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When employers talk about healthcare costs, the conversation almost
always starts from the same assumptions: Prices are high because
government programs underpay. Hospitals charge more to offset
uncompensated care. Higher prices reflect better-quality care. Those
explanations have shaped healthcare decision-making for years — and
they're the reasons many employers keep cycling through traditional
health plan carriers, plan designs and so-called cost-containment
strategies and programs in order to contain costs. Despite those efforts,
however, costs continue to rise; and affordability — for both employers
and their employees — slips further out of reach.

Roslyn Murray says that may be because the assumptions employers
make about what's driving the rises are not informed by actual data.

As an assistant professor at Brown University who studies commercial
healthcare spending and the policies designed to reduce it, Murray
has spent years examining why employer costs continue to grow so
relentlessly — and the things traditional cost-containment strategies
miss. Research shows that prices are driven less by utilization rates and
more by hospital market consolidations and providers’ pricing power.
And until leaders acknowledge that reality, she argues, even the most-
well-intentioned strategies will fail to make a meaningful dent in rising
healthcare spending.

In this conversation, Murray provides a research-based argument

for some of the most-persistent myths about the sources of rising
healthcare spending and explores what it will take for employers to
reset their approaches. From why familiar solutions fall short to how
reference-based pricing (RBP) is reshaping the conversation, she offers
a candid view of what leaders need to unlearn — and where they
should focus next — to build affordability strategies that actually work.

Why a data-informed
strategy matters

in solving the
affordability crisis

Recent research into
commercial healthcare
spending has fundamentally
reshaped our understanding
of why costs continue to rise

— and why so many cost-
containment strategies fall
short. Across multiple industry
studies, evidence consistently
shows that the biggest drivers
of commercial healthcare
spending growth are not
overutilization, excessive
patient demand or shortfalls in
public payment rates. Instead,
hospital market consolidation
and the pricing power that
comes with it account for
much of the cost escalation
employers face today.
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Roslyn Murray is an assistant professor of health services, policy
and practice at Brown University's School of Public Health,
where her research focuses on commercial healthcare spending,
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for Advancing Health Policy through Research (CAHPR), where
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Murray’s research is grounded in data from which she models
the impact of rising healthcare spending and provides leaders
with a clearer understanding of what is driving spending growth.



Q We've seen employers lean on high-deductible plans, wellness programs and even value-based

payment models to rein in rising healthcare spending. Why haven't these approaches resolved the
affordability crisis?

It's not surprising that traditional cost-saving approaches haven’t worked — mainly because organizations
aren't addressing what's likely the biggest driver of commercial healthcare spending growth. A lot of the
cost-saving strategies employers have leaned on focus on utilization or on changing patient behavior,

but the research shows that utilization hasn’t been the main driver of cost increases for the employer-
sponsored insurance market. Prices have. So, if we're targeting the wrong part of the spending equation, it
shouldn't be a surprise that these traditional approaches are not moving the needle.

For example, in our review of commercial value-based payment models?, the results are relatively
underwhelming. There is little to no evidence of savings for employers, largely because those models don't
really get at the core issue of how much hospitals are paid®. And even when there is some evidence of
reductions in spending through lower utilization, these models still aren’t addressing the core issue: prices.

A payment model can change how care gets delivered, but if hospitals and physician groups have the
leverage to set high commercial prices, those prices remain high. That's why, even with all the investment and
enthusiasm around value-based care, we haven't seen a major improvement in affordability for employers.
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Q If utilization isn't the main driver of costs, why do so many employer strategies and programs still

A

target how much care people use rather than the prices being charged?

Part of the dynamic is that utilization feels more actionable. It's easier to design programs that attempt to
change patient behavior or reduce unnecessary care than it is to take on hospital prices. And there's also a
deeply held assumption that if we just make care more efficient, costs will come down. This may be true for
public payers, like Medicare and Medicaid, which set prices administratively. But it's not necessarily true in
the commercial market, where prices are determined through negotiation and are influenced by insurer and
provider bargaining leverage.




Back in the 1990s, commercial insurers were paying hospitals a rate close to Medicare's rates. Today those
prices are more than two and a half times what Medicare pays hospitals for the same services, and in some
cases, even more than four times. That kind of growth isn't about offsetting Medicare shortfalls. It reflects
the fact that hospitals with significant market power are able to negotiate much higher prices.

It's also important to remember that Medicare payment rates do go up over time and generally keep pace
with inflation. So, the idea that hospitals are being underpaid and have no choice but to shift costs onto
commercial payers isn't supported by the data. The real driver here is market dynamics — and in particular,
the leverage hospitals have for negotiating higher commercial rates when they face little competition.
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Q Some assume higher commercial prices reflect better-quality care. Is that true in practice? What have

A

you found in your research?

No, we don't see a relationship between prices and quality in the research. For example, the RAND Hospital
Price Transparency Study examined the relationship between hospital prices and CMS quality star rating®.
Even among hospitals with five-star quality ratings—the highest rating—some are being paid more than
four times what Medicare pays. But at the same time, other five-star hospitals are paid much closer to
Medicare's prices. The same is true at lower levels of quality—we see the same variation in prices. So if price
reflected quality, we'd expect a strong positive correlation between the two. Instead, the variation tells

us something different: higher prices are not about paying for better-quality care. Rather, research shows
these high prices are driven by provider market power.

Cost vs quality shows that you can be a two, three or four star rated hospital and the mean price is similar,
supporting the lack of correlation between quality rating and price.
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Q Explain the benefits of RBP. How does RBP work in practice? Why is Medicare the right benchmark to

A

align to?

RBP works by tying payments for hospital services to a percentage of Medicare’'s payment rates. Medicare
is a useful benchmark because it's based on a consistent, transparent methodology that reflects the actual
resources required to deliver care. Medicare's payment rates also get updated regularly and are broadly
accepted as fair baselines, and so, anchoring commercial payments to that standard brings predictability and
accountability into the pricing processé.

For employers, the benefit is straightforward: you're no longer paying whatever rate a hospital can
command based on its market leverage. Instead, you're paying a rate tied to a widely recognized
benchmark that's grounded in cost and updated over time. That shift can generate substantial savings
while still ensuring providers get paid fairly. And because Medicare rates increase and keep pace with
inflation, tying commercial payments to them means your plan is aligned with a rational, evidence-based
pricing framework.

In our research we found one of the clearest examples of the impact of RBP comes from Oregon, where
the state implemented an RBP model for its state employee health plan’. The plan capped hospital
payments at 200% of Medicare by anchoring payments to transparent, cost-based benchmarks rather
than to negotiated commercial rates. The result was substantial savings for the state — and, importantly,
savings that were achieved without disrupting access to care. Hospitals continued to participate in the
plan, and employees continued to receive services. The Oregon example demonstrates that RBP isn't just
a theoretical model. It can meaningfully reduce spending while still ensuring providers get paid fairly and
patients maintain access to care.



Roslyn Murray’s healthcare reality check: Myths about what is driving costs —
and what the data really shows

MYTH: REALITY:

X

Consumer overuse of health services
is the main reason spending keeps
rising.

& Rising commercial healthcare spending is driven primarily by
hospital pricing power and market consolidation, not by how
much healthcare services people use.

X

Hospitals charge commercial payers
more to make up for Medicare
underpayment.

/ Hospitals are not raising prices to make up for Medicare
underpayment. Commercial prices have soared from near
parity in the 1990s to more than 2.5 times Medicare rates
today.

Medicare rates generally stay flat
and fail to keep up with inflation.

& Medicare payment rates do rise over time and keep pace with
inflation, undermining the idea that commercial prices must
climb to offset public payment shortfalls.

Higher prices mean better care.

 Higher commercial prices do not signal better-quality care.
Even among five-star hospitals, payment rates vary widely.

Shifting costs to employees is an
effective way to control healthcare
spending.

 Shifting costs to employees through high-deductible plans
doesn’t address the root cause of rising healthcare costs —
and often worsens affordability for workers, without slowing
spending growth.

Moving care outside the hospital will
automatically lower costs.

« The settings where care gets delivered may be changing, but
consolidations of outpatient facilities and physician practices
mean pricing power follows hospitals into new care settings.

Benchmarking payments to
Medicare will financially destabilize
hospitals.

& The benchmarking of payments to Medicare through RBP can
rein in excessive costs without disrupting employees’ access
to care.

Closing thoughts

Recent research supports a clear message: resolving the healthcare affordability crisis begins with reframing
the problem itself. Strategies focused on reducing utilization or on shifting costs to employees will continue to
fall short because they target the wrong lever. The evidence shows that rising commercial spending is driven
primarily by hospital market power — not by Medicare underpayment, uncompensated care or better quality’.
Until leaders confront that reality, even the most-well-intentioned solutions will fail to make meaningful,
sustainable progress.

At the same time, there are practical pathways forward. Alternative health plans like RBP, which tie payments
to a transparent and cost-based benchmark such as Medicare, demonstrate that it's possible to curb excessive
pricing without disrupting employees’ access to care. The takeaway is both sobering and hopeful: even
strategies that sound transformative haven't changed the pricing fundamentals in the commercial space, yet
alternative health plan options like RBP offer a viable path forward that can lower costs for employers while
expanding access and options for employees without asking them to accept less.
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Imagine360 is a leading healthcare solutions provider that helps self-funded employers take control of their
healthcare costs while delivering better experiences for members. With more than 18 years of expertise in

RBP and health plan administration, Imagine360 develops fully integrated solutions that combine deep
industry knowledge, data-driven strategies and concierge-level support for employers. The company partners
with employers, brokers and consultants to design and manage customized health plans that lower costs,
increase transparency and improve outcomes — without compromising quality or access. Backed by dedicated
advocacy, legal protection and proven results, Imagine340 is reimagining what smarter healthcare can look
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