
Health Care Cost 
Transparency Board meeting

June 3, 2025



Tab 1 





Tab 2 

















Tab 3 



mailto:dfteeter@comcast.net
mailto:HCAHCCTBoard@hca.wa.gov
mailto:dfteeter@comcast.net


mailto:bondhuberman@gmail.com
mailto:HCAHCCTBoard@hca.wa.gov




























https://app.leg.wa.gov/billsummary/?BillNumber=2081&Year=2025&Initiative=false


https://www.ama-assn.org/press-center/ama-press-releases/more-physicians-move-practices-owned-hospitals-private-equity
https://www.ama-assn.org/press-center/ama-press-releases/more-physicians-move-practices-owned-hospitals-private-equity




Tab 4 













https://app.leg.wa.gov/BillSummary/?BillNumber=5083&Year=2025&Initiative=false


https://app.leg.wa.gov/BillSummary/?BillNumber=1382&Year=2025&Initiative=false




https://app.leg.wa.gov/BillSummary/?BillNumber=5804&Year=2025&Initiative=false


https://app.leg.wa.gov/billsummary?BillNumber=1686&Year=2025


https://app.leg.wa.gov/BillSummary/?BillNumber=5493&Year=2025&Initiative=false


https://app.leg.wa.gov/billsummary?BillNumber=5579&Year=2025&Initiative=False


https://app.leg.wa.gov/BillSummary/?BillNumber=5568&Year=2025&Initiative=false


https://app.leg.wa.gov/BillSummary/?BillNumber=1881&Year=2025&Initiative=false
https://app.leg.wa.gov/BillSummary/?BillNumber=5387&Chamber=Senate&Year=2025
https://app.leg.wa.gov/BillSummary/?BillNumber=5395&Year=2025&Initiative=false
https://app.leg.wa.gov/BillSummary/?BillNumber=1589&Chamber=House&Year=2025


mailto:evan.klein@hca.wa.gov
mailto:shawn.oneill@hca.wa.gov


Tab 5 



























13

And there is a clear relationship that rural counties rely more on 
inpatient care and maybe a little more ED care

Few inpatient admissions, 
urban

Many inpatient admissions, 
rural

Few ED visits, 
urban

Many ED visits, 
rural
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There is a clear relationship that lower income counties rely more on 
inpatient care and ED care

Few inpatient 
admissions, high 

income

Many inpatient admissions, 
low income

Few ED visits, 
high income

Many ED visits, 
low income
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And there is a weak relationship that counties with fewer doctors rely 
more on inpatient care and ED care

Few inpatient admissions, 
more MDs

Many inpatient admissions, 
fewer MDs

Few ED visits, 
more MDs

Many ED visits, 
fewer MDs
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Health condition specific analyses
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Picking health conditions to focus on:

1. Focus on health conditions where 
inpatient admissions are potentially 
avoidable

2. Have input data

3. Focus on health conditions that are 
significant drivers of health care 
spending in Washington

+

+

External inputs:
• CMS Potentially Avoidable 

Hospitalizations (PAH)
• AHRQ Ambulatory Care 

Sensitive Conditions 
(ACSC)

• Behavioral health 
conditions
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Health 
condition

WA total 
spending in 
2022

WA total IP 
spending in 
2022

WA total ED 
spending in 
2022

Type 2 diabetes $3,000M $250M $66M
Chronic 
obstructive 
pulmonary 
disease (COPD)

$600M $150M $28M

Asthma $510M $50M $21M

Alcohol use 
disorders

$470M $220M $17M

Opioid use 
disorders

$400M $62M $4.1M

Collectively these conditions account for 8.3% of total 
spending, and 5.6% of IP and 8% of ED spending on health 
care in WA in 2022.

Picking health conditions to focus on

External inputs:
• CMS Potentially Avoidable 

Hospitalizations (PAH)
• AHRQ Ambulatory Care 

Sensitive Conditions 
(ACSC)

• Behavioral health 
conditions

Table 1. 
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Even when adjusting for disease prevalence, counties that use more ambulatory 
services also use more inpatient services
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Potentially preventable inpatient admissions per case (2019), age-standardized
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Counties with high population density have fewer potentially preventable inpatient 
admissions per case (2019), age-standardized

 More urban, less urban 
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Counties with high doctor availability have fewer potentially preventable inpatient 
admissions per case (2019), age-standardized

 More MDs, fewer MDs 
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And there is a clear relationship between income and ambulatory utilization

 More income, less income 
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Take-aways

1. We don’t see that more outpatient visits are 
associated with fewer hospitalizations

2. For conditions that are ambulatory care sensitive:
a) more inpatient admissions in rural counties, and
b) more outpatient visits in wealthy counties







Cost Board vote

Motion:

Accept the ASI 2025 analytic findings for inclusion in the 2025 Legislative Report 
and recommend continued evaluation of policies to address hospital expenditures.
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Review of strategies to address 
hospital spending



Strategies to control cost growth

Tied to cost growth 
benchmark values

1. Publish data on hospital prices and price 
growth, and “name names”

2. Create a complementary hospital price 
growth benchmark

3. Tie the terms of hospital CON and CMIR 
approvals to the cost growth benchmark 

value

Independent of 
benchmark values

4. Take direct action on specific hospital pricing 
policy issues, e.g., facility fees, OON fees

5. Establish a hospital price growth cap

6. Set a hospital price cap (aka “reference-
based pricing”)

Current policy actions 
targeting cost growth

7. Prospectively review and approve hospital 
revenue and/or price growth

OON = Out of Network

8. Establish hospital global budgets

PEBB/SEBB Reference Based Pricing
ESSB 5083

State Health Plan
SB 5568

Hospital Price Transparency
SSB 5493

Provider Registry
ESSB 1686

Primary Care Expenditure Reporting by Carriers 
SB 5084

https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Flawfilesext.leg.wa.gov%2Fbiennium%2F2025-26%2FPdf%2FBills%2FSenate%2520Passed%2520Legislature%2F5083-S2.PL.pdf%3Fq%3D20250430120541&data=05%7C02%7Cjennifer.scott%40hca.wa.gov%7C00c925b43d24453d8fd508dd9ebde878%7C11d0e217264e400a8ba057dcc127d72d%7C0%7C0%7C638841260666165739%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=GNAofzRkq0opJsPN44wG3Me%2FJtxmsG9TqcUzVj%2BdnIA%3D&reserved=0
https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Flawfilesext.leg.wa.gov%2Fbiennium%2F2025-26%2FPdf%2FBills%2FSenate%2520Passed%2520Legislature%2F5568-S.PL.pdf%3Fq%3D20250428140751&data=05%7C02%7Cjennifer.scott%40hca.wa.gov%7C00c925b43d24453d8fd508dd9ebde878%7C11d0e217264e400a8ba057dcc127d72d%7C0%7C0%7C638841260666186889%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=%2BOgwNI%2FrEAe%2BnGc6tI1UvbXopx3WNg90Gbsgmxp7xts%3D&reserved=0
https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Flawfilesext.leg.wa.gov%2Fbiennium%2F2025-26%2FPdf%2FBills%2FSenate%2520Passed%2520Legislature%2F5493-S.PL.pdf%3Fq%3D20250428170319&data=05%7C02%7Cjennifer.scott%40hca.wa.gov%7C00c925b43d24453d8fd508dd9ebde878%7C11d0e217264e400a8ba057dcc127d72d%7C0%7C0%7C638841260666215983%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=Ca9Goz6lo%2FInDViYDPv7psq%2FfjNapZNuE4Q%2FqYW9tGc%3D&reserved=0
https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Flawfilesext.leg.wa.gov%2Fbiennium%2F2025-26%2FPdf%2FBills%2FSession%2520Laws%2FHouse%2F1686-S2.SL.pdf%3Fq%3D20250430120216&data=05%7C02%7Cjennifer.scott%40hca.wa.gov%7C00c925b43d24453d8fd508dd9ebde878%7C11d0e217264e400a8ba057dcc127d72d%7C0%7C0%7C638841260666229134%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=3LIxqzJds4ri0bdrIiGl2FxWbu%2FsxeGj3RiblHZG0JU%3D&reserved=0
https://gcc02.safelinks.protection.outlook.com/?url=https%3A%2F%2Flawfilesext.leg.wa.gov%2Fbiennium%2F2025-26%2FPdf%2FBills%2FSession%2520Laws%2FSenate%2F5084.SL.pdf%3Fq%3D20250428165932&data=05%7C02%7Cjennifer.scott%40hca.wa.gov%7C00c925b43d24453d8fd508dd9ebde878%7C11d0e217264e400a8ba057dcc127d72d%7C0%7C0%7C638841260666202328%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=CQZtBGuLYevfsD0Xwg%2F3w3hvvkt0kdBBr5CGMT%2B3Dtc%3D&reserved=0


Overview of an All-Payer Hospital 
Global Budget Payment Model 

Robert  Murray, FTAC Member, Former Executive Director of the Maryland All-Payer 
Hospital Rate Setting System
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Agenda
• My Background

• Key Policy Goals and Current Healthcare Problems States Need to Address

• Description and General Characteristics of a Hospital Global Budget Rate Setting model

• Simplified Example of a Hospital Global Budget (HGB)

• Past Hospital Global Budget Model Applications

• Policy Objectives and Key Incentives of HGB Payment Model

• Advantages and Disadvantages of Hospital Global Budgets

• Modifications to address Model Weaknesses 

• Governance and Oversight Considerations

• Conclusions, Q&A, Discussion and Potential Next Steps
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My Background
• BA and MA in Economics and MBA from Stanford University

• Management Consultant for Amherst Associates, Ernst and Young

• Longest Serving Executive Director, Maryland Health Services Cost Review 
Commission (HSCRC) 1994-2011

• During my time with HSCRC implemented several new payment initiatives:

• A P4P quality-based incentive system to improve hospital quality of care

•  A new and more equitable method for funding Hospital Uncompensated Care (UC Pools)

• The Implementation of a Hospital Global Budget (HGB) model for 10 more isolated rural hospitals

• Since leaving the HSCRC – served as a Consultant to the World Bank and various 
States (Vermont, Oregon, Rhode Island, Massachusetts) on Payment Reform and 
published a number of articles on Regulated Payment Models for states

5



Key State Policy Goals in the Health Care Sector
• Maryland and other states in the 1970s, 1980s and 1990s implemented hospital rate setting 

systems in an attempt to accomplish the following key policy goals:
• Constrain hospital Price and Spending growth and make health more affordable (i.e., ”Cost 

Control”)

• Improve the Equity of the hospital payment system – both in terms of prices and allocation 
of resources

• Improve the Access to Care within the State

• Improve the Accountability of hospitals and payers for improving the “Value”  of care 
provided 

• Improve the Financial Stability and Predictability of the system for hospitals to meet the 
above policy goals

• These are key Policy Goals that all Developed Countries around the World attempt to 
achieve as they structure their Health Care Policy and Regulatory Systems

These were “Mantras” of the Maryland Hospital Rate System and Guided all Policy-making



Key State Policy Goals in the Health Care Sector

Excessive 
Price/Spending 

Growth

Excessive Healthcare Price and Spending Growth is at the Center of State Health Policy Issues & Goals

#1 Issue: Affordability 
Insurance becoming 
Unaffordable for 
Commercially Insured 
Patients  (Many Related 
Policy Issues – state 
budget & Tax polices, etc.)

#2 Issue: Equity: 
Varying levels of Market 
Power across providers 
results in HUGE variations 
in payment levels across 
providers – which has 
Equity and Access 
Implications

#3 Issue: Access to Care:
Excessive Cost primary barrier to Access to 
Care (unaffordable Insurance costs) but 
future cuts to state programs will create a 
crisis in Access across  populations (Medicaid)

#4 Issue: Accountability
Absence of State 
Oversight of Hospitals 
results in excess prices, 
spending, operating 
expenses, high levels of  
inefficiency & inadequate 
Community Benefits

#5 Issue: Stability and 
Financial Viability
Inequitable payments, 
FFS Payment, cuts in 
Medicaid and inability to 
pay for Uncompensated 
Care Undermine Hospital 
Financial Stability & 
Access



Key Policy Problems, Framed by State Policy Goals
• Hospital care is the largest category of healthcare spending and has been growing the fastest 

• Unlike other Developed Countries, the US doesn’t regulate hospital prices/spending in the  
Commercial Insurance Market

• In the US, this is left to the “Market” to control

• However, the Health Care Market exhibits several devastating “Market Failures” which undermine the 
ability of States to achieve their policy goals

• Since the mid-1990s, hospitals (and other providers) have engaged in at least 2 rounds of 
mergers & acquisitions

• This consolidation increased Market Power vs. Insurers and which dramatically increased the 
payments hospitals get from insurers, from 113% of Medicare in 1997, to 170% in 2018 to over 
250% in 2022 (1)

• Hospital (and other provider) concentration continues unabated by Commercial Insurers, 
Antitrust or other Policy Approaches

(1) Although Medicare payment levels are thought by providers to be inadequate, Medicare payment levels are believed 
to be adequate for ”efficient” providers and are far in excess of hospital payment levels internationally (>2x higher)

#1 Market failure in US: Uncompetitive Hospital markets



Extremely High Hospital Prices in the US and in Washington

9
Source RAND Employer Survey 5.1

Washington state Commercial Hospital Prices
IP: 250.9% of Medicare prices
OP: 248.8% of Medicare prices
Overall: 250.4% of Medicare prices 

US Commercial Hospital Prices
IP: 254% of Medicare prices
OP: 279% of Medicare prices

Other Findings: in 2022, MA, RI, MS, MI and AR
Had prices less than 200% of Medicare, while 
CA, FL, GA, NY, SC, DE, WV and WI had prices 
in excess of 300% of Medicare 

250.4% of what Medicare pays

But Medicare Payments are not too low –
They are about 2x payment levels to hospitals
In other developed countries & set to be 
adequate for Efficient Hospitals



Key Policy Problems, Framed by State Policy Goals - Continued
• Variations in “Market Power” has also created HUGE Pricing Inequities across Hospitals and 

Geographies which creates inequities in financing and access to care issues

• High costs, along with public cuts (Medicaid) contribute to eroding Access to Care

• Due an absence of Oversight – hospitals are not accountable for cost, quality or access to care or 
community benefits they provide

• Some large Hospital Systems and “must-have” hospitals are highly profitable with huge “financial 
reserves” while smaller hospitals in rural and underserved urban areas are on the verge of closure

• Fee-for-Service (FFS) payment exacerbates many of the above-mentioned policy problems and 
contributes to the provision of unnecessary and low-value care (LVC)

A hospital rate Regulatory System can address these problems and achieve stated policy goals

The use of caps on Hospital Prices, is (as contemplated in SB 5083) is a good place to Start 

If can be demonstrated, this approach saves the state money but does not undermine hospital financial 
viability, the State should consider a more comprehensive Spending Control Model

A broader regulatory structure (Flexible Hospital Global Budgets) governed by a Public-Utility style 
Commission – can create the regulatory infrastructure to avoid regulatory issues  but be structured to 1) 

Control Costs; 2) improve Equity; 3) Expand Access; 4) Improve Accountability & 5) Improve Financial 
Viability and Achieve other Goals 



Global Budget Applications in the Past
• Used widely in Canada and Europe – different iterations

• France and Germany initially implemented Fixed Global Budgets but found these models 
too restrictive and moved to a more “Flexible” Budgeting model

• Maryland’s original payment system employed a system of “Flexible” Hospital Global 
Budgets 1976-92

• Rochester and Finger Lakes Area hospitals (New York 1980s)

• Maryland 2009 (10 rural hospitals) and 2014-present (CMM), Vermont All-Payer ACO 
model & Pennsylvania Rural Health Model (CMMI) implemented Fixed Global budgets

• CMS/CMMI AHEAD Demonstration (2024-2033)
• Currently, Maryland, Vermont, Hawaii, Connecticut, Rhode Island and several “down 

state” counties in New York have been approved to participate

11



Hospital Global Budgets General Characteristics – A Regulatory Model
• Establishment of a fixed or semi-variable budget covering all hospital and potentially other services

• Initial budgets are based on hospital historical revenues in a recent Year

• HGBs established and enforced by a regulatory authority based on a Public Utility regulatory model 

• The State has Legal Authority to control the growth of budgets to meet state affordability goals

• Best if HBG model applicable to all payers and all or most hospitals in a state
• Medicare & Medicaid participation requires negotiation of Medicare Waiver with CMMI 
• Commercial/Self Funded payer participation must be mandated by state law

• HGBs generally cover all acute inpatient and outpatient hospital services, but may also include some 
physician services, post-acute and home health services

• HGBs are a more comprehensive cost containment model but still a “Lower Intensity” model: 
Regulating aggregate budgets - less complex than regulating individual service prices

• There are different HGB approaches: fixed budgets or semi-variable (“Flexible” Global Budgets) 
12

< Eases Transition to HGBs



Simplified Example of a “Fixed” Hospital Global Budget
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• Washington County Hospital
• Community hospital in a rural part of the State
• Separated by distance and mountain ranges
• Serves 148,000 population in Washington County
• Limited “in-migration” from other parts of the State
• Budget in Prior year = $250,000,000

This illustrates what is referred to as a 
“Fixed” Global Budget structure. Maryland
and Rochester New York, implemented 
a more Flexible Global Budget model
allowing additional payment for the 
Marginal Costs associated with new Volume

HGBs provide strong 
incentives for hospitals to 
control operating costs and 
unnecessary volume 
increases

Estimated Estimated Performance
Cost Inflation Demographic Year

Trend Changes Budget

Adjustments: 2.50% 1.50%

Base Year Rev. $ 250 Million                X 1.025           X 1.015       = $260 Million

Base Year Costs $ 250 million Performance Year Cost $255 Million
Costs Reduced by Elimination
of Unnecessary Admissions/

Profit $ 0 million Readmissions $5 Million

% Margin 0.00% 1.92%

If the hospital can control 
its cost growth and reduce
unnecessary utilization, it
can improve its profitability

Updating the HGB from a Base Year
To future Performance Years

Base year Revenue

Under a Global Budget, hospital has
Incentives to reduce operating costs 
and eliminate unnecessary care

Note: the Mechanics of “Flexible Hospital Global Budgets” Works a bit differently and is less severe



Hospital Global Budgets can Achieve the Following Policy Goals: 
• Constrain both price and total hospital spending (both price & volume) growth

• Remove or reduce FFS incentives hospitals currently face that promote increased and unnecessary 
volume of care

• Reducing the incentive to provide unneeded care will reduce the need for pre-authorization/denial of care

• Encourage investments in initiatives by using savings generated by reducing unnecessary use/cost 
and redeploying them to invest in/improve Population Health

• Provide financial predictability & stability for hospitals, (especially small/rural facilities)
• Facilitate transition of small/rural hospitals to reduced service capacity 

• Improve overall payment equity (reduce high prices and raise low prices)

• Support other Value Based Care initiatives such as ACOs 

• Be modified to include Quality Incentive programs, funding of Uncompensated Care & Graduate 
Medical Education 

• Implement other Complementary programs (Help address Staffing Shortages)

• Be the basis of a future and broader Population-Based payment system14



Weaknesses of Global Budgets include:
• Inequities and conflicting financial incentives if some payer categories and hospitals are not 

participating in the Global Budget Model

• Fixed budgets may also have too strong a set of incentives to reduce service provision: e.g., to shed 
patients/services or stint on care 

• Resulting in increased wait times for elective and ED care (experience in Europe and Maryland)
• And shifts of care from acute hospitals to non-hospital and “unregulated” ASCs, imaging etc.

• Shifting of services away from the hospital may result in “double payment” for care (once under the 
HGB and once when care shifts) 

• Fixed budgets are less responsive to shifts in volume (payer induced or other shifts) or service 
augmentation needs by communities/AMCs

• Fixed budgets also present a hospital with significant financial risk which may result in insolvencies 
for smaller hospitals

• As with all rate models, subject to “regulatory failure” particularly if model is too complex and 
“regulatory capture” by powerful provider interests

15



Absolute Requirements of a Regulated HGB Model
• HGB Model requires broad participation by hospitals and payer categories 

• Must be overseen and operated by a State Regulatory Agency (enforcing participation & 
budget compliance)

• Compliance with established Budgets/Performance targets should be mandated by state 
law and regulation with significant fining authority for “non-compliance”

• Regulatory Commission should have broad powers of data collection and the legal authority 
to initially establish and annually update hospital rates/budgets

• Regulatory Commission should be governed by a board (volunteers appointed by the 
Governor) and staffed by a highly trained and sufficiently paid professional staff

• A Public Utility model of rate oversight and regulation has been effective in the past and can 
help avoid key pitfalls of “regulatory failure” and “regulatory capture”

16

Past and current “voluntary” payment models have not been effective 



Key Objective of HGBs: Meet State Affordability Goals
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Maryland’s Historical hospital
Expenditure Trend =5.97% per capita

Hard Expenditure All Payer
Ceiling = 3.58% per capita

Compounded 
Savings over 

time

HGB models can help reduce the use of marginal/unnecessary services, improve hospital pricing equity, promote 
improved quality of care, improve hospital financial stability and equitably fund hospital uncompensated care

MD Hospitals Maintained or increased their
profit margins by focusing on reducing unnecessary
care and reducing their operating costs
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Rochester Program 1980-87

Hall and Griner et al. Health Affairs 1993
Greatly contributing to a 
stabilization of commercial 
insurance premiums in the region

First 5 years – expenditures rose 
46%  vs. 52% in New York (under a 
very tight state rate setting system) 
and 68% nationally  - 
outperforming the U.S. by 4.0% per 
year compounded

Global Budget Experience from Rochester NY

Model also successfully emphasized the 
integration of facility/regional health 
services planning and integration of 
CON and rate setting functions



Results of Rochester/Finger Lakes Systems

19
System also experienced larger 
drops in use rates than other 
nearby areas (NY and NE)

Block JAMA 1987Profitability and cash flow of Rochester 
hospitals was significantly better than 
other New York hospitals 1980-84

Global Budget Experience from Rochester NY



Weaknesses of FFS Payment
• Fee-for-Service (FFS) payment systems have an unfortunate weakness – they provide incentives for 

hospitals to produce unnecessary services

• This is because under FFS payment, hospitals are paid 100 cents on the dollar for each new service 

• However, hospitals have both Fixed and Variable Costs
• Fixed costs are covered in their base payments and are funded as long as volumes remain steady or increase

• Variable costs vary by service, but are generally 50-60% of average costs

• The excess of marginal (variable) revenue (100 cents on the $) earned by new hospitals for each 
new service they provide in EXCESS of their marginal costs to produce this new service (50 cents 
on the $), adds to hospitals’ profit margins

• It is this excess of Marginal Revenue earned over Marginal Cost of Production – that induces Hositals to 
generate large amounts of unnecessary and low-value services

• Thus, under FFS payment hospital, are over-rewarded for providing/promoting the use of more services 
– resulting in substantial over provision of care

• Hospital Global budgets can correct this distortion

Excess/ unnecessary care = $600-900bill./year in the USA



HGBs – Two Versions: 1) Fixed Budgets
• First pioneered in Europe and Canada & used currently in Maryland

• Hospital receive a set, pre-determined amount of revenue regardless of patient volume

• Very strong incentives to manage care, restrict volumes and shift services out of hospital

• Budgets adjusted for patient demographic changes and annual approved inflation update

• Fixed budgets protected Maryland hospitals from revenue drops during the Pandemic

• However, evidence from Europe and Canada shows that Fixed Budgets also increased wait times 
for elective services and emergency room treatments

• Under Fixed Budgets, Maryland met its waiver tests but saw significant shifting of services to non-
hospital providers

• Academic Medical Centers complained about the rigidity of Fixed Budgets which constrained their 
ability to fund new drugs and technology 

21

< Causing double payment



HGBs – Two Versions: 2) Flexible Budgets
• Flexible budget concept based on Rochester and Finger Lake Hospital Demos in 1980s and early Maryland 

rate setting system 1976-1992 

• Flexible budgets are a “middle ground” approach – less severe than 100% fixed budgets but still corrects 
the flawed incentives of FFS payment that encourages over-use

• Flexible budgets provide additional revenue for hospitals as volumes increase – to cover their 
marginal or variable costs of production

• Flexible budgets also provide hospitals with funding to cover fixed costs if volume decline

• Areas where implemented – (Rochester and Early Maryland system) performed well on both cost per case 
and cost per capita growth 

• Flexible Budgets also allowed for adequate funding for new technology and provided sufficient increases in 
global budgets for increased service use

• Flexible Budgets didn’t encourage shifts of services to non-hospital providers or care 

• Also believe that Flexible Budgets are more ”pro-competitive” – allowing hospitals to compete more on the 
basis of service delivery and quality - to attract patients 22



Fixed Global Budget

• Hospitals do not receive 
additional revenue for 
volume growth

Flexible Global Budget
• Hospital receives revenue for 

volume growth, but only for 
variable cost of new volumes

23

Incentives Under Different “Bases of Payment”

FFS Payment 
 Hospital is paid 100 cents on 

the dollar for each new service, 
even though cost to produce 
the service (i.e., variable costs) 
are 50-60 cents 

 Excess of marginal revenue 
earned under FFS over hospital 
marginal cost results in 
increased profits with volume 
increases (and vice versa)

 Provides a predictable 
revenue source, and strong 
incentives to reduces LVC

 May encourage hospitals 
to shift care to non-
hospital providers – 
resulting in ”double 
payment” 

 May encourage stinting of 
care as hospital earns 
substantial rewards if 
volumes decline

FFS Incentives are the primary 
driver of excess low value & 
unnecessary care – leading to need 
for pre-authorization and denials 
policies of Commercial Payers & MA

Payments: 100% Variable 0% Fixed Payments: 0%Variable 100% FixedMiddle Ground

• But reduces incentive to 
decrease volume to increase 
profits (Care Stinting) and 
eliminates current FFS 
incentives to “chase 
volumes” or provide 
unnecessary care or Low 
Value Care



Flexible Global Budgets
Flexible Global Budgets is a “Middle Ground” Policy intervention that:

1) Corrects the flawed incentives of FFS payment which induces hospitals to provide a lot of 
unnecessary and low-value care

2) Thus, provides incentives to reduce unnecessary or Low Value Care 

3) Provides incentives for hospitals to focus on improving their operating efficiency and 
lowering their input costs

4) Does not incentivize hospitals to stint on care or look to shift care out of the hospital to 
non-hospital providers (which results in double payment)

5) Budgets can still be regulated (updated by rate agency) year over year to achieve the cost-
containment goal of the state over time

6) Can be augmented by the addition of other programs such as a financing system for 
Uncompensated care, a quality improvement system, a capital improvement policy, 
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Note: if they do reduce unnecessary care – they generate surpluses (profits) under their Global budgets

Note: if they do reduce unnecessary care – they generate surpluses (profits) under their Global budgets



Key Steps in Global Budget Model Development

• Develop the Rate Base for hospitals 

• Define the Services and Populations subject to the Global Budget

• Determine Adjustments to the Rate Base

• Choose between a Fixed HGB model and a “Flexible” HGB using a Volume Adjustment

• Determine how hospitals are paid for the services they deliver

• Develop a Formula-based “prospective” method of Updating Budgets annually 
• As shown, Update must account for Hospital Input Cost inflation and Service Area Demographic 

changes
• States may  wish to “Tier” their annual budget updates to improve pricing & budget equity (i.e., 

limit high priced hospitals’ updates and enhance low priced hospitals’ updates)

• Regulatory Agency/Commission must exercise its legal authority to mandate compliance with 
approved Global Budget and approved annual updates to Global Budgets
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Best to use actual Historical Volumes/Revenues to set Base Year Budgets

Ability to add funding for hospital Uncompensated Care  & “Seed”
Funding to promote better care management and primary care

Two basic Options – but advocate simplicity 

This is a government mandated, and state regulated model – not a voluntary model



Modeling of a Flexible HGB Model for Washington – Based on NHE Data
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Key Points:
   (1) Actual Washington CAGR 2013 – 2020 for hospital expenditures = 2.93%
    (2) Washington CAGR 2013 – 2020 for non-hospital expenditures = 4.20%
    (3) Modeled Per capita (all-payer) hospital expenditure growth = 2.5% per year under Flexible HGB model 
    (4) Flexible HGB model will not induce shifts to non-hospital sector as is the case in Maryland currently
    (5) 2.5% growth is well below Washington Gross State Product (total incomes) growth and below Spending target of 2.8%
    (6) Washington projected hospital savings from implementing an All Payer Flexible HGB model 7 years 2014-20 = $1.7 bil.
 

Actual Washington Hospital 
Expenditures 2013-20

HGB Model can Produce Hospital 
Price/Volume increases of 2.5% or less



Overall Summary
• The Hospital Sector in the US is characterized by PROFOUND Market Failure – due to poor market 

functioning (US Hospital markets do not function in a Competitive way!)

• In response to Payer and managed care domination in the 1980s and 1990s, Hospitals have undergone at 
least 2 rounds of massive consolidation – increased their Market Pricing Power

• With unconstrained pricing power, hospitals have experienced huge annual increases in revenues

• Lack of constraint of hospital revenues, takes pressure off hospitals to control their operating costs (The 
Medicare Payment Assessment Commission “MedPAC”)

• Hospital input and operating costs 1995-Present have increased dramatically in the US 

• Private Payers and other Policy action (Antitrust and other) have not made hospitals accountable for their 
costs, quality, access to care, community benefits and spending strategies 

• Lack of oversight over their prices and spending is at the center of state Policy concerns and should be the 
primary health policy Goal for States

• Price caps followed by a more comprehensive rate model (Flexible Hospital Global Budgets) can create a 
price and spending control model and address most other policy issues

• Final thought: Advocate implementing as simple and straightforward a regulatory system as possible

States MUST focus on developing price & spending Control Models as #1 Priority – before even 
considering Insurance Expansions, Universal Coverage, or any other Key Policy Initiative



Next Steps
• Suggested reading: 1) Overview of the Hospital Pricing and Spending problem in the U.S. 

https://sourceonhealthcare.org/profile/americans-always-do-the-right-thing-when-will-the-u-s-finally-
control-runaway-hospital-price-growth/?portfolioCats=1165%2C1167%2C1166 and 2) The RAND 
Employer Survey on Hospital prices and price growth Round 5.1 https://www.rand.org/health-
care/projects/hospital-pricing/round5.html

• Pass and sign into law SB 5083 price caps for SEBB and PEBB

• Monitor the impacts of SB 5083 and make modifications as needed

• Consider using experience setting price caps for SEBB and PEBB and extending them to all out-of-network 
(OON) Hospital services 

• Consider regulatory governance structures and what worked and didn’t work previously (consider past 
history in Washington with regulatory commissions) 

• Draft legislation for a Public Utility Governance Structure to oversee price & spending growth and meet other 
policy goals in the state – with a focus on implementing Flexible Hospital Global Budgets

• Consider applying to the CMMI for All-Payer Authority, but a model developed by Washington State 28

https://sourceonhealthcare.org/profile/americans-always-do-the-right-thing-when-will-the-u-s-finally-control-runaway-hospital-price-growth/?portfolioCats=1165%2C1167%2C1166
https://sourceonhealthcare.org/profile/americans-always-do-the-right-thing-when-will-the-u-s-finally-control-runaway-hospital-price-growth/?portfolioCats=1165%2C1167%2C1166
https://www.rand.org/health-care/projects/hospital-pricing/round5.html
https://www.rand.org/health-care/projects/hospital-pricing/round5.html


Closing statements and 
adjournment
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