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Motivation and Background

Managed competition models are common

� Programs where the federal government contracts with commercial insurers to
provide coverage to bene�ciaries

� Medicare Advantage (MA), Medicare Part D, Medicaid, and private health exchanges
established by ACA use various forms of managed competition

Medicare Advantage (MA)

� $315.8 billion program for Medicare bene�ciaries (2020)
� \MA Plans" or \Part C"

Managed competition of MA

� Benchmarks - Maximum per-enrollee subsidies set by CMS
� Bids - Insurers bid, representing their costs, to provide MA plans
� Rebate and subsidy - For bids below the benchmark, portion of di�erence between

bid and benchmark goes to consumers
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Motivation and Background
Research question:
How do higher Medicare Advantage payments a�ect hospital transaction prices?

Should we always expect higher subsidies to lead to higher prices?

Incomplete pass-through e�ect: Providers may extract some of this windfall for
themselves in the form of higher prices
Enrollment e�ect: Changes in enrollment impact bargaining positions
Entry e�ect: Incentivized entry changes bargaining positions

Research strategy

Regression discontinuity design

� Take advantage of the urban 
oor cuto� used in Duggan, Starc and Vabson (2016)
� Phaseout of 
oors from ACA

Outcomes of Interest

� MA Enrollment
� MA Plans, Insurers, Market Concentration (HHI)
� Prices: Price index based on detailed claims data from HCCI 1.0
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Motivation and Background

Nash-Bargaining between providers and insurers (Gowrisankaran, Nevo, Town (2015) [GNT],
Gaynor, Ho, Town (2015) [GHT])

Equilibrium depends on weighted product of provider surplus and insurer surplus.

Increasing MA subsidy impacts both provider and insurer surplus

We focus on three mechanisms

Incomplete Passthrough E�ect:" collected premiums + subsidy! " pro�t per enrollee
(w/ incomplete pass-through)! " insurer surplus

Enrollment E�ect: " enrollment! " expected number of patients! " provider surplus

Entry E�ect: " subsidy! " insurers! # insurer surplus (ambiguous)

Nash Bargaining Details
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Preview of Results

MA Benchmarks (First Stage)
� 2012: � $63 increase in benchmarks across the urban cuto�
� 2016: Reduction to� $8 increase (ACA-phaseout)

MA Enrollment
� 2012: � 15 percentage point increase across the urban cuto�
� 2016: E�ect on penetration rates persists at� 17 percentage point increase

MA Entry/Exit
� More plans and insurers across the urban cuto�
� But similar market concentration (HHI)

MA Medical Prices
� Persistent decreases in OP prices between� 18% and 30% across the urban cuto�.
� No signi�cant di�erences for IP prices in 2012 - 2015, but signi�cant decrease in 2016
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Policy Timeline

Benchmark Details ACA Policy Change Details Post-ACA Benchmark Calculation Table
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FFS Rates, MSA Populations, and County Group De�nitions

FFS Rates & Benchmarks
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2004: There are 2 De�ned Floors, Rural and Urban
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2012: ACA Changes Begin to Muddle Floors
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2016: Rural and Urban Counties Appear to Have Similar Benchmarks
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MA Policies, Benchmarks, and Floors

Summary

MA policy institutes a rural 
oor of$556.66, and a higher urban 
oor of$615.25.

We examine rural and urban counties that were bound below the rural 
oor in 2004
(\Group 1").

In 2012, ACA changes benchmark calculations and begin to phase out 
oors.
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Data

MA Price Index from Buchmueller, Kaye, Mandelkorn, and Miller (2022) [BKMM 2022]
� We use a novel price index based on itemized MA claims from HCCI to measure

relative price di�erences across counties.

Centers for Medicare & Medicaid Services (CMS)
� County-year MA benchmarks, FFS rates per enrollee-month.
� County-year MA enrollees and penetration rates.
� County-month MA plan-level enrollees and service areas.

US Census Bureau
� County-year population estimates.
� Historical MSA delineation �les.

County MA Summary Stats
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First Stage Result: Di�erences in Benchmarks

Without Controls

Est: 2012 - 2012 by Group

BWs: 2012 - 2012 by Group

2012 Group 3 Scatter

2016 Group 3 Scatter
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There is a Continuing Di�erence in MA Penetration Rates

Without Controls
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There is a Continuing Di�erence in MA Enrollment

Without Controls

Buchmueller, Kaye, Mandelkorn, Miller (UMich Ross) Government Payments and Private Prices October 16, 2023 19 / 38



There is a Continuing Di�erence in the Count of MA Plans

Without Controls
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There is a Continuing Di�erence in the Count of MA Plan Parent Orgs

Without Controls
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There is no Di�erence in MA Plan Parent Org HHI

Without Controls
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2012 - 2016 RD Estimates: Benchmarks, Enrollment, and Plans
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Benchmark and Enrollment Results

Benchmarks (First Stage) - phaseout of di�erences
� 2004: � $60 di�erence in benchmarks across the urban cuto�.
� 2012: � $63 di�erence in benchmarks across the urban cuto�
� 2016: Reduction to� $8 (ACA-phaseout)

Enrollment - Approximately double enrollment across cuto�, persists after phaseout
� 2004-2012: Increasing di�erences in penetration rates across cuto�.
� 2012: � 15 percentage point di�erence
� 2016: E�ect on penetration rates persists at� 17 percentage point di�erence

Plan Entry - Small plans enter, but no large changes to market structure.
� Persistent increases in both the number of MA plans available and the number of

parent organizations o�ering MA plans across the urban cuto�.
� No change to MA plan parent organization HHI across the urban cuto�.
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Negative E�ect on Outpatient In-Network Prices

BW: Group 1 OP In

Est: Group 1 OP Out

BW: Group 1 OP Out

Est: All Groups OP In

BW: All Groups OP In

Est: All Groups OP Out

BW: All Groups OP Out
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No E�ect on Inpatient In-Network Prices (but for 2016?)

BW: Group 1 IP In

Est: Group 1 IP Out

BW: Group 1 IP Out

Est: All Groups IP In

BW: All Groups IP In

Est: All Groups IP Out

BW: All Groups IP Out
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Negative E�ect on OP Prices: 2012

2012 OP 2013 OP 2014 OP 2015 OP 2016 OP

2012 ER 2013 ER 2014 ER 2015 ER 2016 ER
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Negative E�ect on OP Prices: 2016

2012 OP 2013 OP 2014 OP 2015 OP 2016 OP

2012 ER 2013 ER 2014 ER 2015 ER 2016 ER
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Null E�ect on IP Prices: 2012

2012 IP 2013 IP 2014 IP 2015 IP 2016 IP

2012 Surg 2013 Surg 2014 Surg 2015 Surg 2016 Surg
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Negative E�ect on IP Prices: 2016

2012 IP 2013 IP 2014 IP 2015 IP 2016 IP

2012 Surg 2013 Surg 2014 Surg 2015 Surg 2016 Surg
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Price E�ect is Larger in Highly Concentrated Counties

OP; Out-of-Network

IP; In-Network

IP; Out-of-Network
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Placebo Test: Simulated -0.3 E�ect
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Placebo Test: 2012 MA Benchmark

Benchmarks 16

Enrollment 12

Enrollment 16

Penetration Rate 12

Penetration Rate 16

MA Plan Count 12

MA Plan Count 16

MA Parent Org Count 12

MA Parent Org Count 16

MA Parent Org HHI 12

MA Parent Org HHI 16
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Placebo Test: 2012 Outpatient In-Network County Price Index

OP In-Network 16

OP Out-of-Network 14

OP Out-of-Network 16

IP In-Network 12

IP In-Network 16

IP Out-of-Network 14

IP Out-of-Network 16
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Treatment E�ect Interpretation

Figure: RD Example With Logs

To get a %� interpretation, we need to
transform ^� . Note that

log(a) � log(b) = c (1)

=) a = ecb

log(�̂ +) � log(�̂ � ) = �̂ (2)

=)
�̂ +
�̂ �

= e�̂

The RD estimate gives us

%� = e�̂ � 1
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Price Index RD Results

Outpatient
� Persistent di�erences in price between� 18% and 30% lower across the cuto�.
� Heterogeneous e�ects across market structure.

Inpatient
� No signi�cant di�erence for 2012 - 2015.
� Signi�cant di�erence for 2016. Why?

Mechanisms (Back of the Envelope) - price results driven by enrollment
� \Pass-through E�ect": Decreasing across years
� \Enrollment E�ect": Relatively constant across years
� \Entry E�ect": No evidence of large changes to market structure
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Conclusion and Next Steps

Conclusions

Short-term subsidies can have long-term impacts on MA enrollment.

Large di�erences in MA enrollment can have large e�ects on MA medical prices.

\Enrollment e�ect" dominates \pass-through e�ect" and \entry e�ect".

Bargaining can have di�erent e�ects on di�erent types of care.

Heterogenous e�ects across market structure underscore bargaining importance.

Extensions and future work

Who bene�ts?

ACA introduced many new non-linearities in benchmarks

Explicitly model bargaining problem
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Appendix
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Nash Bargaining Details

Nash-Bargaining between providers and insurers (GNT, GHT).

Nash-Bargaining objective:

NBm;s
�
pmj j 2 Js

j~pm; s
�

=
� X

j 2 Js

qmj (Nm; ~pm)[pmj � mcmj ]
� bs(m)

| {z }
Provider Surplus

�
Vm(Nm; ~pm) � Vm(Nm n Js; ~pm)

� bm(s)

| {z }
Insurer Surplus

(3)

Impact of subsidy onNBm;s
�
pmj j 2 Js

j~pm; s
�

� Nm increased enrollment
� Vm Di�erent premiums (not in eq)
� mcmj Provider investment decisions (medium-long run)

Nash Bargaining Intuition
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Benchmark Details

Maximum capitated payment to plans per enrollee.

1997: Balanced Budget Act of 1997 established one benchmark 
oor for all counties in
1998.

2000: Bene�ts Improvement and Protection Act of 2000 established urban 
oor for
counties with MSA populations over 250,000 e�ective 2001 and raised rural 
oor.

2003: Medicare Modernization Act raises benchmarks and slightly changes benchmark
calculation process e�ective 2004.

New de�nition of micropolitan and metropolitan statistical areas - some rural counties
reclassi�ed as urban. All previously urban 
oor counties were grandfathered in.

Policy Timeline
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ACA Policy Changes

Pre-ACA Benchmarks.
� 2004: max [
oor, mean county FFS costs, minimum update over prior year's

benchmark, blended rate].
� 2005-2010: max [prior year's benchmark increased by national MA growth rate, per

capita county FFS spending (in rebasing years)].
� Result: MA benchmarks quickly rise, outpace FFS costs.

ACA Changes to MA Benchmarks.
� Intent: Bring MA rates more in line with FFS costs.
� Over a set number of transition years, counties move from pre-ACA rate to a

post-ACA rate: the product of per capita county FFS spending and a county cost
level-based bonus.

� Result: MA benchmarks pull more in line with FFS costs, e�ect of 250k MSA
population threshold on benchmarks fade.

Policy Timeline
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Post-ACA Benchmark Calculation Table; Morgan (2015)

Policy Timeline
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MA Benchmarks, FFS Rates, and County De�nitions

FFS Rates & MSA Pops

Buchmueller, Kaye, Mandelkorn, Miller (UMich Ross) Government Payments and Private Prices October 16, 2023 6 / 76



Data Sources
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Estimation Strategy
Outcomes of interest

� Benchmarks (�rst stage)
� Enrollment
� Insurers
� Inpatient and outpatient prices

Why construct a price index?
� Treatment is set at the county level
� We want to measure county level prices

Price index set up
� Using 235 million OP procedure charges from itemized claims and 7 million IP stays,

we constructed a low variance price index
� Our set up allows us to borrow strength from claims outside of our target counties to

learn about the costs of procedures
� Does not require assumption about representative bundle

Main
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Estimation Strategy: Price Index Estimation

Review of price index from BKMM 2022.

log (pijct ) = � ct + � jt + � xit + � ijct (4)

j denotes procedures for the outpatient index, and DRG code for the inpatient price index

log(pijct ), the log price of claimi for procedurej in county c during yeart

� ct is the county-year �xed e�ect (price index)

� jt is the procedure speci�c parameter.

xit are a set of controls, including log of units.

Parameters of interest

�̂ ct : county-year price index estimate

�̂ � 2
ct : inverse-variance estimate of ^� ct

Main Price Index Versions
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