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Logic of Price Transparency

* Reduce costs

— In competitive markets, “shoppers” drive prices
to marginal cost

« Improve predictability © =
— Consumers face less | =
uncertainty

* Reduce unnecessary
utilization




Prices to Whom?
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How do people shop?

Price dispersion is
ubiquitous

Search costs matter

Not all purchasers
need to be informed

Response by sellers

_shopper.com




Services and Bundles

» Hip Replacement:
Episode includes all costs
associated with pre-
operative evaluations,
diagnostic assessments,
imaging, inpatient surgery
and post-op stays,
implants, rehabilitation,
physical therapy, drugs,
treatment for readmission
and other complications
associated or resulting
from the procedure
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Heterogeneity

e Patients differ:

— Predictably — but they
may not know it

— Unpredictably — who
bears residual cost?

Cost of PTCA, 1258
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Quality
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» Price as a marker of |
quality | ge——
 Placebo effect of price
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Potential Hazards

 Provider responses
— Payer negotiations
— Charges
— Selection

* Insurer responses
— Reference prices

* Patient effects

— Quality

Thank you!
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