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Hospitals Face New 
Price Pressures 

BY J A N E H I E B E R T . W H I T E 

ospitaJs find themselves in an increas
ingly competitive environment, facing 
price pressures from both the private 
and the public payer sectors. "The 

funding environment out there is tough and get
ting tougher," said James D. Bentley, American 
Hospital Association (AHA) senior vice president, 
in an interview. What does this tough environment 
portend for hospitals, for their safety-net mission, 
and for the prospects of expanding the healthcare 
safety net to more of America's uninsured? 

RESPONSE TO MARKET PRESSURES 
As hospitals face price pressures from private-sec
tor payers and a price freeze from Medicare under 
the new Balanced Budget Act (BBA), they will 
need to redouble their efforts to cut costs. 
Although most hospitals are currently posting 
large positive margins, analysts wonder what 
impact such price pressures will have on future 
margins. According to Gerard Anderson, professor 
of economics at Johns Hopkins University, the 
current data show no "large categories of hospitals 
that are doing poorly. What's happening, howev
er, is that, in order to maintain these margins, hos
pitals are having to adapt at a much faster pace 
than they have in the past. They have to jump 
through many more hoops. In the end, it looks 
like they're doing fine, but they have had to work a 
lot harder. 

"It is not clear whether hospitals will be able to 
find productivity gains to maintain these profit 
margins," said Anderson, who is director of the 
Center for Hospital Finance and Management at 
Hopkins. 

For Catholic hospitals, price pressure means 
becoming "much more efficient at what we're 
doing—cutting costs, but not in a way that jeopar
dizes patient care or our mission," said William 
Cox, executive vice president of the Catholic 
Health Association (CHA), in an interview. "By 
restructuring themselves—developing coalitions 
with other Catholic healthcare organizations, with 
other non-Catholic healthcare organizations, and 
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with physician groups—they should theoretically 
become more efficient while retaining their capaci
ty to fulfill their missions. Hospitals are going to 
have to change. They can't maintain the status 
quo," Cox warned. 

Yet for all the merging and collaborating that 
has already taken place among hospitals, there has 
to date been little effect on hospital occupancy 
rates. The merging has yet to squeeze out excess 
hospital capacity across the United States. "I think 
it takes a while for competition to have an effect on 
capacity," Cox said. "Hospitals are very resilient 
organizations. There are a lot of steps they can 
take before reducing capacity." 

Bruce Vladeck, who recently left his post as 
administrator of the Health Care Financing 
Administration (HCFA), looks at hospital occu
pancy from a community perspective. "To talk 
about cutting hospital capacity by 30 to 40 percent 
is a meaningless statement," he said in an inter
view. "We don't work in die aggregate. Hospitals 
are tied to communities and to individual health
care. While the number of one-hospital towns and 
counties is clearly going to increase [due to market 
pressures and mergers], I don't see the number of 
z^ro-hospital counties growing." For now, "the 
big guys are buying up the little guys and not clos
ing them. They're putting capital back into them 
to form a beachhead in new markets, dump their 
second-best surgeon there, and so o n , " said 
Vladeck. But a significant reduction in hospital 
capacity is not yet part of the picture, he maintains. 

Indeed, new data show that as hospital mergers 
take place in more highly concentrated healthcare 
markets, the price savings that accrue to the local 
healthcare consumer remain minimal or even nega
tive—which raises questions about the consumer 
benefit of such merger activity. Results from a 
national study of 122 horizontal hospital mergers 
between 1986 and 1994 show that both the mean 
price and cost increases among the merging hospi
tals were about 7 percent lower than for nonmerg-
ing hospitals.' However, mergers in more concen
trated healthcare market areas had a slight price 
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increase (1.4 percent) instead of a price decrease. 
The researchers, led by economist Robert Connor 
of the University of Minnesota, conclude: "Con
sidering these two opposing trends, healthcare 
markets With a balance of market power between 
providers and purchasers, either with a few large 
providers who face aggressive price negotiation 
from a few large buyers or with many smaller 
providers competing for the business of many 
smaller buyers, may have lower prices than those 
markets where providers' market power exceeds 
buyers' market power." 

MAINTAINING MISSION 
Hospitals that seek to maintain their safety-net 
mission as providers of care to the poor, the unin
sured, and the underinsured are especially vulnera
ble to the new price pressures. AHA's Bentley 
pointed to die cuts in disproportionate share hos
pital ( D S H ) payments under Medicare and 
Medicaid in the BBA as a harbinger of bad news 
for safety-net hospitals: "The social message here is 
that it is okay to cut funding for the uninsured. 
This strikes us as a pretty' scary message. In a diffi
cult revenue climate, it now appears to have, on 
the surface, an anti-uninsured funding climate." 
Bentley acknowledged that "part of the reason 
Congress did that is that they were not satisfied 
with the DSH program. But this sends a mixed 
message" to healthcare providers and the 
American people. 

CHA's Cox, who is also concerned about the 
DSH funding cuts, said, "No one is really looking 
at the impact these cuts could have on hospitals 
serving disproportionately large number of poor 
and uninsured people. We need to keep a careful 
eye on those facilities; there could be an impact in 
terms of the access uninsured people have to 
healthcare." 

Even before these cuts in DSH funding take 
effect, overall access to healthcare appears to be 
declining. A new national survey found that 24 
percent of American families reported more diffi
culty than three years previously in getting medical 
care. The figure was 30 percent for families with 
incomes below the poverty' line. The survey also 
found that more people without insurance (43 
percent) reported more difficulty in getting access 
to healthcare (only 21 percent with private health 
insurance reported more difficulty). The survey 
was part of the large Community Tracking Study 
conducted by the Center for Studying Health 
System Change, a Washington, DC-based research 
group funded by the Robert Wood Johnson 
Foundation. The survey was conducted in 1996 
and 1997 and included 43,771 persons in 23,554 
families.2 
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another measure of the strength of the healthcare 
safety net, also shows a darkening picture. Peter J. 
Cunningham and Ha T. Tu, researchers for the 
Center for Studying Health System Change, 
reported that despite an increase in the number of 
uninsured people, hospital uncompensated care 
costs have stagnated in the 1990s. During the 
1980s, uncompensated care costs rose substantial
ly. The researchers also found diat uncompensated 
care costs in the 1990s have become more concen
trated among public hospitals and others that pro
vide disproportionately high levels of uncompen
sated care, thus qualifying for DSH funding. 

In looking at the overall slowdown in and con
centration of hospital uncompensated care costs 
among select providers, Cunningham and Tu 
write: "Perhaps the most plausible explanation is 
that market pressures faced by hospitals have con
strained their ability and willingness to provide 
uncompensated care in recent years."3 They warn: 
"If private hospitals become increasingly limited in 
their ability and willingness to provide uncompen
sated care, it will be difficult for public hospitals to 
make up the difference." 

A study by researchers at RAND confirms that 
as competitive market pressure mounts, hospital 
uncompensated care levels may be threatened. 
Overall, hospital uncompensated care increased 
from $6.1 billion in 1983 to $17.5 billion in 1995. 
In real terms, this represents a 150 percent increase 
in uncompensated care costs for the nation's hos
pitals. However, if one looks at uncompensated 
care costs per uninsured person, the trend line is 
down. The RAND researchers report that "for 
every dollar of uncompensated costs per insured 
person, thirty-six cents of uncompensated care 
were generated per uninsured person in 1994 ver
sus forty-two cents in 1984."4 

Joyce Mann and her RAND colleagues then 
looked at uncompensated care trends according to 
levels of competition and health maintenance orga
nization ( H M O ) penetrat ion in local areas. 
Although they found increased levels of uncom
pensated care in the more competitive markets, 
they noted diat hospitals in such markets tend to 
be bigger in size, to be located in large cities, to 
have a larger Medicaid mix, and to include more 
public and major teaching hospitals—precisely 
those hospitals that tend to provide more uncom
pensated care. Thus, on average, uncompensated 
care accounted for 7.4 percent of expenses among 
hospitals in the most competitive markets, com
pared with 5.3 percent in the least competitive 
markets. 

However, the researchers also found that "on 
average, uncompensated care takes up a smaller 
portion of hospital expenses in areas with more 
extensive H M O penetration (7.6 percent versus 
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10.5 percent in less competitive markets.)" Thus 
Mann and her colleagues conclude, "It is not nec
essarily competition per se that will induce reduc
tions in uncompensated care. Rather, it is the com
bination of competition plus greater price sensitivi
ty introduced by managed care that could lead to 
pressures to slow the growth of uncompensated 
care." Indeed, the researchers found that "the 
greater the degree of HMO penetration, the lower 
the provision of uncompensated care relative to 
the hospital's size, with the effect being stronger in 
the most competitive markets." 

CHA's Cox anticipates an increased need for 
hospitals to maintain a safety-net mission: 
"Because of price competition in healthcare, man
aged care's ability to reduce cost-shifting, and the 
capacity of insurers generally to risk select, we're 
going to see a continuing increase in the unin
sured, despite efforts being made in the context of 
the current [federal] budget" to insure more chil
dren. 

AHA's Bentley suggests that all hospitals need 
to be concerned about maintaining the safety net, 
not just the large, public, traditional "safety-net 
hospitals." He warned, "If nonsafety-net hospitals 
don't do anything [to help with the problem of 
the uninsured], it puts your local safety-net hospi
tal at greater risk" of financial failure. This could 
then lead to greater problems with access to care 
and increased strain on other local hospitals. The 
good news, however, is that so far "we don't see 
any dramatic reductions in 1996 of hospitals aban
doning their traditional mission," said Johns 
Hopkins's Anderson, who has kept tabs on the lat
est hospital financial trends. 

PROSPECTS FOR EXPANDING COVERAGE 
Policymakers and policy analysts alike find the 
prospects for expanding the safety net of health
care coverage to more uninsured Americans rather 
slim as we enter 1998. Even though the BBA 
extends insurance coverage to more children, for
mer HCFA Administrator Vladeck said, "I think 
we'll be hard-pressed to keep what we've got [in 
terms of the percentage of insured Americans]— 
especially if the economy goes south." On the day 
of the Vladeck interview, the Dow Jones Index 
dropped 550 points. Vladeck noted that a strong 
economy has helped insurance projections to date. 
Now, with the market more questionable, the 
prospects for broadening healthcare coverage are 
less bright. Said Vladeck, "The scary thing is that 
these economic times are as good as one can have 
for awhile . . . . And we've made no dent in the 
number of uninsured." 

Gail Wilensky, former HCFA administrator 
under President George Bush and the current 
chairperson of the Medicare Prospective Payment 
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Assessment Commission (MedPAC), said in an 
interview that the insurance expansions for chil
dren in the BBA tend to fill in the healthcare insur
ance gaps in an uneven manner. The BBA aims to 
insure children in families with incomes up to 300 
percent above the federal poverty line. "I wish they 
had filled in all the poverty gaps before moving to 
200 to 300 percent of the poverty level. I'm con
cerned about a program that doesn't do it for all" 
Americans and leaves out many adults below the 
poverty level, she said. 

Children represented a politically palatable 
group to receive expanded healthcare coverage. 
Going beyond children will be more difficult. 
Economist Robert Reischauer, director of the 
Congressional Budget Office during the 1993-94 
healthcare reform debate and currently a senior fel
low at the Brookings Institution, said in an inter
view: "We've already taken a major step for the 
most sympathetic of the uninsured, and it will take 
some time to digest that step. Expanding coverage 
to other groups is more problematic and will be 
more contentious." He added: "The data show 
that most of the growth of the uninsured occurred 
among children anyway. And numbers are what 
keep the debate alive . . . though one can always 
argue with the numbers." 

Part of the problem with expanding coverage to 
uninsured adults is that "it is harder to define who 
the people are," said AHA's Bentley. "It is harder 
to make sure we're not just substituting one 
stream of money for another; and it is harder to 
administer." Among the groups that some policy
makers are considering are the temporarily unem
ployed and the early retiree population. Rep. 
Fortney H. "Pete" Stark, D-CA, for example, is 
drafting a bill that would begin to let people buy 
into Medicare. Said Bentley, "He's trying and gets 
high marks for effort, but the implementation side 
is tough." 

CHA remains committed to universal healthcare 
coverage. However, "this is not a position that 
garners a great deal of interest on Capitol Hill right 
now," said Cox. "So we've been focusing on ways 
to expand access and coverage incrementally." For 
instance, CHA is encouraging member hospitals 
to become actively involved in making sure that 
children get signed up for the new State Health 
Insurance Program authorized by the BBA. 

Princeton economist Uwe Reinhardt predicted 
in an interview that "capitated managed care is the 
only hope we have to ever have universal cover
age." Although Reinhardt believes that "Ameri
cans are unusually nice people and that there is a 
largeness in the American soul that is astounding, 
ultimately politicians need budgetary closure at the 
beginning of the year. They need to know how 
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will explore what it means to be 
accountable for a ministry and what 
resources should be available to lay 
leaders for their personal and ministerial 
development. 

The meeting will begin to identify the 
core elements sponsors must value, 
regardless of the "who" or "how" of 
sponsorship. One of the core elements of 
sponsorship may well be a deeper ground
ing in the theology of ministry. But CHA, 
rather than assuming this, will respond 
with appropriate resources after the needs 
are identified by the process. 

The January meeting will also incorpo
rate the foundational work accomplished 
at CHA's Sponsor Forum a year ago. We 
believe that, although it is tempting to 

seek quick answers, facile responses to 
complex questions about ministry and 
sponsorship are likely to be unproductive 
in the long run. CHA's role is to facilitate 
an evolving process (after all, the Church 
has debated questions regarding ministry 
for centuries). We believe that careful 
exploration of the skills and experiences 
of successful sponsors will provide a 
strong foundation to sustain healthcare as 
a ministry of the Church into the next 
millennium. • 

J£tT For more information, contact Joanne 
Elden Beale at 201-296-6315 (jbeale® 
chausa.org) or Sr. Barbara McMullen at 314-
253-3420 (bmcmull@chausa.org). 
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PRICE PRESSURES 
Continued from page 12 

much kindness will cost them." Hence 
the attraction of capitated managed 
care, where one can tell the politician 
what healthcare costs to expect. Rein-
hardt bolsters his case by pointing to 
the growth of Medicaid managed care: 
"Until that deal came along, Medicaid 
didn't expand. Now it's expanding in 
some states." 

However, all predictions, even those 
made by seasoned policymakers and 
expert policy observers, are fraught 
with risk. "I had predicted the number 
of uninsured would go d o w n , " 
Reischauer wryly observed, "so I'm 
still smarting from being wrong." 

As we enter 1998, the message from 
Washington policy observers seems to 
be: 

• Redouble your efforts on cost cut
ting 

• Watch closely to see what impact 
all the reforms in the BBA have on the 
healrii system 

• Do not expect any major policy 
changes anytime soon 

Incremental reform continues to be 
the watchword. The healthcare reform 
debate on universal coverage "was a 
very bitter experience for a lot of peo
ple on both sides of the issue," said 
Cox. But, ever hopeful, Cox suggest
ed that if the Medicare Health Care 
Reform Commission set up by the 
BBA really does delve into the issue of 
reforming health insurance for the 
elderly, "it may not be able to avoid 
getting back into larger discussions of 
the un insu red . " • 
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