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Price Transparency

The Issue

It is next to impossible for a patient to walk into a physician’s
office or hospital and see a list of prices for the services they offer.
Yet, according to a national survey from May 2020, nearly 9 out
of 10 people believe all prices in healthcare should be disclosed.
The responses also showed that patients would feel more com-
fortable getting the care they may need if they knew the prices in
advance. Knowing the negotiated rates can mean a difference of
hundreds, if not thousands, of dollars that could remain in
Americans’ pockets.

Lack of price transparency has contributed to rising health-
care costs in the United States and making health insurance
almost worthless, especially when consumers are enrolled in
high-deductible plans. Most Americans have health insurance, but
it offers limited financial protection. According to a 2019 Kaiser
Family Foundation survey, the average family with employer-
sponsored coverage pays premiums of more than $20,000 and
families enrolled in high-deductible plans through their employers
have a deductible of about $4,800.

Many skeptics of price transparency argue that price transpar-
ency tools have relatively low utilization and that most consumers
have little incentive to seek out low-cost providers and services.
However, consumers who do shop can save a great deal of money.

Price transparency can also help American employers—
collectively the largest purchasers of healthcare—establish
improved payment structures for their employees. For example,
under a reference price model, the employer or insurer agrees
to pay a set amount per procedure. Reference pricing creates a
transparent price and provides patients with an incentive to shop
as they bear the cost above the reference price. In one study, econ-
omists found that a reform by Safeway that linked price transpar-
ency with reference pricing led employees to save 27% on labora-
tory tests and 13% on imaging tests.

Importantly, increasing transparency could benefit consum-
ers in many ways. Price transparency will lead to better informed
consumers and patients. As people become more knowledgeable
shoppers, higher-price facilities will begin to lower prices to avoid
losing customers. This happened in California last decade when
the state adopted a reference pricing model for state employees.
The result: a 9 to 14 percentage point increase in the use of low-
price facilities and a 17 to 21% reduction in prices.

Employers can also use increased price transparency to hold
accountable the middlemen—insurers and third-party adminis-
trators (TPAs)—whom they have hired to negotiate with providers
on their behalf. Commercial rates are often far above hospitals’
marginal costs for providing services. According to economist
Larry Van Horn, cash prices average nearly 40% below negotiated
insurance rates.
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It is increasingly clear that insurers lack the same incentives
as employers and consumers to obtain the lowest possible cost for
quality care. Insurers and TPAs often receive payments that are a
function of total spending, which creates an incentive for them to
prefer higher spending.

With transparency, employers can monitor the effectiveness of
insurers by comparing different payment rates for providers across
insurers and across regions. Transparent prices will help employ-
ers eliminate counterproductive middlemen and contract with
other entities to develop new benefit designs that will incentivize
employees to utilize lower-cost providers, including those outside
of their local region.

A step in the right direction for the state of Texas would
be to require any third-party administrator of state employees’
health plans to provide all claims data to the state. As an employer,
the state of Texas has a vested interest in understanding what
value they are receiving for the health coverage they provide to
employees.

While price transparency efforts are not sufficient by them-
selves to reform Americas healthcare system, it is a first step to
help all parties involved rein in healthcare costs.

The Facts

o 9outof 10 people believe all prices in healthcare should be
disclosed, despite prices rarely ever being disclosed before
services occur.

o In one study, economists found that a reform by Safeway that
linked price transparency with reference pricing led employ-
ees to save 27% on laboratory tests and 13% on imaging tests.

o When California adopted a reference pricing model for state
employees, the result was a 9 to 14 percentage point increase
in the use of low-price facilities and a 17 to 21% reduction in
prices.

Recommendation

Texas should require third-party administrators of state employees’
health plans to provide all medical and pharmaceutical claims to
the state.
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