How Payment Caps Can Reduce Hospital
Prices and Spending: Lessons from the
Oregon State Employee Plan

October 15, 2024

Roslyn C. Murray, PhD, MPP
Center for Advancing Health Policy through Research

Funded by Arnold Ventures “Elfﬁﬂ School of

(] [ Public Health

1


Presenter Notes
Presentation Notes
Thank you for the introduction. As mentioned, my name is Roz Murray, I am an Assistant Professor at Brown University in the School of Public Health. Today, I’ll share our evaluation of the Oregon state employee plan’s hospital payment cap as well as some lessons and learnings for states. Feel free to interrupt and ask questions throughout.


Hospital prices threaten U.S. health care affordability

Figure 2. Consumer price index: medical care, by component
2006-2023. Authors’ analysis using data from the BLS, ...
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Hospital prices threaten the affordability of health care in the US. They have been the major driver of price increases in recent years. And this is largely because hospitals leverage their market power to sustain high prices. Consolidation and mergers in the hospital industry have been consistently linked to price increases.

(Figure 2 shows the comparison of price indices for health insurance, hospital services, and professional services.)


Rising spending primarily affects U.S. individuals/families

Figure 1. Cumulative increases (%) in workers' contribution, family
premiums, overall inflation, and workers’ earnings, ...
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And this rising spending predominantly affects individuals and families in the U.S. through higher premiums, increased out-of-pocket spending, as well as slower wage growth and even job losses, especially for low-paid workers.

(Over the past quarter century, the cumulative increase in the cost of employer-provided family health insurance coverage has grown at a rate more than three times that of workers’ earnings)


.

States are taking a leading role in addressing hospital prices

Promoting competition (e.g., stronger
antitrust enforcement/oversight)

b Price transparency
=

Modeling studies predict that
price regulation will be most
effective
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Federal policy priorities have not included efforts to address high hospital prices in the commercial market, until recently. So in the absence of strong federal action, states have taken the lead in adopting new policies to address hospital prices and spending in the commercial market, including price transparency laws, laws to strengthen antitrust enforcement and oversight or even some have considered direct price regulation. And there have been modeling studies that suggest that price regulation, such as rate-setting, caps on payments, or caps on price growth, may be the most promising options for states to reduce hospital prices and spending.


Oregon implemented hospital payment caps in 2019

Caps hospital facility prices at 200% of Medicare for in-network
services (and 185% for out-of-network services)

82nd OREGON LEGISLATIVE ASSEMBLY--2023 Regular Session

Senate Bill 1067

Sponsored by Senators FREDERICK, MANNING JR; Senators CAMPOS, DEMBROW, GOLDEN, GORSEK, JAMA,
MEEK, STEINER, TAYLOR, WOODS

Applies only to...

e Oregon state employee health plan

SUMMARY

The following summary is not prepared by the sponsors of the measure and is not a part of the body thereof subject

. 2 4 hospitals to consideration by the Legislative Assembly. It is an editor’s brief statement of the essential features of the

measure as introduced.

Modifies definition of “employment relations” to exclude standards, requirements or procedures
relating to body-worn cameras for purposes of law enforcement officer collective bargaining.

Prohibits labor orgamzatmn that represents sworn law enforcement officers of law enforcement
agency from negotiating over matters related to standards, requirements or procedures relating to
body-worn cameras. Provides that such matters are prohibited subjects of bargaining.
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One key example is legislation that was passed in the state of Oregon and implemented in late 2019. The hospital payment cap limits hospital facility prices to 200% of Medicare for in-network services and 185% of Medicare for OON services. The legislation only applies to the Oregon state employees and to 24 of the state’s 62 hospitals. 


.

Two research questions

What is the effect of the cap on hospital facility prices?

What is the effect of the cap on out-of-pocket spending?
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So in research with colleagues at Brown and the University of Michigan, we evaluated the effect of Oregon’s payment cap on 1) hospital facility prices, and 2) patient out-of-pocket spending. So I’ll show you some results from this work today. 


Effect on Hospital Facility Prices




Prices greater than the cap should decline

Commercial price

relative to Medicare
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Now, just a quick primer on how we expect the cap to work. Here we can see that some hospitals have price greater than the 200% cap. So when the cap goes into effect, we expect that prices greater than the cap will decline to comply. 


Inpatient Setting:
Pre-PeriOd average Commercial prices relative to Medicare before and after

I i i - impl tation of hospital t
|npat|ent prices relative to implementation of hospital payment cap
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Now, this figure shows the prices the state employee plan paid relative to Medicare rates for an inpatient admission before the cap when into effect at the 24 targeted hospitals. You can see that about 13 hospitals had prices greater than the cap before the policy went into effect and 11 had prices below. Again this is in the inpatient setting. 


Pre-period average
inpatient prices relative to
Medicare:

e 13 hospitals greater than cap

e 11 hospitals less than cap
Post-period:

e Declined for all 13 above and
5 of the 11 below

e Increased for 6 of the 11
below

(Stigler 1964; Mollgaard & Overgaard, 1999;
Schultz, 2005)

Inpatient Setting:

Commercial prices relative to Medicare before and after
implementation of hospital payment cap
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Now, after the policy went into effect, we can see that prices declined for all hospitals that had prices greater than the cap in the pre-period. However, we also see some price increases for those that originally had prices below. This response isn’t entirely unexpected. Research that indicates that a price signal can act as a signal of insurers’ willingness to pay, giving some hospitals the leverage to increase their rates. Now, this was obviously not the intention of the legislation. So the state implemented clarified rules, making changes to the legislative language to prevent these price increases. 


Inpatient prices per admission

Inpatient Facility Prices per Admission by Quarter for State Employee vs
Comparison Enrollees Over the Study Period (2014-21)
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Now let’s look at how this translates to prices for the state employees over time relative to a control group. So the red line represents the average price per inpatient admission for the state employees over the study period. The blue line represents prices for the control. 


Inpatient Facility Prices per Admission by Quarter for State Employee vs

Inpatient prices dld Comparison Enrollees Over the Study Period (2014-21)
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So after the policy went into effect, prices declined by about $900 dollars per inpatient admission for the state employees relative to the control. But the effect is not statistically significant at conventional levels. This is due to the price increases in 2020, which we saw on the previous slide. Here, you can see that prices increased in 2020 and declined in 2021. So across both 2020 and 2021 the effect is not statistically significant in the inpatient setting.


Outpatient Setting:
All but one hOSpital had Commercial prices relative to Medicare before and after
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Now let's look at the outpatient setting. Here, we can see that outpatient prices for the state employees were above the cap for all hospitals except for maybe one before the policy went into effect. 


All but one hospital had
average outpatient prices
relative to Medicare above
the cap

Outpatient prices
relative to Medicare
declined for all hospitals

Outpatient Setting:

Commercial prices relative to Medicare before and after

implementation of hospital payment cap
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So after the policy was effective, prices declined for all hospitals. 


Outpatient prices per procedure

Outpatient Facility Prices per Procedure by Quarter for State Employee vs
Comparison Enrollees Over the Study Period (2014-21)
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Now, again, seeing how this translates into prices over time… We can see that 


Outpatient Facility Prices per Procedure by Quarter for State Employee vs
The prog ram was Comparison Enrollees Over the Study Period (2014-21)
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Outpatient prices per procedure for the state employees (in red) relative to the control (in blue) declined significantly. So prices dropped by $130 per procedure, which was about a 25% reduction in outpatient prices for the state employees compared to the control group. 


The Oregon State Employee Plan saved over $100M

Price reductions resulted in $107.5 million in savings over
the first 2 years and four months

e $11.5M from the inpatient setting
e $96.0M from the outpatient setting

Which was about 4% of total plan spending
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Now these price reductions translated into $107.5 million in savings for the state employee plan in the first two years and for months of the policy, which is about 4% of total plan spending during this time. 


Effect on Out-of-pocket Spending
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Ok, so then how did these price reductions affect enrollees in terms of their out-of-pocket spending?


OOP Spending Per Outpatient Procedure ($)

All Procedures
Outpatient facility out-of-pocket spending per procedure by year (2014-21)

100+

80+

60+

20

T ,
0 *\J'\*\o—\.
i

I I
2016 2017

] I
2018 2019

Years

—&— Control Enrollees

—&— Oregon Educators

[
Q|

%
(1]

= School of

Public Health



Presenter Notes
Presentation Notes
So we examined changes in OOP spending in the outpatient setting, where we saw large reductions in hospital prices. Here we can see average OOP costs per outpatient procedure for the state employees in red versus the control group in blue. 


The cap was
associated with

a 9.5% reduction
in out-of-pocket
spending per
procedure

OOP Spending Per Outpatient Procedure ($)

All Procedures
Outpatient facility out-of-pocket spending per procedure by year (2014-21)
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And after the policy went into effect, state employees paid about  $7 less per procedure relative to the control group. So this was a 9.5% reduction relative to what they were paying before the policy went into effect. 


No. of outpatient procedures
per enrollee per year

All Procedures

Outpatient facility procedures per enrollee per year (2014-21)
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Now at the same time, we wanted to examine whether these price reductions were associated with increases in service use. So did enrollees seek more health care services because they paid less at the point of care? 


All Procedures

Outpatient facility procedures per enrollee per year (2014-21)
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And here we do see that there’s a slight increase in service use for this population. They received about 0.24 additional services per year than the control group. 


The enrollees saved almost $2M in outpatient out-of-
pocket spending

e Reductions in out-of-pocket spending resulted in $1.8 million
in savings over the first 2 years and four months

e However, increases in service use were associated with $10.3
million in lost savings to the plan
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So we estimate that they saved $1.8 million from October 2019 through December 2021 due to these reductions in out-of-pocket spending. However, the increase in services mean that the state lost out on some potential savings. 



Key Considerations
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Given this work, there are a few key considerations that other states should think about if there’s an interest in pursuing payment caps. 


What to use as the benchmark

Medicare payments Commercial payments
e Strive to approximate cost of care provision * Reflect market dynamics not captured by
e Formulas have been refined over time Medicare payments
e Adjust for geographic, hospital, patient factors o Lessdisruptive
e Not influenced by bargaining leverage e May better reflect costs for commercial patients
CONS:

e May not accurately reflect costs for certain e May incorporate negotiating leverage of

services (e.g., maternity) insurers and providers

Includes distortions in Medicare fee schedules e Lack of transparency and 2 ool
e Challenging for contracts not paid on the basis availability of commercial Public PO{ealth

of Medicare payments
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First,


Where to set the cap and whether it applies uniformly

Where to set the cap

e If too high >> limited savings and low priced hospitals may increase prices

e If too low >> could strain hospitals financially

e Justright? Oregon set 200% cap

o Well above Medicare payments (i.e., >100% of Medicare)
o Marginally below average relative payment, which was 237%

Apply uniformly or by setting or service?

e Could set separate cap for inpatient/outpatient or by service type (e.g., maternity) <= School of

e Uniform cap offers administrative and regulatory simplicity Public Health




Other considerations

e Whether it applies to specific hospitals (e.g., exempt small, rural hospitals;
apply payment floor)

¢ Including out-of-network payment cap (e.g., OON cap can be set at or
below the in-network limit to encourage participation)

e How compliance is examined and enforced (e.g., in Oregon, compliance is
assessed at the hospital-level)

e How enrollees experience the savings (e.g., lower premiums, more
generous benefits, wage increases, out-of-pocket spending)
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Thank you!

Roslyn C Murray

email: roslyn_murray@brown.edu
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Thank you for your questions and engagement today! Please feel free to reach out with any questions. 
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