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The Role of  Prices in the Health 

Care Spending Growth

Michael Chernew



High Health Care Spending is a 

Problem
Strains public budgets

Puts downward pressure on wages 

ïAnd tax revenue as a result

Distorts labor markets

Encourages less generous coverage

ïImposes risk on individuals

ïDiscourages use of needed health care



Basic model of health care spending





REDUCE 

PRICES PAID 

FOR CARE

Reduce utilization
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Increases in prices explain recent 

spending growth

Health Care Cost Institute ñ2018 Health Care Cost and Utilization Reportò 

https://healthcostinstitute.org/images/pdfs/HCCI_2018_Health_Care_Cost_and_Utilization_Report.pdf

Č On balance itôs unlikely quality justifies price



Problems w/ Health Care Markets are 

Ubiquitous

ÅProvider consolidation

ÅInsurance distortions

ÅAdverse selection

ÅInability to observe quality

ÅFailures of agency



Even Wonderful Things Sometimes 

Need Guidance 

Health Care Markets



Options
Promote competition

ïSlow

ïUnproven success

Public option

ïBlunt instrument

ïA lot of market distortions

ïLarge price cuts

Set Prices

ïHeavy government hand

ïRaise prices for some 

Eliminate blatant market failures

ïSurprise billing

ïóexcessiveô prices



Three Prongs

Cap FFS prices

Cap FFS price growth

Flexible oversight



Design Options

Cap as a function commercial prices (local 

or adjusted national)

ïAnother option: Medicare price

Limit to out of network

ïLighter touch

ïMore politically appealing

ïWill spillover to in network

Allow somewhat faster growth for low price 

providers



Implementation Considerations

Caps can be adjusted

ïNibble at the top

Price regulation sets a limit at a contract/ provider level

Enforcement is complex

ïNo standard pricing

ïPayment outside of the claims system

ïERISA issues

ïShifting price increases to services with room to rise

Provider revenue concerns

Must include mechanisms to make sure savings passed 

on to consumers



UP NEXT
PRESENTATION: Benchmark Modification Process 
David Seltz, Executive Director, Health Policy Commission



Benchmark Modification Process 
David Seltz, Executive Director, Health Policy Commission
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In 2012, Massachusetts became the first state to establish a target for 

sustainable health care spending growth.

A transparent and innovative healthcare system that is 

accountable for producing better health and better care at a 

lower cost for all the people of the Commonwealth.

VISION

Reduce total health care spending growth to meet the Health Care 

Cost Growth Benchmark, which is set by the HPC and tied to the 

stateôs overall economic growth.

GOAL

An Act Improving the Quality of Health Care and Reducing 

Costs through Increased Transparency, Efficiency, and 

Innovation. 

CHAPTER 224 OF THE ACTS OF 2012
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Health Care Cost Growth Benchmark

ÁA target for controlling the growth of total 

health care expenditures across all payers 

(public and private) is set to the stateôs long-

term economic growth rate

Health care cost growth benchmark:

2013-2017: 3.6% 

2017-2021: 3.1%

ÁHealth care providers and health plans that 

exceed the benchmark may be required by 

the HPC to implement a Performance 

Improvement Plan and submit to strict public 

monitoring

2013 - 2017 2017 - 2021

TOTAL HEALTH CARE 

EXPENDITURES

Definition: Annual per capita 

sum of all health care 

expenditures in the 

Commonwealth from public and 

private sources

Includes:

All categories of medical 

expenses and all non-claims 

related payments to 

providers

All patient cost-sharing 

amounts, such as 

deductibles and copayments

Administrative cost of private 

health insurance
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The HPCôs authority to modify the benchmark is prescribed by law and 

subject to potential legislative review.

Benchmark established by law at PGSP (3.6%)

Benchmark established by law at a default rate of at PGSP minus 0.5% (3.1%); 

HPC can modify the benchmark up to 3.6%, subject to legislative review.

Benchmark established by law at a default rate of PGSP; HPC can modify to any 

amount, subject to legislative review.

YEARS
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Benchmark Modification Process: Key Steps

ÅThe HPCôs Board must hold a public hearing prior to making any modification of the 

benchmark.

ÅHearing must consider data and stakeholder testimony on whether modification of the 

benchmark is warranted.

ÅMembers of the Joint Committee on Health Care Financing may participate in the hearing.

ÅIf the HPCôs Board votes to maintain the benchmark at the default rate of 3.1%, the annual 

process is complete.

ÅIf the HPCôs Board votes to modify the benchmark to some number between 3.1% and 3.6%, 

the HPC must submit notice of its intent to modify the benchmark to the Joint Committee for 

further legislative review.

HPC PROCESS TO MODIFY

ÅFollowing notice from the HPC of an intent to modify, the Joint Committee must hold a public 

hearing within 30 days.

ÅThe Joint Committee must submit findings and recommendations, including any legislative 

recommendations, to the General Court within 30 days of hearing.

ÅThe General Court must act within 45 days of public hearing or the HPC Boardôs modification of 

the benchmark takes effect.

POTENTIAL LEGISLATIVE REVIEW
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April 15, 2021

April/May 2021

May/June 2021

April 14, 2021

March 25, 2021

January 15, 2021

Benchmark Modification Process: 2021 Timeline

3.1% PGSP established in consensus revenue process

Public hearing of HPC Board and Joint Committee on potential 

modification of benchmark 

Board votes whether to modify benchmark; if Board votes to modify, it submits 

notice of intent to modify to Joint Committee on Health Care Financing 

Statutory deadline for Board to set benchmark

Joint Committee holds a hearing within 30 days of notice 

Joint Committee reports findings and recommended legislation to General 

Court within 30 days of hearing; Legislature has 45 days from hearing to 

enact legislation which may establish benchmark; if no legislation is enacted, 

the Boardôs vote to modify takes effect.
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Accountability for the Health Care Cost Growth Benchmark: An Overview 

Step 1: Benchmark
Each year, the process starts by 

setting the annual health care 

cost growth benchmark.

Step 2: Data Collection
CHIA then collects data from payers on unadjusted 

and health status adjusted total medical expense 

(HSA TME) for their members, both network-wide and 

by primary care group.

Step 3: CHIA Referral
CHIA analyzes those data and confidentially refers to the HPC 

payers and primary care providers whose increase in HSA 

TMEis above ñbright lineò thresholds (e.g., greater than the 

benchmark).

Step 4: HPC Analysis
HPC conducts a confidential review of 

each referred provider and payerôs 

performance across multiple factors.

Step 5: Decision to Require a PIP
After reviewing all available information, including 

confidential information from payers and providers 

under review, the HPC Board votes to require a PIP if 

it identifies significant concerns and finds that a PIP 

could result in meaningful, cost-saving reforms. The 

entityôs identity is public once a PIP is required.

Step 6: PIP Implementation
The payer or provider must propose the PIP and is 

subject to ongoing monitoring by the HPC during the 

18-month implementation. A fine of up to than $500,000 

can be assessed as a last resort in certain circumstances. 
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WA

NV

CA

PA

DE

MA

RI
CT

OR

Established health care cost growth targets 

Made a commitment to establish a health care cost growth target 

Actively considering health care cost growth targets

NJ

Five states have now established statewide health care cost growth 

targets, with many additional states considering similar proposals. 
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The HPC employs four core strategies to realize its vision of better care, 

better health, and lower costs for all people of the Commonwealth. 

RESEARCH AND REPORT
Investigate, analyze, and report                   

trends and insights

WATCHDOG 
Monitor and intervene when       

necessary to assure market                                                          

performance

PARTNER
Engage with individuals, 

groups, and organizations to 

achieve mutual goals

CONVENE
Bring together stakeholder

community to influence their            

actions on a topic or problem
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CENTER FOR HEALTH INFORMATION AND ANALYSIS



Á Overview

Á Total Health Care Expenditures

Á Medicare Trends

Á MassHealth Trends

Á Private Commercial Insurance Trends

Agenda 



Overview

Á Role of CHIAôs Annual Report

Á Acknowledgements

Å Data submitters

Å CHIAôs staff + actuaries

Á Publication package

Å Executive summary + chartbook

Å Datasets + technical documentation

Á New analyses

Å Expanded reporting on Payer Use of Funds

Å MassHealth Patient Experience Survey



For more information, see page 13 of CHIAôs Annual Report

$64.1B

$9,294

4.3%

Total Health 

Care Expenditures, 

2019

THCE

per capita, 2019

Growth rate

per capita, 2019

Total Health Care Expenditures (THCE)



Total Health Care Expenditures
Trends, 2013-2019

THCE growth per capita exceeded the health care cost growth benchmark in 2019. 

For more information, see page 24 of CHIAôs Annual Report



Total Health Care Expenditures
Components, 2019

Expenditures grew across all categories from 2018, except for NCPHI. Commercial expenditures grew the 

fastest among the three main market sectors. 

For more information, see page 13 of CHIAôs Annual Report



Total Health Care Expenditures
Spending by Service Category: Gross of Prescription Drug Rebates, 2018-2019

For more information, see page 19 of CHIAôs Annual Report

From 2018 to 2019, expenditures accelerated across all major service categories, with the highest growth 

in pharmacy spending.  



Total Health Care Expenditures
Spending by Service Category: Net of Prescription Drug Rebates, 2018-2019

For more information, see page 20 of CHIAôs Annual Report

Net of prescription drug rebates, pharmacy spending grew 3.0% from 2018 to 2019. 



$19.2B

5.2%

Expenditures, 2019

Expenditures,

2018-2019

2.5%

Total Health Care Expenditure Components
Medicare

Beneficiaries, 2018-

2019

For more information, see page 15 of CHIAôs Annual Report



Medicare
Spending by Program, 2018-2019

For more information, see page 15 of CHIAôs Annual Report

Expenditures grew faster for Medicare Advantage beneficiaries than traditional Medicare, in part due to 

increasing enrollment.  



$15.7B

2.8%

Expenditures, 2019

Expenditures, 2018-

2019

-2.9%

Total Health Care Expenditure Components
MassHealth

Members,

2018-2019

For more information, see page 16 of CHIAôs Annual Report



MassHealth
Spending by Program, 2018-2019

For more information, see page 16 of CHIAôs Annual Report

Overall MassHealth spending increased 2.8% between 2018 and 2019.



Alternative Payment Methods
APM Adoption by Insurance Category, 2017-2019

For more information, see page 35 of CHIAôs Annual Report

MassHealth APM adoption increased each year from 2017 to 2019, while commercial adoption held steady.



$24.9B

5.7%

Expenditures, 2019

Expenditure,

2018-2019

0.4%

Total Health Care Expenditure Components
Commercial Insurance

Member Months, 

2018-2019

For more information, see page 14 of CHIAôs Annual Report



Commercial Insurance
Spending by Product Type, 2018-2019

For more information, see page 14 of CHIAôs Annual Report

Expenditures increased for all product types other than POS plans.



Commercial Insurance
Benefit Design, 2017-2019

For more information, see page 51 of CHIAôs Annual Report

Enrollment in high deductible health plans continued to grow, while tiered and limited network enrollment 

remained stable.



Commercial Insurance
High Deductible Health Plans by Market Sector, 2017-2019

For more information, see page 52 of CHIAôs Annual Report

HDHP enrollment continued to grow steadily across nearly all market sectors, with the fastest growth 

among jumbo group employers.



Commercial Insurance
Cost-Sharing by Market Sector, 2017-2019

For more information, see page 66 of CHIAôs Annual Report

While average member cost-sharing growth slowed from 2018 to 2019 (+2.8%), this trend was limited to 

larger employer groups.



Commercial Insurance
Fully-Insured Premiums by Market Sector, 2017-2019

For more information, see page 57 of CHIAôs Annual Report

Average premiums increased by 2.2% from 2018 to 2019, slower than in the prior year (+5.7%). 



Commercial Insurance
Payer Use of Premiums by Market Segment, 2017-2019

Note: These payer-paid claims percentages are distinct from federal MLR. For more information, see pages 74-77 of 

CHIAôs Annual Report.

Fully-insured premium retention decreased from 13.4% in 2018 to 12.0% in 2019 as claims costs grew at a 

faster rate than premiums.



Commercial Insurance
Affordability Trends, 2017-2019

For more information, see page 69 of CHIAôs Annual Report

Member cost-sharing and premiums increased at a faster rate than wages and inflation between 2017 

and 2019.
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Report on State Spending Performance
Dr. David Auerbach, Director of Research and Cost Trends, HPC



SECTION I.

Massachusetts Spending 

Trends Through 2019
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Growth in total health care spending accelerated the past two years and 

exceeded the benchmark in 2018 and 2019.

Notes: 2018-2019 spending growth is preliminary.

Source: Massachusetts Center for Health Information and Analysis, Annual reports 2013-2020. 

Massachusetts annual growth in per capita total health care spending relative to the benchmark, 2012-2019
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Since 2010, spending growth in Massachusetts has been 0.6% lower on 

average than the national trend, following a similar pattern.

Massachusetts and national annual per-capita total health care spending growth, 2000-2019 

Notes: U.S. data includes Massachusetts. Massachusetts 2018-2019 spending growth estimate is preliminary.

Sources: Centers for Medicare and Medicaid Services, National Healthcare Expenditure Accounts Personal Health Care Expenditures Data, 2014-2019 and State 

Healthcare Expenditure Accounts, 1999-2014; Center for Health Information and Analysis, Total Health Care Expenditures, 2014-2019
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Commercial medical spending growth remained below the U.S. rate in 

2019, continuing a multi-year trend.

Annual growth in Massachusetts (full-claims only) and national commercial health care spending per member, 2006-2019

Notes: Commercial spending in Massachusetts includes only members for whom ñfull-claimsò data is submitted to CHIA, excluding roughly the one-third of the 

market with carveouts (ñpartial-clamsò) for whom carved-out spending is not submitted to CHIA. Spending growth for these members was higher in 2018 and 2019 

than the full-claims members. When these members are included with actuarial completion (estimates of what their full spending would be), the growth in commercial 

spending per member in 2018 and 2019 would be higher than shown and closer to the US level. U.S. data include Massachusetts. Massachusetts 2018-2019 

spending growth estimate is preliminary.  Commercial spending is net of prescription drug rebates. Net cost of private health insurance is excluded.

Sources: Centers for Medicare and Medicaid Services, National Healthcare Expenditure Accounts Personal Health Care Expenditures, 2014-2019 and State 

Healthcare Expenditure Accounts 2005-2014; Center for Health Information and Analysis, Total Health Care Expenditures, 2014-2019.
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Hospital outpatient and physician spending were key drivers of 

commercial spending growth in 2019.

Notes: Pharmacy spending is net of rebates. Hospital spending includes facility spending only. Professional spending associated with hospital care is included in 

ñPhysician and other professionalsò. Other medical category includes long-term care, dental and home health and community health. Non-claims spending represents 

capitation-based payments.

Sources: Payer reported TME data to CHIA and other public sources; HPC analysis of data from Center for Health Information and Analysis Annual Report, 2020.

Percentage annual growth in spending per capita for commercial members, 2016-2019

Hospital spending accounted for   of spending growth in 2018-2019.
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Medicare spending growth was driven by hospital outpatient and prescription 

drug spending, which both grew at nearly twice the national rate.

Annual percentage growth in spending per Medicare beneficiary, Massachusetts and the U.S., 2018-2019

Notes: U.S. data includes Massachusetts. Growth in spending by service category reflects all Fee-for-Service Medicare beneficiaries. Prescription drug spending 

is calculated per enrollee in Medicare Part D and is not net of rebates. All other categories of spending reflect growth per beneficiary in either Part A or Part B. 

Sources: Centers for Medicare and Medicaid Services, 2019.




