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hairman Schweikert, Ranking Member Sewell, and distinguished members of the committee,

thank you for the opportunity to testify today. My name is Christopher Whaley. I am an

associate professor of Health Policy at the Brown University School of Public Health and
Associate Director of the Center for Advancing Health Policy through Research (CAHPR). My research
focuses on how to reduce health care costs, the role of price transparency, and the impacts of evolving
health care markets. The remarks I deliver today are in my personal capacity as an expert on US health
care markets and are informed by several recent studies from my colleagues and me examining nonprofit
hospitals, market consolidation, and price growth. I will make three points:

1. Commercial hospital prices have increased by more than 220% since 2000, outpacing overall
inflation nearly threefold. This growth is largely driven by hospital mergers and vertical
integration, which raise prices without improving quality and strain affordability for patients,
employers, and taxpayers.

2. Despite receiving more than $37 billion annually in federal and state tax benefits, nonprofit
hospitals’ community benefit spending falls short by more than $25 billion per year relative to the
value of their tax exemption.

3. There are many ways Congress could help ensure that the substantial tax benefits nonprofit
hospitals receive translate into tangible improvements for patients and communities.

Hospital Price Growth and Consolidation

I first want to acknowledge the importance of access to high-quality and affordable health care for all
Americans. Regardless of geographic region or income, access to hospital care is critical for Americans.
Hospitals deliver life-saving care that makes us all healthier and improves our well-being. Hospitals are
also a key source of employment. In many localities, the local hospital is the largest employer. And the
US hospital sector is among the largest in the economy. Hospital care accounts for over $1.5 trillion in
annual spending, approximately 31% of health care spending, and alone 5.2% of US GDP.?

Growth in prices threatens the affordability of hospital care in the United States. Over the last two
decades, commercial prices for hospital care have increased rapidly. According to an analysis conducted
by the American Enterprise Institute, prices for hospital care have increased faster than in any other sector
of the U.S. economy.” Since 2000, hospital prices have increased by over 220%, nearly three times
overall inflation growth. Hospital price growth outpaces that in high-technology areas, such as general
medical services, consumer electronics, and computer software.

Why are prices growing so rapidly? The U.S. hospital market is characterized by two unique features.
First, it has been shaped by decades of consolidation, resulting in a landscape that is highly concentrated.
As highlighted in Figure 1, the U.S. has seen over 2,000 hospital mergers since 2001. Nearly all U.S.
hospital markets exceed the market concentration definitions used by regulators such as the Department
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of Justice and Federal Trade Commission to classify highly concentrated markets (Figure 2).” A large set
of rigorous studies conclusively demonstrates that hospital mergers raise prices without improving
quality.®” In part due to decades of consolidation, patients with commercial insurance pay approximately
250 percent of what Medicare pays for hospital care.® High commercial insurance prices are paid both by
patients through cost-sharing payments, but also through higher premiums and lower wages.” Operating
margins for commercially insured patients receiving care at system-affiliated hospitals are over 40
percent.'” My research also shows how hospital mergers increase financial instability among neighboring
hospitals."'

In addition to hospital mergers, health care markets have become highly vertically consolidated. The
share of U.S. physicians employed by a hospital or health system conglomerate has roughly doubled since
2010, with over half of U.S. physicians now working for a health system. My research shows that
acquiring physician practices presents hospitals with an arbitrage opportunity to exploit the site-of-care
payment differential by charging higher hospital-based rates for routine outpatient services performed by
or referred by acquired physicians.'*'*'*!> The Congressional Budget Office estimates that addressing
site-of-care payment differentials could reduce Medicare spending by over $150 billion.'® My research
highlights that these savings would likely extend beyond Medicare and also benefit patients with

commercial and employer-sponsored insurance'”.
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Figure 1: Annual Number of U.S. Hospital Mergers
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Source: Analysis of American Hospital Association data

Figure 2: Hospital Market Concentration by Geographic Market
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Source: Analysis of 2022 American Hospital Association data. Geographic markets defined using Hospital Referral
Regions (HRRs). Market concentration is defined using the Hirschman Herfindahl Index (HHI), with ranges of
Competitive (less than 1,800), Concentrated (1,800 to 2,500), Highly concentrated (above 2,500), and Monopoly
(10,000).

Second, US hospitals vary between for-profit and nonprofit firms. 61 percent of US hospitals are tax-
exempt, compared to 17 percent of hospitals that are for-profit and 22 percent that are government
hospitals. Like nonprofits in other industries, nonprofit hospitals have the financial benefit of not paying
taxes, including federal, state, local, and municipal taxes.'® Tax exemptions include corporate income,
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2020 | KFF. KFF. Published March 14, 2023. Accessed September 12, 2025. https://www kff.org/health-costs/the-estimated-
value-of-tax-exemption-for-nonprofit-hospitals-was-about-28-billion-in-2020/



unemployment, and property taxes. In addition, tax-exempt hospitals may receive tax-exempt charitable
donations and issue tax-exempt bonds. Nonprofit hospitals' tax exemptions are divided almost equally
between federal and state taxes. Notably, nonprofit hospitals also have access to the 340B discount
program, which allows hospitals and associated entities to purchase drugs at rebated prices. Additionally,
many tax-exempt hospitals have also been dually classified as both rural and urban hospitals, allowing
them to receive increased Medicare payments. "

Scope and Value of Hospital’'s Nonprofit Tax Exemption

Nonprofit hospitals play a critical role in providing patient care and employment to health professionals.
The favorable tax exemption of nonprofit status creates a large financial benefit to nonprofit hospitals.
Recent estimates value the collective financial value of nonprofit exemptions exceeding $37 billion per
year.?’ This value has steadily increased from $7.8 billion in 1994,2' $12.6 billion in 2002,** and $24.6
billion in 2011.% In return for tax exemption, the IRS requires that nonprofit hospitals be organized and
operated with the purpose of primarily benefiting the community.?* Yet, this does not appear to be the
case. While hospitals provide community benefit spending, research suggests that the value of tax
exemption exceeds community benefit spending by over $25 billion per year.” This discrepancy has led
to bipartisan efforts to increase oversight of tax-exempt hospitals and to further regulate their financial
assistance and debt collection practices.*

As part of their tax exemption, hospitals are required to offer financial assistance and charity care to
patients who may not be able to afford care.?’ Yet, many consumers report difficulty in obtaining required
financial assistance or even find tax-exempt hospitals suing patients to collect medical debt that is not
actually owed.”® Other reports find that nearly half of tax-exempt hospitals send medical bills to lower-
income patients who should qualify for financial assistance.?’ Yet there has been little or no enforcement
of compliance with tax-exemption requirements..
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Nonprofit hospitals in the United States do not appear to operate meaningfully differently than for-profit
hospitals.*® High-level comparisons between US for-profit and nonprofit hospitals are presented in the
following table (Table 1). Across these dimensions, nonprofit and for-profit hospitals are similar. In some
cases, for example charity care, non-profit hospitals provide /ess community benefits than for-profit

hospitals.

Table 1: Characteristics of Nonprofit and For-profit Hospitals
Measure |N0npr0ﬁt hospitals |F0r—pr0ﬁt hospitals
Patient experience
% of patients who gave their hospital a 69.9% 66.2%

rating of 9 or 10 on a scale from 0 (lowest)
to 10 (highest)

% of patients who reported YES, they would (68.7% 64.6%
definitely recommend the hospital

% of patients who reported the nurse always (63.5% 62.2%
communicated well

% of patients who reported the doctor always[18.5% 76.5%
communicated well

% of patients who reported receiving help  [18.3% 76.1%

when needed

Financial and operating metrics

Operating margin 10.6% 13.5%
Charity care payer mix 2.0% 3.2%
Medicaid payer mix 17.2% 17.5%
Commercial prices relative to Medicare 252% 256%
Market share 21% 16%

Sources: NASHP 2023 (bed size, operating margin, charity care payer mix), AHA FY 2023 (market share), CMS
Hospital Compare 2023 (patient experience measures), RAND Hospital study (commercial prices)
Notes: Market shares calculated using Hospital Referral Regions (HRRs) as the geographic market.

Market Behavior and Use of Public Subsidies

Tax-exempt hospitals operate and provide levels of care quality and charity care that are similar to for-
profit hospitals. Yet, the substantial financial advantage of tax-exempt hospitals has led to concerns that
quality should be higher. If community investment is not larger and quality is not superior, where are the
extra dollars from these financial advantages going? Critics have raised concerns that financial resources
may be used in ways that do not directly benefit patient care. A few of these concerns are described
below.

Executive Compensation
Recent research highlights that executive and CEO pay at non-profit hospitals has steadily increased since
2009 (Figure 3).*! Several notable examples highlight the growing disparity between tax-exempt hospital
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executives and clinicians pay. For example, the Lown Institute highlights several tax-exempt hospital pay
packages exceeding $20 million annually.*

Figure 3: Wage changes across employee categories in US nonprofit hospitals, by year (inflation
adjusted), 2009-23
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Investment Vehicles

At the same time that prices are rising, many tax-exempt hospitals also hold tremendous financial assets
and investments. The ten largest health systems alone have total financial assets of over $310 billion.*?
Total hospital assets exceed $1.5 trillion.** These investments play crucial roles for tax-exempt health
systems. For example, my research highlights how recent financial losses at tax-exempt hospitals were
due to declining stock market valuations, rather than changes in clinical or operating expenses.*> Non-
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profit hospitals have invested these assets in private equity and related financial vehicles,*®*” which have

raised concerns for policymakers. A key policy question is the extent to which patients and payers should
finance the future operational stability of multi-billion-dollar investment accounts by paying high prices.
While the COVID-19 pandemic financially burdened hospitals, these facilities were given generous
federal subsidies and did not have to draw down on investment accounts to support operations.*®

Other potentially questionable expenses include marketing and other miscellaneous costs. Several tax-
exempt hospital systems sponsor local sports teams and stadiums.>* The NYU Langone system drew
attention for sponsoring an advertisement in this year’s Super Bowl.** The Northwell Health system has
constructed a production studio to develop movies with Nezflix.*' While these may be beneficial to the
respective hospitals, it is unclear whether they fulfill the public and charitable mission for which tax-
exempt status is granted.

340B Program

In addition to spending and investment practices, policymakers have also focused on programs that
generate significant revenue for tax-exempt hospitals, most notably the 340B drug discount program,
which allows participating providers to purchase medications at rebate-discounted prices. While initially
limited to a small number of community health providers following its launch in 1992, changes to
eligibility, including the expansion of eligibility to contract pharmacies, have led to substantial growth in
the number of participating providers and the size of the 340B subsidy. A recent report from the
Congressional Budget Office (CBO) finds that the 340B program now accounts for $43.9 billion in drug
purchases, an increase of nearly 600% from $6.6 billion in 2010.*> Many drugs purchased through the
340B program are heavily marked-up. Sales of 340B drugs are an estimated $124 billion.*

Participation in 340B potentially benefits patients through reduced costs for cancer patients, lower-
income patients, and high-needs patients. However, my research finds that rather than create savings for
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patients, hospitals participating in 340B have the highest prices for administered drugs.** Relative to
Medicare’s uniform payment of average sale price (ASP) plus 6 percent, 340B hospitals charge prices of
nearly 300 percent of ASP. The profit margin on a drug administered at a 340B hospital is nearly 700
percent. Additionally, 340B-participating hospitals retain approximately 65 percent of drug spending,
which is over 40 percent more than non-340B hospitals. Other studies find the rapid growth of the 340B
program fuels consolidation and leads hospitals to acquire independent oncologists and other physicians.*’
340B costs are also passed along to enrollees through higher insurance premiums. One study estimates
that 340B increases 340B premiums by nearly $350 million per year.*

There are several options Congress could consider to help ensure that the
substantial tax benefits nonprofit hospitals receive translate into tangible
improvements for patients and communities.

I’ll conclude with several recommendations Congress could consider to address the issues I have
highlighted and ensure that nonprofit hospitals better adhere to the community benefit mission:

Strengthening Oversight of Tax-Exempt Hospital Community Benefit Obligations

High and rapidly rising prices, which differ enormously from one hospital to another but are not related to
quality or cost, and are disclosed only after the fact, combined with substantial investment accounts,
create the perception that some tax-exempt hospitals are operating with a profit motive. To ensure that
tax-exempt hospitals fulfill their charitable mission, Congress could establish defined standards for
financial assistance and benefits to the community health sector.

For example,minimum levels of charity care based on tax-exemption value, standardizing eligibility
thresholds for financial assistance, improving transparency through standardized public reporting, and
directing and funding federal agencies to monitor and enforce compliance. Congress and regulators could
also authorize intermediate sanctions, such as an excise tax, on violations, rather than terminating an
entity's tax-exemption. Bipartisan calls for these reforms already exist, reflecting a shared interest in
making sure the significant tax benefits hospitals receive translate into tangible benefits for the
communities they serve.*’

Promoting Competition and Preventing Future Harmful Consolidation

To more broadly ensure that U.S. health care markets deliver high-quality and affordable care, Congress
and federal regulators should consider policies that prevent harmful consolidation in both the delivery and
insurance systems while preserving beneficial forms of integration. This includes strengthening antitrust
scrutiny for transactions that currently fall below federal reporting thresholds, expanding site-neutral
payment policies to remove incentives for hospital-physician consolidation, and banning anticompetitive
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contract terms, like all-or-nothing clauses and anti-tiering provisions.*® Together, these steps could help
preserve competition, protect patient choice, and ensure that consolidation serves the interests of
communities rather than corporate bottom lines.

Ensuring 340B Resources are Used to Directly Benefit Patients

As a way of addressing concerns that 340B rebate dollars are not directly benefiting patients, Congress
could address several key aspects of the 340B program.* First, Congress could ensure improved
transparency on each hospital’s 340B financial benefit, and what 340B resources are spent on. Second,
Congress could narrow 340B eligibility requirements, including restricting the eligibility of non-market
contract pharmacies. Finally, 340B discounts could be extended directly to patients to lower the costs of
their medications and improve their ability to access affordable care.

Codifying and Continuing to Strengthen Price Transparency Initiatives

Congress can also consider codifying and standardizing existing price transparency policies.”* While often
opaque, current Transparency-in-Coverage (TiC) data presents an opportunity for employers, researchers,
and regulators to monitor US health care prices. Entrepreneurs can use the TiC data to design efficient
provider networks and create patient-friendly applications. Congress can ensure that hospitals report
required rates accurately and in a timely manner.

Existing employers and policymakers have already used these types of transparency data to substantially
reduce spending, while preserving quality. For example, Oregon public employees implemented a
reference-based pricing model, which achieved over $100 million in savings in its first two years,”" with
no change in hospital quality or staffing. My colleagues and I estimate that if this model were
implemented nationally, it could reduce US health care spending by over $7 billion.*? Other states have
elected to more directly apply price thresholds to all commercial prices. While these policies represent a
significant intervention into health care markets, policymakers, ranging from Indiana to Vermont, reason
that US hospital markets are currently flawed enough to warrant such intervention.
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