
Reining in Hospital Prices:
CAPPING HOSPITAL PAYMENTS 

The Solution 

In order to counter hospitals’ ability to leverage their market share and demand higher prices that go well beyond 
the cost of providing care, states can cap the prices hospitals are able to charge for services, often referred to as 
reference-based pricing. Capping commercial insurance payments to hospitals addresses underlying prices and 
targets monopolistic pricing practices commonly occurring in heavily-consolidated markets by directly targeting 
what hospitals are able to charge for services. They can be instituted within markets the states run or regulate, such 
as the commercial market or within state employee health plans (SEHPs). Typically, caps are tied to a percentage of 
Medicare payment rates, which brings the prices charged for hospital services more in line with the actual cost to 
provide services because Medicare rates are regularly reviewed and updated to reǷect local market conditions. With 
some states seeing hospitals charge commercial plans an average of three times what they charge Medicare, this 
policy aims to address that problem by establishing a reasonable limit, or cap, on what hospitals are able to charge 
while allowing negotiations to take place under those caps. 

The Evidence 

We modeled the impacts of commercial payment caps on patients’ cost savings and hospital Ƕnances. Our analysis 
applied commercial payment caps for both outpatient procedures and inpatient admissions and applied caps ranging 
from 100% to 400% of the rate Medicare pays in Indiana, Massachusetts, and North Carolina.

We found that, depending on the payment cap selected, pursuing commercial payment caps could result in more 
than $25.9 billion in savings for patients in those three states alone, underscoring the need for other states and 
the federal government to advance similar reforms. The table on the following page shows what patients’ savings 
would be, assuming a 100% Medicare rate cap.

People from across the political spectrum overwhelmingly support policy solutions to lower the high cost of care. 
United States of Care partnered with a research team at the Brown University Center for Advancing Health Policy 
through Research (CAHPR) to understand the cost savings associated with implementing three state policy options 
designed to lower health care costs for people and state budgets, including capping what hospitals can be paid 
charge for inpatient and outpatient services within the commercial market

In addition to saving patients’ billions of dollars, we found that these caps  would also have minimal effects on 
hospital Ƕnances, delivering a win-win-win for patients, state budgets, and the health care system more generally. Our 
analysis also evaluates the cost savings associated with advancing site neutral payment policies and banning facility fees. 

The Problem 

As provider consolidation increases, hospitals have been able to take advantage of their increased market share by 
setting their own prices and charging more for services. Patients across the country are feeling the impacts of this 
through unaffordable and increasing out-of-pocket costs and premiums. Without policy reform, hospitals will be able 
to continue to demand higher payment and engage in monopolistic behavior. 
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https://unitedstatesofcare.org/refbased-hospital-pricing/
https://www.nationalnursesunited.org/sites/default/files/nnu/graphics/documents/1120_CostChargeRatios_Report_FINAL_PP.pdf
https://www.kff.org/medicare/issue-brief/what-to-know-about-how-medicare-pays-physicians/#payment-rates
https://www.rand.org/pubs/research_reports/RRA1144-2-v2.html
https://unitedstatesofcare.org/pr-me-poll-2025/
https://www.arnoldventures.org/stories/national-poll-shows-voters-want-action-to-lower-health-care-prices
https://unitedstatesofcare.org/
https://cahpr.sph.brown.edu/
https://cahpr.sph.brown.edu/
https://unitedstatesofcare.org/wp-content/uploads/2025/07/WH_CostSavings_fullreport.pdf
https://unitedstatesofcare.org/wp-content/uploads/2025/09/Reining-In-Hospital-Prices-Site-Neutral-Payments-.pdf
https://unitedstatesofcare.org/wp-content/uploads/2025/09/Reining-In-Hospital-Prices-Limiting-Facility-Fees-For-Routine-Services.pdf
https://unitedstatesofcare.org/usofcare-westhealth-hospitalprices-july2025/


Commercial payment caps provide 
policymakers with a solution to 
meaningfully address the soaring 
hospital prices placing a larger-than-
ever Ƕnancial burden on people, 
employers, and state budgets. They 
also provide state policymakers 
with options to design the policy 
to account for their unique needs 
and market dynamics. While our analysis looked at the beneǶts of commercial payment caps, policymakers can 
also institute payment caps within SEHPs, which are both promising policies that lower prices for patients and, 
in the case of SEHPs, address potential budget shortfalls. As policymakers explore this policy, they should also 
consider how they can be paired with other policies aimed at lowering costs and limiting the harmful impacts of 
consolidation. 

The hypothetical scenario to 
the right – applicable across 
all three states – shows how 
a patient receiving a major hip 
or knee joint replacement with 
20% coinsurance could save 
more than $435 in out-of-
pocket costs from a payment 
cap at 200% of Medicare.

Our analysis found that if the payment cap amount is appropriately tailored for the state’s market conditions, this policy 
would continue to allow hospitals to remain proǶtable – while simultaneously generating savings for consumers and 
the health care system as a whole. In the three states modeled, we found that setting the cap above 200% of Medicare 
across services would account for all of these factors. 

Considerations for Policymakers

Commercial Payment Caps 

Patient Cost Savings

Patients’ out-of-
pocket cost savings State

Patients’ total 
premium reduction 

savings

Total patient 
savings 

(cumulative)

Indiana

Massachusetts

North Carolina

CUMUL ATIVE PATIENT SAVINGS ACROSS STATES

$508 million

$52 million

$487 million

$4.95 billion

$503 million

$4.75 billion

$5.46 billion

$555 million

$5.24 billion 

$11.26 billion

=

Setting

DRG (Description)

Patient OOP Spend 

Current Commercial Facility Price

Patient Coinsurance Payment (20% of Price)

Medicare Facility Payment

Commercial Facility Price Under Price Cap 
(Cap at 200%)

Patient Coinsurance Payment (20% of Price)

OOP Savings

Inpatient Hospital

470 (Major Hip/ Knee 
Joint Replacement)

20% Coinsurance

$33,301

$6,660

$15,561

$31,123

$6,224.59

$435.61

PAYMENT WITHOUT 200% CAP

PAYMENT WITH 200% CAP

Example of Patient Savings from Commercial Price Caps
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https://www.rand.org/pubs/research_reports/RRA1820-1.html
https://www.nber.org/papers/w32613
https://www.brown.edu/news/2024-12-11/payment-caps
https://unitedstatesofcare.org/wp-content/uploads/2025/02/State-Action-to-Address-Hospital-Pricing-and-Consolidation.pdf
https://unitedstatesofcare.org/usofcare-westhealth-hospitalprices-july2025/

