved in
mergers
Datny AHA, Medicare  Analyzes 97 Inpatient CMl-adjusted Instrumental Merging hospitals had
(2009) reports hospital mergers inpatient variables 40 percent higher
1989—1996 Us revenue per prices than non-
discharge merging hospitals
Haas- Insurer claims Evanston, mergers  Inpatient Inpatient prices  DID Post-merger, Evanston-
Wilson 19972003 of Evanston from claims NW hospital had 20
and NW and percent higher prices
Garmon Highland Park than control group;
(2011 and St. Therese no price effect at St.
and Victory Therese—Victory
Memorial
Krishnan Ohio Dept. of OH and CA Inpatient DR.G prices DID Merging hospitals
(2001) Health and analysis of 37 based on increased price 16.5
OSHPD different charge to and 11.8 percent
1994—1995 hospital mergers revenue in OH and CA,
information respectively
Spang et al.  AHA, Medicare  Amnalyzes 204 Inpatient Adjusted QLS Merging hospitals
(2001) cost reports hospital mergers inpatient experienced a 5

1989—1997

across US

revenue per
admission

percentage pnil‘lt
lower price growth
relative to rivals

(Continued)



Table 9.9 (Continued)

Study Primary Data Location/Merger Services Price Measure Empirical Results
Source and Approach
Time Period
Tenn Insurer claims SF Bay Area, CA Inpatient Risk-adjusted DID Summit prices increased
(2011) 19972002 Sutter/Summit inpatient 28.4 to 44.2 percent
merger price from compared to control
claims group
Thompson  Insurer claims Wilmington, NC Inpatient Risk-adjusted DID Three of 4 insurers
(2011 1997 —98 and MNew Hanover- inpatient experienced a large
2001—-02 Cape Fear 1998 price from price increase; one
merger claims Insurer experience a
decrease 1 prices
Town etal. CPS, AHA and  Entre US Not applicable Rate of DID Aggregate merger
(2006) InterStudy, uninsurance activity increased the
19912003 uninsured rate by
(.3 percentage points
Sacher and  OSHPD data, Santa Cruz, CA Inpatient Average net DID Average net revenue

WVita
(2001)

1986—1996

merger of
Dominican and
Watsonville
hospitals

revenue
received per
inpatient
acute-care
admission

from private payers
Dominican hospital
prices were 22
percent higher after
the merger relative to
controls

Note: Lists only those studies published after 2000,



Table 9.11 Health Care Quality and Competition Empirical Studies: Market Determined Prices

Study Time Period Geographic Medical Condition Payers  Quality Competition Effect of Competition
Area Measure Measure on Quality
Gowrisankaran  Heart attack, Los Heart attack, HMO  Mortality HHI Increase (mortality |)
and Town 1991 —1993; Angeles pneumonia
(2003) pneumonia,
1989—-1992
Sohn and 1995 California PTCA All Mortality Competition Increase (mortality |)
Rathouz coefficient
(2003)
Mukamel et al. 1982, 1989 California All, AMI, CHE All Mortalicy HHI Decrease
(2002) pneumonia, stroke (mortality T)
Encinosa and 1996—2000 Florida All, nursing surgery All Patient safety ~ Low hospital Decrease (patient
Bernard event operating safety events T)
(2005) margin
Propper et al. 1995—1998 UK Heart attack NHS  Mortality Number of Decrease
(2004) competitors (mortality T)
Sari (2002) 1991 —-1997 16 states All All Quality HHI Increase (quality
indicators indicators T)
Ho and 1992—1995 California Heat atrack, All Mortality Merger No effect;
Hamilton stroke readmission mortality increase:
(2000) readmission ( ])
Capps (2005) 1995—2000 New York All All Quality Merger No effect: 13
indicators inpatient

and patient
safety indicators
Decrease: 1 vear
post-merger
in-hospital
mortality for
AMI, heart failure
(mortality T)

(Continued)



Table 9.11 (Continued)

Study Time Period Geographic Medical Condition Payers Quality Competition Effect of Competition
Area Measure Measure on Quality
Volpp et al. 1990—1995 New Jersey Heart attack All Mortality Price Decrease
(2003) deregulation (mortality T)
Burgess et al. 1991 —1999 UK Heart attack NHS Mortality Deregulation, Decrease
(2008) number of (mortality 1)
competitors
Howard (2005)  2000—2002 us Kidney transplant All Graft failure Demand Increase (small)
elasticity felasticity T)
Abraham et al. 1990 us All All Quantity # of hospitals Increase (quantity T)
(2007) consumed
Cutler et al. 1994, 1995, Pennsylvania CABG All Mortality Entrants’ market  Increase (market share
(2010) 2000, 2002, share of high-quality
2003 (low mortality)
physicans T)
Escarce et al. 1994 —1999 Califorma, Heart attack, All Mortality HHI Increasse—CA, NY;
(2006} New hip fracture, no effec— W1
York, stroke, (mortality |, 0)
Wisconsin gastrointestinal
hemorrhage,
congestive
heart failure,
diabetes
Rogowski 1994 —1999 California Heart attack, hip All Mortality 1-HHI, 1-3 Increase (3—5
et al. (2007 fracture, stroke, firm conditions), no
gastrointestinal concentration effect
hemorrhage, ration, # of (mortality |, D)

congestive heart
failure, diabetes

COmpettors



Table 10.2 Summary of Empirical Studies of Competition

Authors Dependent Methodology Findings
Variable

Pauly and Physician prices SCp Prices higher when search is
Satterthwaite more difficule
(1981)

Robinson and Hospital costs SCP Costs lower in more
co-authors and services concentrated markets
(1985, 1987)

Noether (1988) Hospital prices SCPp Costs lower in more

Zwanziger and
Melnick (1988a)

Dranove et al.

(1992b)

Connor et al.

(1998)

Capps et al. (2010}

Dranove et al.
(1992a)

Lynk (1995)

Dranove and

Ludwick (1999)
Keeler et al. (1999)

Gaynor and Vogt
(2003)

Town and Vistnes
(2001)

Capps, Dranove,
and

and costs

Hospital costs

Hospital prices
and costs

Hospital prices

Hospital prices

Hospital services

Hospital prices

Hospital prices

Hospital prices
Hospital prices
Hospital prices

Hospital prices

SCP in repeated
cross-sections

SCP in repeated
cross-sections
SCP in repeated
cross-sections

SCP in repeated
cross-sections

SCP

sCp

SCp

SCP in repeated
Cross-sections

Structural

Structural

Structural

concentrated markets. No
relationship between prices
and competition

Negative relationship between
cost and concentration
disappears over time

Negative relationship between
price/ cost margins and
concentration disappears
over time

Negative relationship between
prices and concentration
disappears over time

Trend in which concentration
leads to higher prices
dirmmishes after 2000

Failure to account for hospital
location leads to biased
coeflicients on
concentration

Negative relationship for non-
profits but not for for-
profits

Lynk results not robust to
changes in key
assumptions

Negative relationship for non-
profits disappears over time

Competition leads to lower
prices

Competition leads to lower
prices

Competition leads to lower
prices

(Continued)



Table 10.2 (Continued)

Authors Dependent Methodology Findings
Variable
Satterthwate
(2003)

Ho (2009) Hospital prices Structural “Star” hospitals and hospitals
near capacity may charge
high prices and end up
“out of network”™

Kessler and Mortality of SCP Innovative measure of market

MeClellan heart attack structure; mortality is
(2000) patients higher in more
concentrated markets

Kessler and Mortality of sCcp Harmful effect of

Geppart (2005) heart attack concentration greater
patients among most severely ill
patients

Gowrisankaran and  Mortality of SCP Harmful effect of

Town (2003) heart attack concentration greater for
patients Medicare patients

Propper et al. Mortality of DID Mortality 1s lower in more

(2004) heart attack concentrated markets after
patients UK reforms encouraging
competition

Propper et al. Mortality and DID Mortality 1s lower and waiting

(2008) wailting times times higher in more
for heart concentrated markets after
attack patients 1990s UK reforms
encouraging competition

Gaynor et al. Mortality for DID Mortality 1s higher in more

(2010) heart attack concentrated markets after
patients 2006 UK reforms
encouraging competition

Cooper et al. Mortality for DID Mortality is higher in more

(2010) heart attack concentrated markets after
patients 2006 UK reforms
encouraging competition

Sari (2002) AHRQ guality sSCp Quality 1s lower 1n more

indicators concentrated markets

Mukamel et al. Mortality for DID Mortality 1s higher in more

(2002) high-risk concentrated markets
diagnoses

Mutter et al. AHRQ quality SCp Mixed results using a range of

(2008) indicators measures of concentration




Table 10.5 Studies of Hospital Mergers

Authors

Dependent Variable

Methodology

Results

Mukamel et al.
(2002)

Capps and Dranove

(2004)

Dafny (2009)

Krishnan (2001)

Vita and Sacher
(2001)
Haas-Wilson and
Garmon (2011)
Thompson (2011)
Tenn (2011)

Ho and Hamilton
(2000)
Capps (2005)

F.oomano and Balan

(2011)
Gaynor et al.

(2011b)

Costs

Actual transactions
prices

Prices

Prices

Prices
Prices

Prices
Prices

Mortalty for three
diagnoses

AHR Q) quality
measures

Clhinical quahity
measures

Regulator’s measure

of hospital quality

Difference in

differences

DID

Instrumental
variables

Case study

Case study
Case study

Case study
Case study

DID

DID

Case study

DID with
propensity

sCore

matching

Increases in concentration
associated with higher
COsts

Increases in concentration
assoclated with ligher
prices

Instrumented mergers
associated with higher
prices for other hospitals
in market

Price increases at merged
hospitals positively
correlated with
concentration increases

Merged hospitals raised
prices

Merged hospitals raised
prices

Mixed results

Merged hospitals raised
prices

Mergers have little effect

Mergers have hittle effect

Merger had httle effect

Hospitals forced to merge
by UK government and

independent hospitals
had similar quality




