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Takeaways

Patients are paying more to hospitals for physician-administered drugs like chemotherapy
and other cancer treatments. Hospital systems’ growth in market power is leading to larger
markups for outpatient drugs, where patients pay three to seven times more than in other
settings of care. Meanwhile, nearly half of hospitals that qualify for substantial discounts
through the 340B Drug Pricing Program are using discounts to further consolidate their

market power, rather than making these drugs more affordable for low-income patients.

Congress should take action to alleviate the burden of high drug costs on hospital patients
by:

1. Limiting hospital mark-ups for outpatient drugs.

2. Reforming the 340B Program to improve access for patients.

3. Reducing 340B’s incentives for hospitals to consolidate.

There is a missing piece to the front-page debate over prescription drug prices. While patients
regularly pick up prescriptions at the pharmacy, many drugs are administered by physicians in a
hospital or doctor’s office. Depending on where these drugs are administered, patients could be left
paying a lot more than they should.

For example, a single round of chemotherapy costs patients over $600 in a hospital or hospital
clinic, on average. But it costs three times less in an independent physician’s office. * This disparity
is due to consolidation in the hospital industry, where hospital systems buy up other hospitals and
physician practices to gain market power and charge higher prices. And contributing to that
consolidation is the 340B Drug Pricing Program, which requires prescription drug manufacturers to

give hospitals discounts on drug purchases.

To reduce the cost that patients pay for drugs, Congress must take action. In this report, we lay out

how hospital drug mark-ups are hurting patients and offer a variety of policy solutions.

This report is part of a series called Fixing America’s Broken Hospitals, which seeks to explore and
modernize a foundation of our health care system. A raft of structural issues, including lack of competition,

misaligned incentives, and outdated safety net policies, have led to unsustainable practices. The result is



too many instances of hospitals charging unchecked prices, using questionable billing and aggressive debt
collection practices, abusing public programs, and failing to identify and serve community needs. Our work
sheds light on issues facing hospitals and advances proposals so hospitals can have a financially and

socially sustainable future.

The Problem: Hospitals are raising drug
prices.

Most medications are self-administered by an individual patient—think over-the-counter pills or
something you pick up from a pharmacist. Injectable medicines are often different, though. Some,
like insulin, can be administered by a patient, but most injectables and infused drugs are

administered by health care professionals in doctors’ offices or hospitals.

Here’s how that works: most hospitals purchase drugs and then charge patients and their
insurance. This is known as “buy and bill” reimbursement. For patients covered under Medicare,
the price is fixed, based on Medicare’s fee schedule. However, for private insurers and employer
plans, prices vary considerably. Each plan negotiates individually with hospitals, and hospitals’

market power can greatly affect the cost of these drugs.

The problem is that, under our current system, prices for hospital-administered drugs are
increasing, resulting in higher costs for patients. Hospitals are marking up prices for physician-
administered medicines by 300-700%. 2 For example, New York-Presbyterian Hospital in New
York City has pushed mark-ups to the extreme with a $55,000 price for the cancer drug Neulasta for
commercially insured patients. That is 12.5 times the average price in Medicare. From 2008 to 2021,
Medicare patients saw their prices for hospital-administered drugs increase by 14% a year, on

average. Meanwhile, the same drug prices in physician offices grew by 7%. 3

Hospitals are marking up prices for

physician-administered medicines by 300-
700%.

Another factor making the problem worse is the rising trend of hospitals acquiring physician
practices. The majority of physician-administered drugs are provided in hospitals and their
affiliated clinics—as opposed to independent doctor offices. 4 That’s an issue because Medicare

pays hospital-owned clinics between two to three times more for drug administration services



compared to independently-owned physician offices. > This means seniors with cancer are paying
hundreds of dollars more for their chemotherapy if their doctor happens to be employed by a
hospital instead of practicing independently. There is also a significant price difference for patients
with private insurance, for whom a drug infusion costs 3.2 times more and chemotherapy costs 2.7

times more in a hospital setting. 6
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Because health plans and the patients they cover are responsible for paying most of those drug

costs, some have implemented strategies to reduce those prices. For example:



« Some health plans require patients to purchase a drug from a specialty pharmacy and bring it
directly to the hospital for administration. This process is known as “brown bagging.” It takes
hospitals out of the equation for purchasing drugs to prevent high mark-ups but requires

patients to transport drugs to physician offices. It does, however, lower patient cost-sharing.

« Another strategy for health plans is to contract with a specialty pharmacy to ship the
medication to the hospital. This is known as “white bagging.” 7 This process is less of a burden
for patients compared to brown bagging, but, unfortunately, several states have enacted laws to

limit white bagging and preserve hospitals’ power to inflate drug prices.

Hospital prices increase due to consolidation.

Consolidation plays a primary role in driving prices up for health care. When hospitals gain more
market power, they can charge health plans high prices due to the lack of competition. Since two-
thirds of hospitals are now part of a consolidated health system and 60% of physicians are
employed by hospitals, it’s no wonder prescription drug prices have risen along with hospital

mergers and acquisitions. 8

High prices due to consolidation are not limited to hospital-administered drugs. Other services
such as routine doctor visits, labs and tests, and minor procedures are significantly more expensive
in hospital systems than independent offices. 9 As prices rise for drug administration and other
hospital services, patients are left behind with higher costs. Employers providing health insurance
benefits to over half of Americans must raise premiums to pay these higher prices, and patients’

out-of-pocket costs increase.

As prices rise for drug administration and
other hospital services, patients are left
behind with higher costs.

One major driver for consolidation is the 340B Drug Pricing Program. The program, created in
1992, requires prescription drug manufacturers to give eligible health care providers discounts on
medications, where hospitals keep the difference between the discounted price and what they
charge health plans. 1° It is an essential program that gives financial hospitals and other health
care providers operating in low-income communities. However, 340B is failing to extend drug

affordability to patients in hospitals enrolled in the program. Due to massive growth in the last



decade, 340B is the second largest federal drug program behind Medicare Part D, and greater than
Medicare Part B and Medicaid. 1!

For an overview of the 340B Drug Pricing Program, click here.

The 340B Program has proven to be very lucrative for hospitals, providing $60 billion in discounted
sales annually. Because of that, hospitals increasingly look to maximize these discounts through
mergers and acquisitions. When a 340B hospital acquires a clinic or physician office, they may
convert them into a 340B “child site.” These sites become eligible to receive 340B discounts from
drugs prescribed to their patients. However, the bulk of child sites are located in wealthier, and less
diverse communities with a higher number of commercially-insured patients. 12 Because their
insurance pays more for drugs than Medicare and Medicaid, they are more lucrative to hospitals—
the more expensive the drug, the larger discount they get to keep. In their policy approaches to
reduce the cost of care, the Congressional Budget Office highlighted 340B’s role in driving

consolidation. 13

Unlike other health care providers in 340B, like community health centers and Ryan-White clinics,
hospitals have no requirement to share discounts with patients. Instead, they’re inflating prices for
those low-income patients. A recent study from the UC Berkley School of Public Health found that
hospitals in the 340B program are charging 300% of the cost of what they paid for infusion

drugs. 4 According to a report from the North Carolina State Treasurer last May, hospitals are
charging patients 3.5 times the acquisition cost of cancer drugs. For 340B hospitals in North
Carolina, though, the mark-up is 5.4 times the hospitals’ cost. !> Another study found that 340B

hospitals are marking up cancer drugs up to 11 times. 16

Unlike other health care providers, like
community health centers and Ryan-White
clinics, hospitals have no requirement to
share discounts with patients.


https://www.thirdway.org/report/fixing-a-critical-safety-net-program-340b

The Solution: Lower drug prices through
hospital payment reforms.

Congress needs to reform the system that incentivizes hospitals to inflate the cost of drugs.
Whether a drug is picked up at a pharmacy counter or administered by a doctor, patients need relief.
Below, we outline three areas where Congress can protect patients from paying too much for drugs

administered in hospitals:

First, limit hospital high prices for outpatient drugs. In hospitals and their affiliated clinics,
physician-administered drugs should cost patients the same amount as an independent physician’s
office. The Lower Costs, More Transparency Act would make that the case for patients visiting
hospital outpatient departments located separate from the main hospital campus. That bill passed
the House last Congress and would have saved Medicare $3.7 billion over a decade if enacted into
law. Congress should also go further and apply this policy to outpatient departments located on a
hospital’s campus. This expanded approach is part of a proposal from Senator Bill Cassidy (R-LA)
and Maggie Hassan (D-NH). 7 Beyond Medicare, patients with private insurance should also be
protected from paying inflated prices by limiting the use of hospital facility fees for outpatient

care. 18 These policies would reduce, in part, hospitals’ incentives to buy up physician practices.

Second, reform the 340B Drug Pricing Program to improve access for patients. Hospitals who are
part of 340B should have the same requirements as other providers, like community health centers,
to ensure patients are benefiting from the program. The 340B Affording Care for Communities &
Ensuring a Strong Safety-Net (ACCESS) Act, introduced last year by Representatives Larry Bucshon
(R-IN), Buddy Carter (R-GA), and Diana Harshbarger (R-TN), would require 340B hospitals to
provide minimum levels of charity care to low-income patients and ban the use of aggressive
medical debt collection practices. ' Under this legislation, patients up to 200% of the federal
poverty level would qualify for charity care based on a sliding scale. The bill’s provisions would
apply to prescriptions made by 340B hospitals and were picked up by the patient at the pharmacy
counter. Patients would also be protected from hospitals’ use of aggressive medical debt collection

practices, such as suing patients and garnishing their wages, under the 340B ACCESS Act.

Third, reduce 340B’s incentives for consolidation. If a hospital-owned clinic is going to be eligible
as a 340B child site, it should have stronger standards for participation. The 340B ACCESS Act would
create standards to serve low-income communities to ensure clinics in wealthier and less diverse
areas do not qualify for the program. Child sites under 340B would also need to meet the same
charity care requirements as their parent hospital under this legislation and provide medical

services beyond dispensing drugs.



What about rural hospitals?

When evaluating policies to reduce the cost of hospital care, policymakers need to ensure that
access in rural communities does not suffer. As we’ve previously written, the Lower Costs, More
Transparency Act’s provisions for reducing hospital payments for drug administration services
would only affect 0.1% of rural outpatient spending. 2° The legislation only applies to hospital-
owned clinics separate from the hospital campus, which are less common in rural areas. Further, it
would not take effect for rural hospitals for five years after the bill’s enactment. While the Cassidy-
Hassan proposal applies to on-campus, outpatient locations, the framework includes significant
investments in rural and other high-needs hospitals that would not only offset the minor

reductions in payments but would leave them with more funding in total.

Under the 340B reform proposals discussed in this report, rural hospitals would abide by the same
requirements as other 340B hospitals. As a result, patients living in rural areas would see lower
costs. Meanwhile, the 340B ACCESS Act would expand the number of rural hospitals eligible for the
program. Rural Emergency Hospitals, with the designation created in 2021 to prevent rural hospital
closures, are not part of 340B. While hospitals are still obtaining this designation, more than 1,500
hospitals qualify, including Critical Access Hospitals, but the lack of 340B qualification might be a

disincentive. *! This bill corrects that by including these hospitals in the program.

Conclusion

As health care costs continue to rise and become more burdensome for patients and American
families, Congress should work to enact policies to make health care more affordable. Addressing

high drug prices in hospitals should be a bipartisan effort.

With consolidation being a primary driver in rising health care costs, bolstering competition
through the proposed reforms would lower out-of-pocket costs for patients, reduce the cost-

burden for providing coverage for employers, and achieve significant savings to taxpayers.
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