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Introduction Variable Pricing and
Consumer Welfare
Competing health insurance companies usually
do not pay the same doctor the same price for the Given the right market conditions, variable
same procedure. Quite often a doctor will get pricing can benefit consumers. Variable pricing
paid one rate from Medica and another from allows sellers to correlate their prices with
HealthPartners; people who pay out of pocketare consumer sé demand for pr
charged yet anothertea Large health plans can less demand pay less; people with more demand
use their size to negotiate lower prices, which pay more. Rebates, couppnand sales are
some people argue restricts competition and traditional methods that businesses use to vary
results in an unfair advantage. To level the prices among individual consumers. Through
playing field, some policymakers suggest that the these methods, output and consumer welfare are
state should prohibit doctors from chagy maximized. Variable pricing also allows sellers to
varying prices and require uniform prices for all reward buyers who agree to reduce the costs
payers, with the exception of government health assoiated with transactions, for instance, by
care programs and charity care. buying in volume or by guaranteeing prompt
payment.
Uniform pricing hopes to fix a number of
problems, yet any positive effect may be limited Despite these good reasons to vary price, providers
because uniform pricing ®ilo address their root  do not necessarily vary prices in the interest of
cause. Moreover, as will be explained here, consumers. Providers mainly offer lower prices in
uniform pricing can lead to unintended retum for higher volume. Yet volume discounts

consequences, including higher average prices,may be mor e rel ated t
reduced access, underutilized health care facilities, concentrated buying power than to efficiencies
and more aggravating health plan policies. gained from higherolume transactions. In

economic terms, a health plan that has
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concentrated buying power is said to have
monopsony power. | t 6s | i ke
only in revers&he buyer holds the power. Like
monopoly power, monopsony power allocates
resources inefficiently, resulting in less output and
what economists call a dead weight loss to society.
Practically speaking, this meathere are fewer
health benefits for consumers or lower quality
health benefitd. Judge Richard Posner, an expert
in applying economics to the law, notes another
inefficiency: AThe
discriminating seller sells at a lowdcemay be

no more efficient than the competing purchaser
who i s «c¢har ge'dThusg, thh inanh e r
reason that providers vary price may actually harm

¢ Heightened price consciousnesgJniform
mo n o p @ricigg cgn delpeconsumers shop more-cost

consciously for health care services by
increasing price transparency.

Less cost shifting.Uniform pricing can
eliminate cost shifting that occurs when
providers charge higher prices to health
plans, usually health plans with less market
share, to make up for lowetiges negotiated
by other health plans.

p ur c hasweradniinktrativé cddttinifornericibgp r 1 ¢

can reduce administrative costs by
eliminating the negotiation process and
PeduciBgetheOnumber of fee schedules that
providers administer.

consumers e Renewed focus on qualityBy removing a

key costutting advantage, uniform pricing

can encourage health plans to focus on
quality as the mechanism to maintain a
competitive advantage.

Does a monopsony problem exist in Minnesota? e Increased competition among providers.
National reseah does find an association Uniform pricing can increase competition
between larger discounts and larger market share among providers bgncouraging more price

for Blue Cross Blue Shield (BCBS) pfans. competition and by deflating the pressure to
Because BCBS maintains a large market share in consolidate to build up bargaining power
both the individual (64.4 percent) and small against the large health plans.

group (44.3 percent) markets in Minnesota, 6 s e Increased competition among health plans.
reasonable to conclude that BCBS also negotiates Uniform pricing can encourage more health
larger discounts. Still, discounts alone do not pl ans t o ent erket My nne
necessarily mean a monopsony problem exists. el iminating existing
There needs to be some proof that BCBS plans negotiation advantages.

offer lower quality or fewer health care seices
and that poof is a difficult thing to shoWw.
Nonet hel ess, considerin
thereds certainly reaso
problem might exist.

Monopsony in Minnesota?

g BCBntehded Atvankagés s har e,
n t o MBYNot Mateétialige mMONoOpsoON

Upon closer inspection, many of the advantages
may not materialize because uniform pricing does
not change the fundamental dynamic in the
health care market that casislieeseproblems in

the first place.

Possible Advantages to
Uniform Pricing

Even if a monopsony problem does not exist,
proponents of uniform pricing believe the
requirement can address a number of difficult
problems in the health care market, and they
anticipate the following positive effects:

Most of the problems mentioned above,
including, limited cost consciousness, high
administrative costs, less attention to quality

versus cost, and lack of competition, stem from
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consumer dependence
government for health coverage. Because
employers and the government make the
decisions, health plans respond to them, rather
than to consumers.

on employers or

Without changing this market dynamic, familiar
problems will remain uret uniform pricing.
Consumers will not become more cost conscious

as long as employers or the government cover

most of the costs. Employers and the
governmerdwith an eye on global budgets and
stock valuéswill continue to focus on cost far
more than onquality. If cost remains the focus,
then administrative savings achieved by
eliminating the negotiation process would likely

depending on th¢
point is that higher prices are a real possibility.

Increased transparency can facilitate collusion.
Uniform  pricing would increase price
transparency, which proponents believe would
help consumers compare competing services, but
it might also led to collusion among health care
providers to maintain higher prices.

Price increases can disproportionately affect
poor people. Some prices must inevitably level
up as other prices level down, and if a larger
integrated health care system must charge a
uniform price to everyone they serve, then prices
for services in lowgrcome neighborhoods may

be replaced by new administrative costs related to level up.

identifying new cosiutting measures.

Further, removing the incentive to gan for a

l ower price does not hi
unequal bargaining position, and health plans will
continue finding ways to exploit®it. Thus,
providers may continue consolidating to maintain
a bargaining position on other important issues,
like payment methods, practice guidelines, and
physician evaluations.

Unintended Consequences of
Uniform Pricing

Even if uniform pricing can successfully prevent
health plans from exercising monopsony power
and even if there is some merit to other hoped for
advantages (which there is), tremea number of
unintended consequences that weigh against
uniform pricing.

Uniform pricing may result in higher average
prices. Instead of being set to the current average,
the uniform price may be set higher thdme t
current average. Some studies of uniform gas
price regulations arrive at exactly that conclusion.
However, the economic literature on price
discrimination suggests prices can go up or down

Large integrated healitare systems may leave
lowerincome neighborhoodsIf uniform pricing
resgylts t i highea niees pat olwdordee r s O
neighborhoodclinics operated by larygegrated
health care systems,
services may decline and the clinics might struggle
to maintain a profitable client bae.

Medical facilities may become underutilized.
Uniform pricing can restrictmedical facilities
from offering lower prices to people willing to use
a particular service at a time when facilities are
traditionally  underutilized, like evenings,
weekends, and holidays.

Health plans may expand the use of aggravating
costcontrol policies. Unable to compete on low
negotiated prices, health plans may direct their
energies to other, often aggravating-agdsing
strategiagdlike preauthorization requirements,
physician evaations, and treatment guidelines.
Worse, health plans might be more tempted to act
in bad faith by denying coverage, denying
payments, and delaying payméhts.

This is by no means a comprehensive list. The
trouble with unintended consequences is that
theydre wusually
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negative impact could be much larger. That said, most health care issues, uniform pricing is
unintended consequences can also be positive. complex and requires policymakers to weigh
Furthermore, some of the forgone benefits of possibilities, not certainties. Because uniform
variable pricing, such as the ability to encourage pricing fails to address the root problem, many
efficient utiliation of health care facilities, would desired advantage may not materialize.
not be a great loss because few providers actuallyMoreover, economists have not measured the
vary prices for the reasons given here. efficiency loss due to monopsony power or
Nonetheless, as consumers take more control of confirmed whether monopsony power exists in
their health care, providers may find advantages the first place. Thus, uniform pricing may be a
to offeing holiday sales foknee surgery and solution in search of a problem. In light of these
evening discounts for CT scans. Uniform pricing uncertainties and in light of possible unintended
would restrict these innovative pricing strategies. consequences, uniform pricing may result in
substantial harm.

Conclusion That said, uniform pricing is not a deatl idea.
Judge Posner wr i fprea] , f

Uniform pricing takes aim @number of serious ~ discrimination is a source of net social casts,
problems in todayods he adffactiye @ngdr igexpgigiyek prehibition jwguldma i

r e s p e ctenypting antidétesagainst the power | NCr ease s d°c i aBut Peseel f ar
that large health plans wield in the market. acknowledges the limits to knowing if social costs
Unfair cost shifting might be reduced, smaller do exi st and, therefore,

health plans might compete on a more level Probably for a very long time, a decision on
playing field, and health plamsight focus more =~ Wh et her t ogemeralshanion sydteenatié a
on quality. ®nsumers might alscebefit from price di s't r iSimilarya tunifarm . 0
additionaland higher quality health benefits if a  pricing in Minnesota should be deferred to
uniform price restrainethrge health plans from  another day when economists can offer more
exercisingmonopsony power. In addition,  concrete answers to the issues addressed here.
uniform pricing is simple to legislate and has no

direct impact on t hee s tRetedNelsandsgae Rolicy Felloatter of g y
why policymakers take the idea seriously. Yet like American Experiment.
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