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Certificate-of-Need Laws:
Barriers to Lower Costs and Higher Quality

Deep J. Shah, University of Georgia

Certificate-of-Need (CON) laws restrict competition among healthcare
providers and lead to higher healthcare costs. Removing CON laws in every
state will reduce federal healthcare spending and improve healthcare quality
for every American.

Certificate-of-Need (CON) laws require providers to receive state approval before
offering a number of healthcare services. The laws reflect a belief that limiting the
number of providers reduces healthcare spending. This basic premise runs counter
to the simplest principle of economic theory, which states that costs diminish when
supply increases. CON laws, which limit
the supply of providers, have actually
raised costs nationwide and lowered
healthcare quality in many states.

KEY FACTS

* CON laws have been manipulated into

anti-competitive measures against new,
entrepreneurial providers.

The federal government should provide
incentive for states to repeal CON laws
and restrict federal funding for states
that keep them in place. To succeed in

* Approximately 65 percent of Americans
live in states with CON laws.

* Studies indicate that CON laws raise costs
by as much as 20 percent in certain states.

the new competitive climate, providers

will be compelled to offer higher quality

services at lower prices and operate more

efficiently. As the government will then pay lower fees for many health services, it
will incur savings that it can apply toward expanding the scope and availability of
government health insurance programs.

To ensure that all Americans
receive the benefit of this repeal,
state governments should levy
taxes on all new facilities that
offer hospital-type services. State
governments  should  require
these providers to contribute a
percentage of their revenue to
community reinvestment and
redistribution programs. In this
way, the government will raise new
funds from corporations—rather
than patients—to ensure improved coverage and quality. Community health boards
should use this money to build facilities in areas of need. Moreover, all providers
should be required to accept a pre-determined percentage of government-supported
and uninsured patients.

TALKING POINTS

* CON laws are anachronistic regulations from the
era of cost-based services.

* With managed care dominating health care today,
these measure fail to serve their purpose of lower-
ing health care costs.

* CON laws have actually raised costs and lowered
quality in a number of states.

rooseveltinstitution.org



Campus Chapters

active or organizing at:

American
Amherst

Arizona State
Bates

UC Berkeley
Binghamton
Brown

Carnegie Mellon
U Chicago
Claremont
Columbia
Cornell

UC Davis
Denver

Duke

George Mason
Georgetown
George Washington
U Georgia
Georgia Tech

U Hartford
Harvard

U Iowa

Towa State

Johns Hopkins
Kalamazoo

Kent State
Kenyon

Lesley

Louisiana State
Marist

U Maryland
MIT

McGill

U Michigan
Michigan State
Middlebury
UMN Twin Cities
Morehead
UNLV

UNC Chapel Hill
Northwestern
NYU

Oberlin

Ohio State

Otis

U Penn

Penn State
Pepperdine
Princeton

Rice

Rutgers

UC Santa Barbara
U South Carolina
Stanford

UTenn Chattanooga
UT Austin
Tulane

U Utah
Vanderbilt
Vassat

UVA

Wash U St. Louis
Wesleyan
Wheaton MA
Whitman

UW Madison
UW Whitewater
Yale

THE ROOSEVELT INSTITUTION

Phone: (202) 483-2515 - Fax: (202) 483-2657 + 1527 New Hampshire Avenue, NW, 4th floor, DC 20036

HISTORY
Policymakers designed CON laws for states to implement during the 1970s in an
attempt to lower surging healthcare costs nationwide. However, the federal mandate
was repealed within a few years because the measures failed to reduce aggregate
spending. Since then, some state legislatures have completely lifted the laws, while
others have selectively applied them in certain service areas.

ANALYSIS
The government has inadvertently provided existing hospitals with a monopoly over
healthcare services through Certificate of Need laws. Hospitals and other providers
can thus charge the government unnecessarily high fees for patient care. Certificate-
of-Need laws also restrict innovation and disincentivize entrepreneurial efforts to
improve health care quality and efficiency. Repealing CON laws will allow new
facilities, like ambulatory surgery centers (ASCs), and save government funds through
competition. If ASCs, which often charge lower rates for surgical procedures than
hospitals, had been widely available and used in 2001, Medicare could have saved $1
billion dollars in one year alone. Numerous studies point to the CON laws’ failure to
constrain costs in other health service sectors.

AUDIENCE
Existing healthcare providers may fear loss of revenue and eventual department
or facility closure. However, the increased government subsidies they will receive
should ease this concern. Additionally, more providers will enter the market to share
the responsibility of pro bono care. Healthcare entrepreneurs, be they businesses or
physician groups, can reasonably support this measure.

NEXT STEPS
As a separate measure to support struggling hospitals, the government should
provide significant subsidies to both old and new providers that serve low-income
populations, similar to existing disproportionate share policies.

SOURCES

“State and County Quickfacts,” United States Census Bureau, Washington, D.C., 2005, <www.
quickfacts.census.gov> (5 February 2007).

Lanning, Joyce A., Michael E. Morrisey, Robert L. Ohsfeldt, “Endogenous Hospital Regulation and Its
Effects on Hospital and Non-Hospital Expenditures,”
Journal of Regulatory Economics 3 (1991)::137-54.

Federal Trade Commission & Department of Justice, “Improving Health Care: A Dose of
Competition,” Washington, DC: Federal Trade Commission & Department of Justice, 2004.

Medical Association of Georgia, “Certificate of Need,” News from Medical Association of Georgia,
Novemnber 2006.

U.S. Department of Health and Human Services, Office of Inspector General, “Payment for Procedures
in Outpatient Departments and Ambulatory Surgery Centers,” Washington, DC: U.S. Department
of Health and Human Services, Jan. 2003).

rooseveltinstitution.org



