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Dissertation Abstract
This dissertation examines the impact and the efficiency of recent payment policies in the US
health care system. The first paper studies the optimal reimbursement and insurance structure
that Medicare should implement for outpatient care providers. The second paper investigates the
heterogeneous impacts of reference pricing for outpatient procedures on patient demand and care
providers’ pricing strategies.
Public Price Setting with Insurance: The case of Medicare reimbursement and coinsurance
policies for the outpatient care market. [Job Market Paper]
Governments in the US and in many other countries set reimbursement rates for health care
services covered by public insurance. In this paper, I study how reimbursement rates for health
providers should be set in the presence of the insurance. I do so in the context of Medicare sets
reimbursement rates for outpatient procedures at hospital outpatient departments (HOPDs) and
ambulatory surgery centers (ASCs), and coinsurance rates that determine patients’ cost-sharing
when they receive care at these settings. The Medicare outpatient care market is especially
relevant because of the growth in both volume of and spending on outpatient procedures covered
by Medicare, as well as the controversial large Medicare payment differentials to HOPDs and
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ASCs. I examine how reimbursement and welfare would change if these payment differentials
were closed, or if Medicare optimally set reimbursement rates and copays.
Using financial data and cost reports of HOPDs and ASCs in Pennsylvania, I estimate cost
functions and find that the marginal costs of HOPDs are almost double those at ASCs. In both
cases, marginal costs are significantly below current Medicare reimbursement rates. Using the
Medicare outpatient claim datasets, I also estimate a nested logit model of patient demand for
outpatient facilities. The results suggest that ASCs offer significantly higher net value than
HOPDs for the standard procedures, and similar net value for the more complex procedures.
I develop a theoretical model to characterize the optimal reimbursement rates and coinsurance
rates that maximize consumer surplus subject to Medicare’s budget constraint and providers’
participation constraints. I show that reimbursement rates should be set at the providers' marginal
costs and coinsurance rates should be higher for HOPDs than ASCs. However, when the
coinsurance rates are constrained to be the same for HOPDs and ASCs, the reimbursement rates
should instead be above marginal costs.
Empirically, I show that Medicare’s “site-neutral” payment policy, which decreases the HOPDs’
reimbursement rate to ASC’s rate, steers patients away from high net value ASCs. Consequently,
it reduces the social surplus. I also show that if coinsurance rates are constrained to be 20% for
all procedures at all providers, Medicare should make the HOPDs - ASCs payment differential
even larger than the existing payment schemes to incentivize better sorting into ASCs. In doing
so, Medicare can increase social surplus by 3% to 6%. In contrast, if Medicare can set
coinsurance rates flexibly, Medicare should optimally decrease reimbursement rates to the
providers’ marginal cost levels, increase HOPDs coinsurance rate and lower ASCs coinsurance
rate. Moving from current practice to the proposed optimal policy would increase the social
surplus by 3% to 6% while simultaneously reducing Medicare spending by 15% to 20%.
Payment policies and market structure: Evidence from CalPERS’ reference pricing
program.
This paper examines the impact of Reference Pricing (RP) on patients’ demand for outpatient
care providers and on care providers’ pricing strategies. The RP program is a payment initiative
by the California Public Employees’ Retirement System that increases patients’ cost-sharing
when they receive care from high-cost providers. Applying difference-in-differences and
synthetic control analyses to medical claim data, I find that the program led to a 30% increase in
the demand for low-cost ambulatory surgery centers (ASCs) among patients who need
procedures. The program also led to a 10% increase in the demand for low-cost ASCs among
patients who need procedures in the same procedure group as the RP procedures but not covered
by RP. On the supply side, the price responses to the program vary across facility types and
market structures. Most of the price reductions come from high-priced hospitals. The price
reduction at high priced providers in the northern, more consolidated markets is larger than in the
southern, less consolidated markets.

