
Cost Containment: Hospitals 
 
Rate setting 
 
In areas with multiple facilities, hospitals compete for managed care contracts, leading to lower their prices.  In 
areas without competition, facilities have greater leverage to charge higher prices. Hospital rate setting might 
contain costs in non-competitive regions by regulating the price of a local monopoly service.  Voluntary systems 
have proved minimally effective in the past.1   Rate setting programs vary.  Some focus on per diem rates, per 
service rates or per case rates, global revenue caps, or a combination of these tactics. 2  In theory, this could 
encourage hospitals in areas without competition to efficiently produce services while staying within the confines 
of a constrained budget. 3  However, rate setting has historically encountered the problems with hospitals 
increasing rates of admission to offset lost revenues.  
 
Certificate of Need Programs (CON) 
 
This program requires hospitals and certain other health providers to obtain approval, in the form of a Certificate 
of Need (CON), from a designated authority prior to making major capital expenditures (i.e. spending on costly 
facilities and purchasing expensive medical equipment).  This regulation of supply achieves cost savings by 
preventing duplication of health facilities and services and thereby minimizing excess capacity (i.e. unoccupied 
hospital beds).  The costs of excess capacity are typically passed on to consumers in the form of higher costs 
for services rendered. 4  The caveat to CON programs is that it may protect certain hospitals by making it difficult 
for others to “compete “for certain services which they believe … strengthen their financial position” and delivery 
systems.5  Additionally, patients often value the most advanced technology, believing it represents the highest 
quality services.  CON may create barriers to meeting this type of consumer demand. CON has historically been 
difficult to administer in an equitable, neutral and efficient manner. 
 
Consolidation of Care in Centers of Excellence 
 
Providers that specialize in certain types of programs or services tend to produce better outcomes.  In contrast, 
medical complications typically occur more frequently in facilities that are not well equipped and practiced to 
conduct the specific procedure in question.  Studies show that facilities that provide a procedure with high 
frequency tend to generate greater success rates.6  If an insurer directs a patient with a serious illness to a 
center of excellence that has a history of treating large volumes of individuals with that specific condition, the 
insurer may derive cost savings from reductions in complications that would be addressed by more follow-up 
care.  An indirect consequence of consolidating care in centers of excellence may be freezing out new 
competitors and a reduction in the incentives that produced excellence in the first place.7 
 
Evidence based adoption of new technology 
 
Advances in new medical technology are a major source of increasing health expenditures.  While some new 
technologies vastly improve patient health, others only provide marginal improvements or fail to demonstrate 
clear benefits.  An evidence based adoption strategy would ensure that the reduced risks and increased 
benefits of new technology justify the costs.  Policymakers could use this information to give preference to 
technologies that demonstrate the greatest cost-effectiveness.  While some managed care organizations have 
instituted such measures, there has been difficulty in ensuring compliance by hospitals and other providers.  
Providers and the public commonly believe that “managed care policies are colored by perverse financial 
incentives.”8  The public also expects their providers to factor in their preferences and medical history in addition 
to evidence based guidelines in the decision-making process. 9  
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