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Finding ways to better manage healthcare spending is critical to the nation’s financial 

future and its ability to remain competitive. Recent changes to healthcare benefits, 

including the opportunity for consumers to exercise more choice in selecting providers 

and treatments, have the potential to help reduce costs. Yet despite the choices 

available, consumers often lack information vital to making informed decisions about

their healthcare.

Price transparency is one area where information is especially lacking. Studies show 

that healthcare costs for the same procedure in the same market can vary by more than 

100 percent. Providing consumers with clear, comparative information on the cost of 

services is key to further engaging them in the decisionmaking process and, ultimately, 

reducing healthcare costs.

This white paper explores how reducing price variation for the 108 million Americans 

with employer-sponsored insurance could save the nation as much as $36 billion per 

year.3 It also draws on Truven Health AnalyticsSM research findings and respected 

literature in the field to identify key issues surrounding price transparency and offers 

eight best practices for implementing successful price transparency initiatives.

Healthcare in the United States is a $2 trillion 

industry that accounts for 17 percent of the Gross 

Domestic Product (GDP).1 Healthcare spending 

continues to increase at a rate of nearly 10 percent 

annually. By 2020, experts estimate that it will grow 

to consume 21 percent of GDP.2

Executive 
Summary
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Exploring the Radical Variation In Healthcare Pricing

Much has been written about healthcare waste in the United States. The facts, as 

outlined in the chart below, tell a powerful story. The bottom line is, if the United 

States does not better control healthcare expenditures, system waste could reach $1.6 

trillion by 2020 — doubling in just 10 years.4

One specific factor driving the high cost of healthcare is the significant price variation 

— sometimes more than 100 percent — for the same healthcare services in the same 

geographic market. This topic has been well-documented. An annual survey of 

healthcare costs in Massachusetts found that prices paid for the same hospital and 

professional services vary significantly and cited a three- to six-fold price difference.

The most striking finding was that if prices for hospital inpatient and professional 

services were narrowed to the range spanning prices in the 20th to 80th percentile, the 

potential savings were more than $265 million.5

The chart on the next page clearly illustrates the broad range of prices paid for 

different services in the Detroit metropolitan area. Broad variances such as these 

reinforce the importance of providing consumers with access to pricing information 

specific to their benefits and location, so they can make informed decisions about  

their care.

“Studies show that 
healthcare costs for 
the same procedure 
in the same market 
can vary by more 
than 100 percent.”

Figure 1: The High Cost of Healthcare Waste

	 Cost in Billions
1.	 Unwarranted Use 	 $250-325
2.	Fraud and Abuse 	 $125-175
3.	Administrative Inefficiencies	 $100-150
4.	Provider Inefficiency and Errors	 $75-100
5.	Lack of Care Coordination 	 $25-50
6.	Preventable Conditions	 $25-50
	 $600-850

Unwarranted Use 40%

Fraud and Abuse 19%

Administrative Inefficiencies 17%

Provider Inefficiency and Errors 12%

Lack of Care Coordination 6%

Preventable Conditions 6%

Source: Where Can $700 Billion in Waste Be Cut Annually From the U.S. Healthcare System?, Truven Health, 2009
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Service Sites Impact Costs

When it comes to outpatient procedures, the location where services are rendered — 

physician’s office, ambulatory care facility, or hospital outpatient facility — can

dramatically impact the cost. The total cost of procedures performed in a physician’s 

office or an ambulatory care facility is typically much lower than those accrued in a 

hospital outpatient site.

The degree to which services are delivered in office settings varies geographically. 

Recent data from a large New York health insurer show that 85 percent of 

colonoscopies (about 26,000 procedures) for metro New York consumers were 

performed in physicians’ offices. The cost for these procedures averaged $450 each, 

with no additional facility fee. In contrast, a Chicago insurer found that 78 percent of 

its colonoscopy procedures were performed in hospital outpatient facilities. While

the average physician fee for this service was just $330, the facility charge for each 

procedure ranged from $2,000 to $6,000.6 Thus even though the professional fee was

$120 more expensive in New York, the total cost for Chicago consumers was 

dramatically higher due to the facility component of the charge.

3

Figure 2: Shopping Comes to Healthcare

What people are paying
Here are six examples of the cost of procedures at 
area hospitals. The typical maximum is what the 
hospital gets from cash-paying customers or ones 
with smaller insurance companies. The typical 
minimum is the discounted price the area’s 
largest insurers pay. Price may vary widely for 
many reasons, including labor costs, volume of 
free care, new technology and other factors. 

 Typical Typical
Hospital minimum maximum 
(grouped by affiliation) cost cost

MRI OF THE SPINE
  St. John Providence Health $905 $1,106
Detroit-Warren-Southfield

  Beaumont Hospitals $905 $1,106
Grosse Pointe-Royal Oak-Troy

  Henry Ford Hospital Detroit $1,509 $1,710
  Henry Ford Hospital Warren $1,106 $1,308
  Henry Ford Hospital Macomb $1,308 $1,509

  Children’s Hospital of Mich.  $1,106 $1,308
  Harper/Hutzel Women’s Hosp. $1,106 $1,308
  Karmanos Cancer Institute $1,509 $1,710
  Sinai-Grace Hospital $905 $1,106

SCREENING COLONOSCOPY
  St. John Providence Health $860 $1,051
Detroit-Macomb-Southfield

  Beaumont Hospitals $860 $1,051
Grosse Pointe-Royal Oak-Troy

  Henry Ford Hospital Detroit $1,433 $1,625
  Henry Ford Hospital Warren $1,051 $1,242
  Henry Ford Hospital Macomb $1,051 $1,242

  Harper/Hutzel Women’s Hosp. $860 $1,051
  Karmanos Cancer Institute $1,051 $1,242
  Sinai-Grace Hospital $860 $1,051

NASAL/SINUS ENDOSCOPY/SURGERY
  St. John Providence Health $1,757 $2,147
Detroit-St. Clair Shores-Southfield

  Beaumont Hospitals $1,757 $2,147
Grosse Pointe-Royal Oak-Troy

  Henry Ford Hospital Detroit $2,928 $3,318

  Children’s Hospital of Mich.  $2,147 $2,537

LEFT HEART CATHERIZATION
  St. John Hospital Detroit $3,107 $3,672
  St. John Providence Health $3,672 $4,237
Macomb-Southfield

  Beaumont Hospital Royal Oak $3,107 $3,672
  Beaumont Hospital Troy $2,542 $3,107

  Henry Ford Hospital Detroit $2,542 $3,107
  Henry Ford Hospital Warren $1,977 $2,542
  Henry Ford Hospital Macomb $2,542 $3,107

  Harper/Hutzel Women’s Hosp. $3,107 $3,672
  Sinai-Grace Hospital $2,542 $3,107

BREAST LUMPECTOMY
  St. John Hospital Detroit $1,727 $2,110
  St. John Providence Health $1,343 $1,727
Warren-St. Clair Shores-Southfield

  Beaumont Hospitals $1,343 $1,727
Royal Oak-Troy

  Henry Ford Hospitals Detroit $2,494 $2,878

  Harper/Hutzel Women’s Hosp. $1,727 $2,110
  Karmanos Cancer Institute $2,110 $2,494

C-SECTION DELIVERY
  St. John Providence Health $9,619 $11,757
Detroit-Warren-Southfield

  Beaumont Hospitals Grosse Pt.  $11,757 $13,894
  Beaumont Hospitals                    $7,481 $9,619
Royal Oak-Troy
 
  Henry Ford Hospital Detroit $11,757  $13,894
  Henry Ford Hospital Macomb     $7,481  $9,619

  Sinai-Grace Hospital $13,894  $16,032

Source: Detroit Free Press, March 4, 2011



4 Save $36 Billion in U.S. Healthcare Spending Through Price Transparency

Price Variation for an Illinois-based Employer

In a study on price variation for an Illinois-based employer using our Truven Health 

AnalyticsSM MarketScan® database, Truven Health findings revealed a variance of 

+102 percent/-23 percent between the median and 90th and 10th price percentiles for 

an MRI: Lower Back Without Dye, Diagnostic Colonoscopy, and Knee Arthroscopy 

procedures showed a similar price variance.7

Based on this research, the potential cost savings for this company were estimated at 

$83,000 for these three procedures if its employees selected providers delivering these 

services at or below the median cost:

§§ $12,000 or 18 percent for MRI: Lower Back Without Dye

§§ $42,000 or 26 percent for Diagnostic Colonoscopy

§§ $29,000 or 33 percent for Knee Arthroscopy

For the individual consumer, understanding this variation and factoring it into their 

decisions about where to go for services provides a real opportunity for savings. 

A consumer in a high-deductible plan (average $1,750 deductible and 20 percent 

coinsurance) who needs a knee arthroscopy and hasn’t yet met their deductible has the 

opportunity to save between $200 and $500 by going to a provider who offers this

service at or below the median price.

Reducing U.S. Healthcare Costs by $36 Billion

Using our MarketScan database, Truven Health observed a similar variation in prices 

in every market of the country. By analyzing the variation in prices in each market for 

a set of 300 “shoppable” procedures (highvolume procedures that consumers would 

plan for and schedule in advance), we were able to identify a significant savings 

opportunity associated with reduced healthcare costs. In each market, we modeled the 

cost savings that could be found by reducing prices for the targeted services that were 

above the median to the median price, after removing high-cost outliers. 

Figure 3 : Price Variation for Chicago, IL - based Employer

$0 

$1,000 

$2,000 

$3,000 

$4,000 

$5,000 

$6,000 

MRI - Lower Back 
w/o Dye
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Colonoscopy

Knee Arthroscopy

Median 10th 90th
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This reduction in prices would reduce overall medical spending by 3.5 percent. When 

we apply this savings opportunity nationally to the 108 million Americans under 65 

who receive insurance through their employer, the savings potential is large — $36 

billion.

Even more conservative models on the impact of price transparency yield impressive 

savings results. Consider an employer with 20,000 employees and a healthcare 

cost trend of 6.1 percent — which is the median faced by employers today.8 It’s 

unlikely that all consumers will use healthcare information to inform and change 

their decisions about where to seek treatment. The chart on the next page shows 

the impact of cost savings over time as consumer engagement and adoption of a 

price transparency tool grow from year to year. In the first year, we assumed that 

approximately 10 percent of employees would use the information provided to change 

their behavior and move to median-priced providers for the targeted procedures. 

In years two and three, we assumed adoption rates of 25 percent and 50 percent 

respectively. As a result, this employer could uncover a potential savings of $715,000 

in the first year and $6.8 million by the third year.

Consumer Engagement as a Strategy to Reduce Wasteful Spending

One way to remove waste from the system is by increasing consumer engagement. This 

strategy focuses on making patients better consumers of healthcare services and strives 

to elevate individuals’ interest and participation in healthcare decision making to the 

same level as other important decisions in their lives. Central to any effort to enhance 

consumer involvement in their own healthcare decision making is a need for improved 

information resources. Put simply, for consumers to be actively involved in choosing 

between treatment options, they must be privy to information on costs, services,  

and quality.

Figure 4: The Impact of a Price Transparency Tool on Healthcare Cost Trends

Baseline Year 1 Year 2 Year 3

Healthcare  
Cost Trend

6.10% 6.10% 6.10% 6.10%

Potential Trend 
With Reduced 
Price Variation

6.10% 5.73% 5.17% 4.24%

Savings $- $715,000 $2,649,000 $6,786,000

7%

6%

5%

4%

3%

2%

1%

0%

6.10% 6.10% 6.10% 6.10%

6.10%
5.73%

5.17%

4.24%

Healthcare Cost Trend
Potential Trend With Reduced Price Variation

“Reducing price 
variation for the 108 
million Americans 
with employer-
sponsored 
insurance could 
save the nation as 
much as $36 billion 
per year.3”
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In a report to state government leaders, Deloitte authors wrote, “… there is consensus 

among providers and payers that engaging consumers more directly in making better 

decisions about their health is a key to improved care, lower costs, and avoidable 

errors resulting from nonadherence to treatment regimens.”9 But according to a study 

by Vanderbilt Center for Evidence-Based Medicine, 90 million consumers have

difficulty understanding their healthcare options today and this is directly responsible 

for from three to six percent higher healthcare expenditures.

The Need for Price Transparency

Price transparency is a key factor in supporting consumers’ ability to make informed, 

well-reasoned healthcare decisions. Price transparency in healthcare refers to “the 

availability to consumers of precise total costs for specific services provided by 

healthcare service providers (doctors, hospitals, labs, outpatient facilities, and other 

service providers). Total costs include those amounts paid by consumers out of pocket 

or through their high-deductible insurance program and the amount paid by an 

insurer/intermediary on their behalf.10”

Currently 34 states require reporting of hospital charges or reimbursement rates and 

another seven have established a forum for voluntary price reporting.11 And more 

than 30 states are pursuing legislation to increase price transparency in healthcare. 

California has already amended its healthcare transparency law to prevent any 

provider contract with a health plan from including a clause that limits price 

transparency. At a national level, the Patient Protection and Affordable Care Act 

(PPACA) of 2010 requires hospitals to provide charge information to the public. These 

legislative activities are driving greater adoption of price and quality transparency 

tools by health plans though there is clearly opportunity for improvement.

Price Versus Quality

The old adage, “you get what you pay for,” expresses a strongly held belief that higher-

cost care is better care.12 However since price variation often results from separate 

contract negotiations between insurers and providers, it is not necessarily correlated 

with quality, burden of illness, or cost.

In fact, a number of studies show no correlation between cost and quality. Research 

done by the Massachusetts Attorney General’s office states, “Our results indicate 

that there is no correlation between price and quality, and certainly not the positive 

correlation between price and quality we would expect to see in a rational, value-

based healthcare market. We interviewed numerous providers and insurers who

confirm that there is no correlation between the price paid to providers and the quality 

of the providers’ services.”13 In a related study, the Massachusetts Division of Health 

Care Finance and Policy reported that despite the large differences in price, there was 

little difference in quality. In fact, lower-priced hospitals are often associated with 

high quality scores.

This is counterintuitive for most healthcare consumers. To help educate consumers 

on the lack of correlation between price and quality, it’s important to couple any price 

information with quality designations on providers. Such information truly empowers 

the consumer to make educated decisions about healthcare.
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Consumer Cost Sharing

The reality is that many consumers do not know what their healthcare costs and what 

portion their insurers are paying for the services they receive. According to a 2010 

Deloitte consumer survey, before going to the hospital, only 32 percent of consumers 

verified that their health plan covered the treatment and 29 percent determined in 

advance if the hospital honored their insurance.14

Cost sharing can be a powerful incentive in empowering consumers to ask questions 

and understand their costs and options before they receive care. But until recently, 

insured patients have had very little incentive to choose a lower-cost provider. 

This is changing as consumers become responsible for a greater share of their costs. 

In particular, out-of-pocket costs are what matter to today’s consumers. Research 

indicates that a consumer with their own money at stake via a high-deductible/high-

involvement health plan is more likely to seek out more affordable options and, in 

some cases, to ask the question, “Do I really need this treatment?” Today, 20 percent 

of employer-insured Americans are enrolled in plans with a deductible of $1,000  

or more.15

A number of studies on shared decision making find that when consumers are engaged 

with information on their treatment options and efficacy, they make decisions that 

often reduce overall costs and utilization.16 The Rand Health Insurance Experience 

study is the most notable. This controlled, longitudinal study consisted of a control 

group in a free plan and other consumers in plans with cost sharing. The Rand 

study demonstrated that coinsurance rates of 25 percent resulted in a decline in 

healthcare costs by 19 percent due to the out-of-pocket costs. In addition, Wennberg’s 

studies found that when a group of consumers received additional information on 

their options and outcomes for discretionary procedures, such as a prostatectomy, 

hysterectomy, and laminectomy, costs were reduced by 3 percent primarily because 

patients chose less invasive options. Behavioral economics tell us that people’s 

satisfaction increases when they have choice and control. Reducing costs and 

increasing consumers’ satisfaction with their healthcare are two powerful benefits of 

engaging consumers with information.

Procedures that are elective, performed for conditions that do not threaten life, and can 

be performed well in a variety of settings are often the procedures most appropriate 

for price shopping. Employers need to be careful that they are pursuing value-based 

benefit models to ensure that consumers aren’t deciding to forego important preventive 

care to detect issues early and care for chronic conditions to maintain health — both of 

which also contribute to reducing costs.

“Ask most 
Americans how 
much it costs to 
visit a doctor and
they probably do 
not know.”
CNN Money.com
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Best Practices for Implementing Price Transparency Solutions

Price transparency provides consumers with the information they need to be more 

fully engaged in their healthcare decision making and to make financially prudent 

healthcare choices. The hope is that price transparency will ignite a transformational 

trend in care delivery that will reshape the process and lead to lower costs. However, 

solutions are rarely as straightforward as they may initially appear and healthcare

price transparency is no exception.

The following best practices can inform healthcare information-gathering to ensure 

that it is as useful as possible to the patient and to the long-term quest of lowering 

healthcare costs.

1.	Drive demand for involvement by structuring health benefits in a way that ensures 

consumers have a vested interest. 

Whether it be a high-deductible, consumer-directed health plan or a more 

traditional design, consumers need strong economic incentives to select affordable 

care options. History tells us the majority simply will not concern themselves with 

the prices charged to their insurance providers.

2.	Provide information on both price and quality variation by provider. 

Providing balanced information to make decisions is key. Consumer trust is low and 

providing information on price without addressing quality can raise concerns about 

the intent. Consumers value information on convenience, such as location, office 

hours, and languages spoken. Integrating this information in one place provides the 

context necessary to make informed decisions.

3.	Calculate out-of-pocket costs and show how benefits apply. 

Consumers care about their out-of-pocket costs but are often confused about 

what their benefits cover. To make the information you provide to consumers as 

valuable as possible, use a tool that starts with relevant geographic pricing and then 

integrates real-time benefits information, such as remaining deductible and out-of-

pocket obligations, to accurately calculate costs. Use this information to educate 

people on how their health insurance benefits apply to the service.
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Figure 5: Market Area Cost Estimate for Upper GI Endoscopy

§§ �Calculate out-of-
pocket costs

§§ �Apply benefits real 
time to personalize 
estimates

§§ �Help members 
understand how their 
benefits apply
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4.	Show total costs and components. 

Costs can vary significantly depending on where services are performed (physician’s 

office, hospital, or outpatient facility). As a healthcare patient, it can be surprising 

to receive multiple bills for a healthcare service — a professional bill, a facility 

bill, a bill for a diagnostic test, a bill for an anesthesiologist, and so on. For price 

transparency to be of maximum benefit to the consumer, it is vital that the total 

costs associated with a particular service or treatment, as well as how they vary 

based on where a provider practices, are clearly illustrated since consumers often 

have a choice.

Figure 6: Provider Cost Comparison for Upper GI Endoscopy

§§ �Educate on 
total costs and 
components of 
care 

§§ �Illustrate how 
costs vary 
based on where 
providers 
practice

§§ �Support 
comparisons 
on quality and 
other attributes
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5.	Highlight ways to save money. 

To ensure consumers understand how they can control or impact costs, it’s 

important to convey options, such as the pros and cons of various care settings, 

treatments, and provider choices. Patients need to be alerted to the potential for 

certain procedures not to be covered (cosmetic or elective surgery), statistics on the 

effectiveness of certain procedures, and whether they will be liable for any expense 

not covered by insurance.

Figure 7: The Avatar, Gina, Provides Useful Health Information, Key Statistics, 
and Helpful Suggestions

§§ �Engage consumers 
with important 
information about 
how they can 
control or impact 
their costs

§§ �Convey options 
in care setting, 
treatments, and 
providers
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6.	Educate by providing deep, embedded health content to raise consumer awareness.  

Informed consumers are more relaxed patients and are often more satisfied with 

their outcomes and benefits. It is important to arm consumers with information 

about risks, prognosis, and alternatives to the planned course of action. Dr. Sharon 

B. Arnold, vice president of Academy Health and directory of The Robert Wood 

Johnson Foundation’s Changes in Health Care Financing and Organization initiative, 

wrote, “… when consumers are armed with the right information, they will demand 

high-quality services from their providers, choose treatment options wisely, and 

become active participants and self-managers of their own health and healthcare.”17

Figure 8: Embedded Educational Content for Knee Arthroscopy

Provide deep,
embedded health
content to raise
consumer 
awareness:
§§ �Procedure 

details
§§ Risks
§§ Prognosis
§§ Alternatives
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7.	Engage consumers to help them manage conditions and control costs. 

As part of the process of advanced decision making, patients need to be made 

aware of care guidelines for any chronic disease or condition and the likelihood of 

complications if they do not follow the appropriate preventive care regimen. Wise 

treatment decisions require excellent information resources and an understanding 

of the tradeoffs one makes to pursue each course of action. The quality of treatment 

decisions a patient makes significantly impacts the quality of care they ultimately 

receive. Providing clients with a more complete understanding of all aspects of 

their care will lead to better care decisions, improved compliance with physicians’ 

instructions, and more positive healthcare outcomes.

Figure 9: Care Guidelines for Coronary Artery Disease

Engage 
consumers
to help them 
manage
conditions and
control costs:
§§ �Incorporate 

recommended 
care guidelines

§§ �Show percent 
of patients 
who have 
complications 
and related 
costs to provide 
incentive
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8. Promote. Promote. Promote. 

One of the critical problems with consumer decision support tools is a lack of 

awareness and underuse. To derive savings from price transparency, organizations 

need to raise awareness about the value of the tool by creatively promoting it, 

illustrating the cost-savings potential, and reinforcing this message throughout 

the year.

Through its 2007 survey, the California Healthcare Foundation (CHF) reported that 

only 23 percent of Californians were aware of ratings information on hospitals, 

and only 1 percent were using that information to select a hospital for planned 

procedures. The CHF conducted a pilot marketing project in three markets (San 

Francisco, Sacramento, and San Diego) to encourage pregnant women to use its 

CalHospitalCompare.org Website to assess medical care at nearby hospitals.

Goals of the study included (1) to build awareness of its web site and increase its use 

for maternity care, and (2) to discover which approaches are most cost-effective for 

encouraging consumers to use healthratings services.

The test included Google AdWords purchases for search engine marketing, branded 

emails, and event sponsorship. The results of the test showed that the online ad 

campaign had an immediate impact of driving up online visits to the CHF site. Before 

the campaign, only three of the 25 most-visited maternity web pages on the site were 

for Bay area hospitals. After the campaign started, all of the 25 most-viewed pages 

were in the Bay area. In fact, 33 of the top 35 were in the Bay area. Visits to Bay area 

hospital maternity pages in the month before the campaign were at 153, and during the 

seven months after the campaign, visits jumped to 1,710 visits per month.18
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Conclusion

As a nation, we urgently need to find solutions to stem the rapid rise in healthcare 

costs. Our history of deeply insulating consumers from the costs of their healthcare 

choices and the pervasive systems that obscure visibility into the cost of services 

bear at least some of the blame for year-after-year double-digit growth percentages for 

healthcare costs.

Price transparency is currently on the legislative agenda for many states throughout 

the country. By working through the issues inherent with price transparency, 

legislatures will enable employers, patients, and health insurers to devise a better, 

more equitable healthcare system. An informed, educated, and engaged consumer is at 

the heart of achieving this goal.

Price transparency tools that encourage more informed, financially intelligent 

healthcare decisions, combined with benefit plans that are designed to require more 

conscious healthcare choices by consumers, will help create engaged, informed, 

educated consumers — and by our estimate, save $36 billion (3.5 percent) from annual 

healthcare expenditures.

The best practices outlined in this white paper provide a blueprint for what to look 

for in a price transparency tool — an important resource in the ultimate quest toward 

more affordable healthcare.
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