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reimbursement rate is complicated but transparent.”” However, my preference,
for reasons I have previously outlined, is for a market-based rate.””® As
discussed below, this rate is only a beginning point and requires further
adjustment to arrive at the proper rate to be paid by self-pay patients.

It is not appropriate to have self-pay patients pay rates as low as those paid
by private insurers because private insurers bring value to hospitals that self-
pay patients do not provide.””' Private insurers bring large groups of profitable
patients to the hospital, in essence pre-approving all of these patients in terms
of credit worthiness.”’”” Private insurers offer quick and assured payment, an
increased volume of business, and marketing advantages by making the
hospital known to insured patients.”” Self-pay patients do not provide any of
these benefits.””* As I have discussed elsewhere, I believe that adding 10% to
15% to the AAA amount represents the proper amount for self-pay patients to
pay, based on an analogy to credit card issuers.””> Another commentator, using
different methodology and arriving at a different formula, nonetheless arrives at
a similar amount as representing a fair reimbursement amount for self-pay
patients.”’®

Commentators have reported that hospitals receive anywhere from 10% to
50% of their chargemaster rates from insurance companies.””’ Thus, based on
the formula 1 suggest above, self-pay patients will be responsible to pay
approximately 11% to 57.5% of billed charges based on chargemaster rates.
However, it is important to remember that hospitals have increased their
chargemaster rates at a greater percentage than their reimbursement rates.””®
Thus, it is important to base self-pay reimbursement amounts not on the
chargemaster rates, but on the AAA amount. In addition, due to the high and
increasing levels of concentration in many markets, especially on the supply
side, the lower range of 10%, or in extremely concentrated markets even less,

pay patients at the Medicare reimbursement rate plus 25%).
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over AAA may be appropriate. Eventually, if concentration continues to
increase, there may be no choice but to base rates on Medicare reimbursement
amounts. [ am hopeful that the trend toward concentration can be reversed
before this becomes necessary and that pricing can be based on competitive
market forces. In addition, it is important to recognize that the formula I
suggest does call for self-pay patients to pay a larger amount for their medical
care than private insurers pay. As discussed above, the reason for this is that
self-pay patients do not provide the same benefits to hospitals as private
insurers.

V. CONCLUSION

Chargemaster prices are insanely high, and this results in many negative
consequences, including cruel treatment of self-pay patients and higher overall
U.S. healthcare prices. However, these insanely high prices are a symptom and
not the real problem.””” The problem also is not hospitals or even hospital
administrators; they are responding like any businessperson would to the
market. The symptom of high prices is caused by a lack of competition; a lack
of competitive market forces applicable to both healthcare in general, and
hospitals specifically. Without competitive market forces to impose discipline
on decision making, price setting lacks sufficient market restraint.*** Hospitals
are not the enemy; U.S. hospitals do a great job. Whenever I have required
medical care, there was no hospital in the world I would have rather been in
than a U.S. hospital. Overall, the quality of care provided by U.S. hospitals is
the best in the world.®® T do, however, fault non-profit, charitable, tax-exempt
hospitals for pretending to be charities when they are, and act like, for-profit
businesses.***

The insanely high chargemaster prices set by hospitals result from hospital
administrators making good and rational decisions from their specific
perspectives but that, in the aggregate, create an inflated and bloated overall
hospital system characterized by insanely high chargemaster prices, high and
increasing market concentration, too large and perhaps too highly compensated
administrative staffs, and too much construction and expansion.”® There is too

279. See supra notes 166-99 and accompanying text.
280. See Rosenthal, supra note 3.

281. See supra notes 22-24 and accompanying text.
282. See Nation, supra note 15.

283. See supra notes 25—-107 and accompanying text.

780



[Vol. 43: 745, 2016] Hospital Chargemaster Insanity
PEPPERDINE LAW REVIEW

much of many things and the primary reason for this is that hospitals and the
broader healthcare market that they are part of are unrestrained by proper
competitive forces.”™ A lot has been written about cost shifting by hospitals,
but government insurers and their relatively low reimbursement rates represent
only a small cause of high prices.”® Cost shifting likely accounts for only a
small part of price increases; it is not the main driver. Hospitals raise their
prices because they can and because of unrestricted market power.”® In fact, I
suspect that any market experiencing a failure of competitive forces would head
in the same direction.

Thus, the solution to the problem lies in restoring proper competitive forces
to healthcare overall and hospitals in particular. This Article argues for the
adoption of regulations that take a small, but important, step in the direction of
restoring proper competitive forces. A dog will pull on a leash until taught to
heel; a seller will raise prices higher and higher until brought to heel by market
forces. It is time we empower the market by providing self-pay patients with
the information and protection they need to ensure competition between
hospitals and fair prices, which will allow market forces to bring the healers’
price setting to heel.
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