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•
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•

 

Michael A. Morrisey, Univ. of Alabama – Birmingham
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Bennet Zelner, Duke University
•
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Objectives

•
 
Comment on economics of specialization

•
 
Assess the impact of market entry by 
specialty hospitals
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Economics of Specialization

•
 

Procedural margins
•

 
Clinical efficiencies

•
 

Economies of scale
•

 
Economies of scope

•
 

Learning & 
competencies
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Number of Specialty Hospitals
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Impact of Entry

•
 

Data:  
–

 
Medicare HCRIS (“Cost Report”) data for all 
acute care hospitals for 1997-2004

–
 

County and MSA characteristics from ARF
–

 
Distribution and year of entry for ‘specialty’

 hospitals:
•

 
ASHA member hospitals, MedCath hospitals

•
 

List of specialty hospitals from Cram et al. (2005)
•

 
Web directory search 
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Impact of Entry (cont)
Three “ad hoc”

 

financial performance models:
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P = vector of output prices for market area j in time period t
Q = vector of output volume for hospital i in time period t
W = vector of input prices

 

for market area j in time period t
Z = vector of hospital and market characteristics
SPEC = specialty hospital present (‘new’

 

or ‘established’) for 
market area j in time period t
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Endogeneity of Entry
•

 
In general, entry by a new firm occurs when 
incumbent firms earn ‘above normal’

 
profit; 

thus, specialty hospital entry more likely in ‘high 
margin’

 
markets

•
 

Estimation strategy
1.

 
Panel data with fixed effects; eight-year time period

2.
 

Instrumental variables
•

 

IV = lagged MSA-level profit and state CON status, random 
effects

•

 

IV = lagged MSA-level profit, fixed effects
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Sensitivity Analyses
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Uncompensated Care
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Results Summary
1.

 
Entry of new specialty hospitals is associated with 
lower GH costs but has no revenue effect

2.
 

Presence of established specialty hospitals also 
lowers costs but has no revenue effect

3.
 

Presence of established specialty hospitals has a 
positive effect on GH profit margins; entry of new 
specialty hospitals has no effect on margins 
(possibly due to its smaller effect on costs)

•

 

IV approach produces similar findings: both new and 
established specialty hospitals are associated with higher 
GH profit margins
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