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Xiaoxi Zhao

The Effect of Medical Loss Ratio Regulation on Insurer Pricing (Job Market Paper)

The Affordable Care Act Medical Loss Ratio (MLR) regulations set a minimum requirement on the ratio
of medical spending to premium revenue, with the goal of limiting insurer profits. However, this regulation
also undermines the incentives for insurers to bargain for lower prices when negotiating prices with health
care providers. In this paper, I build a bargaining model of how the MLR constraint affects price negotiation
between insurers and providers. This model illustrates the insurer tradeoff between lower premiums and
higher service prices and reveals how bargaining for lower prices is reduced. Predictions from the model are
tested in a structural model of MLR regulation on negotiated prices and insurers’ costs using data from the
individual Health Insurance Exchange Marketplace. Estimated demand, cost, and bargaining parameters
are then used to calculate welfare effects, which suggest that the MLR regulation led to a 7.6% increase in
health service prices.

The Impact of Organizational Boundaries on Healthcare Coordination and Utilization
(with Leila Agha and Keith Marzilli Ericson)

Patients often receive healthcare from providers spread across different firms. Coordinating across organi-
zational boundaries introduces frictions, but we do not know how this impacts healthcare. We define and
measure organizational concentration: the distribution across organizations of a patient’s healthcare. Medi-
care claims show that organizational concentration varies substantially across physicians and regions, and
that patients who move to more concentrated regions have lower healthcare utilization. Our main identi-
fication strategy examines patients whose PCPs exit the local market, and instruments for their change in
concentration via mean reversion. Patients who switch to a PCP with 1 SD higher organizational concen-
tration have 11% lower healthcare utilization. This finding is robust to controlling for patients’ number and
types of providers seen. Increases in organizational concentration have no detectable effect on ED utilization
or hospitalization, but do predict improvements in diabetes care.

The Effects of Physician Vertical Integration on Referral Patterns, Patient Welfare, and Mar-
ket Dynamics
(with Christopher M. Whaley)

Vertical integration between physicians and hospitals is an increasingly common feature in the health care
provider market. It raises concerns about distorted referral patterns, higher spending, and market foreclo-
sure. In this paper, we use 100% Medicare fee-for-service data to assess how physician-hospital integration
affects patients’ choices for outpatient surgical procedures. We combine reduced-form analysis with a nested-
logit discrete choice model to estimate the effect of primary care physician groups’ vertical integration on
patients’ provider choices and welfare. Our estimates suggest that physician-hospital integration results in
a 2.5 to 7 percentage points increase, depending on procedures, in the probability of referring patients to
hospitals. Our welfare results imply that if all the PCPs become integrated, patients will pay $38 million
more out-of-pocket payment, and the total spending will increase by $191 million for the two procedures.
Vertical integration does not have a significant effect on the quality of procedures. Our analysis of the market
structure shows that ten percentage points increase in the integration rate translate into 16 to 19 points
increase in the HHI measure of PCP market concentration.
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