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Payment to hospitals and physicians for healthcare services in the
United States are based on two primary components: 1) the charges
rendered for the service delivered, and 2) the amount reimbursed by
the payer. The structure for charges and reimbursement patterns are
independent and unrelated to one another. As a consequence, a gap is
created between the amount that hospitals and physicians charge for a
service and the amount that is paid for that service [1].

To further add to the complexity, there is also a substantial gradient
in the amount paid for a service depending upon the payer source [1].
For example, among the three primary payer sources in the United
States (governmental, commercial health insurance payers, and direct
payment from the patient), Medicaid and Medicare pay less than the
cost of inpatient hospital services (87% and 89% respectively) while
commercial health insurance companies pay approximately 130% of
the cost of inpatient hospital services [2]. Patients pay personally for
hospital and physician services when there is a deductible, co-pay, or
if they have no government or commercial health insurance coverage
[3]. In effect, the highest amount is often paid out of pocket by patients
who are often the least able to afford it [4,5].

This circumstance emanates from the common, yet poorly
understood health care billing practices known as surprise medical
billing (SMB) and out of network (OON) billing. SMB occurs when
patients attend in-network hospitals but are treated by out-of-network
physicians, [6] while OON billing arises when a patient receives care
from a provider not included in the insurance plan network [7].
Patients subjected to SMB and OON charges typically pay the greatest
amount for services and have little ability to negotiate payment [4].
Critics refer to this situation as price gouging: the practice of setting
prices for services at unfair levels and typically implying exploitative
practices [8].

Price gouging has been described as extortion by health care
organizations [9] and denounced because it can cause significant
financial hardship for patients [10]. The Federal Reserve reported that
44% of Americans would not be able to cover an unexpected $400
expense [11], while a study in the New England Journal of Medicine
revealed that 1 in 5 of emergency department visits involved SMB
with an average cost of $600 [1]. Moreover, a 2016 report by the
Kaiser Family Foundation found that approximately a quarter of the
population had problems paying medical bills in the past year [12]
and a study in the American Journal of Medicine found that almost
half of bankruptcies in the United States are associated with medical
billing [13].

Price gouging in health care differs from price gouging in
other industries. In health care, prices are established using a
comprehensive list with tens of thousands of potentially billable
items. This list is known as a charge master. However, providers rarely
carry out regular reviews of their charge master prices [14], resulting
in a major disconnect between costs and charges. This gap occurs
because hospital and physician charge master lists are usually set with
unrealistically high prices. Government payers impose much lower
payments and commercial payers negotiate reduced payments. The
patient is unfortunately caught in the middle of a poorly designed
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payer system and usually does not know his or her rights or how
to navigate through it, leaving patients without health insurance
vulnerable to paying the highest amount for care. Charge master
pricing patterns have evolved over several decades and most hospital
prices today do not have a reasonable relationship to the cost of care
[14]. Price gouging does not reflect any reasonable value proposition
for health care organizations nor is it ethical to perpetuate.

It is an expeditious time for health care leaders to fix this problem.
Strategies to proactively address price gouging include: 1) developing
a coherent plan to meet the total financial requirements of the
organization while avoiding an unfair burden upon those least able to
afford health care; 2) ensuring that charge master prices are based on
sensible cost recovery rates rather than hyper inflated fees that bear no
relation to costs or third-party payment schedules; and 3) creating a
value proposition that can be understood by all patients.

If provider organizations fail to proactively address price gouging,
state legislatures appear willing to impose a solution on health care
providers. Bills to regulate price gouging have been introduced in
most states and enacted in six states [15]. Leaving this issue to be
resolved by state legislatures is not ideal for providers or patients.

Price gouging is an unseemly tradition and should be carefully
scrutinized by hospital and physician leaders. Shining a light on
price gouging will provide deeper insight into what it represents,
how it works, and why hospitals and physicians should discontinue
the practice. SMB has been viewed for too long as a problem without
a solution and continuing its practice will greatly jeopardize the
reputation and integrity of providers by the communities that trust
them to do the right thing.
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