
Health care spending accounts for 16 per-
cent of the nation’s gross domestic product 
(GDP) and hospital expenditures comprise 
31 percent of total health care expenditures.1 
While the hospital price growth rate has 
declined slightly in recent years, some posit 
that increased competition and choice in 
health care markets may further lower hospi-
tal prices without compromising the quality 
of care.2 Thus, competition may promote 
cost efficiency and improve the value of 
care. Physician-owned, single specialty hos-
pitals (SSHs)—hospitals that provide care 
related to one service line, often cardiology, 
orthopedics, or surgery—have been lauded 
by some as a way to promote such competi-
tion within local health care markets, and 
subsequently decrease costs and improve 
quality.3

The ability of specialty hospitals to lower 
health care costs and improve quality has 
been hotly debated. Proponents of SSHs 
believe that they increase choice, are more 
efficient than full-service hospitals, and 
provide higher quality care due to greater 
specialization. Opponents of SSHs, on the 

other hand, purport that SSHs limit full-ser-
vice hospitals’ ability to cross-subsidize less 
profitable service lines with more profitable 
service lines, serve healthier and wealthier 
patients, and encourage physicians to refer 
patients to SSHs in which they have a finan-
cial interest.  

To inform the debate and policymak-
ers’ decisions regarding SSHs, Kathleen 
Carey, Ph.D., associate professor at Boston 
University School of Public Health, and col-
leagues examined whether physician-owned 
SSHs were more cost efficient than their 
full-service competitors. Carey notes, “we 
aimed to apply economic models of cost 
efficiency to better understand whether 
SSHs were in fact more cost efficient than 
the community hospitals with whom they 
were competing in the same local markets.” 
The researchers compared the cost efficien-
cy of SSHs to competing full-service hospi-
tals within the same hospital referral region 
(HRR) and concluded that overall, SSHs 
were less cost efficient than their full-service 
competitors. 
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key findings

•	Overall, single specialty hospitals 
(SSHs) are not more cost efficient 
than competing, full-service, acute care 
hospitals.

•	There was not a significant difference 
between cardiac SSH and full-service 
hospital cost inefficiency.

•	There was a significant difference 
between orthopedic/surgical SSH and 
full-service hospital cost inefficiency.
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Characteristics of Single Specialty 
Hospitals
While the number of SSHs entering the 
market tripled between 1990 and 2003, 
market penetration has occurred primarily 
in states without certificate of need (CON) 
laws that would require a proven com-
munity need for new health care facilities 
or technologies.4 Single specialty hospitals 
differ from full-service hospitals in that 
they tend to have fewer hospital beds and 
lack an emergency department (ED).5 In 
addition, many SSHs do not support medi-
cal student or resident training and are for-
profit organizations.

As SSHs are owned in part by physicians, 
there is concern that physicians self-refer 
patients to SSHs in which they have a 
financial interest.6 While Stark laws pro-
hibit physicians from referring Medicare 
and Medicaid beneficiaries to health care 
facilities in which they have a financial inter-
est, many SSHs are exempt as a result of 
an exception allowing physicians to refer 
patients to an entity if they have a financial 
interest in the entire hospital and not just 
an ancillary service, such as a clinical labora-
tory.7 As SSHs focus on a particular service 
line, some believe that the whole hospital 
exemption should not apply to SSHs.

Concerns about the behavior of SSHs and 
the incentive for physicians to self-refer 
patients prompted Congress—as a part 
of the Medicare Modernization Act of 
2003—to levy a three year moratorium on 
reimbursement to new SSHs. In addition, 
Congress charged the Department of Health 
and Human Services (DHHS) and the 
Medicare Payment Advisory Commission 
(MedPAC) with examining the behaviors of 
SSHs in terms of quality, physician referral 
patterns, the provision of uncompensated 
care, and payment.8 Specifically, MedPAC 
examined the relative costs of SSHs to 
full-service hospitals. Since the moratorium 
ended in 2006, SSH market entry is expect-
ed to increase, despite the lack of evidence 
supporting the claims of SSH proponents 
and opponents.9,10

Methodology
Carey and colleagues conducted a longitudinal 
study that compared the cost efficiency of 
SSHs and competing full-service, acute care 
hospitals between 1998 and 2004, a period 
marked by high SSH growth. Using each 
state’s respective hospital association and an 
internet search, the researchers identified 34 
SSHs in Texas, Arizona, and California. These 
states had high SSH market penetration and 
had experienced high SSH growth during the 
study period. After identifying SSHs in each 
state, the researchers identified 355 full-service 
hospitals within the same hospital referral 
region (HRR), as defined by the Dartmouth 
Atlas of Health Care, to compare cost effi-
ciency. 

Using data from the Medicare Cost Reports, 
the American Hospital Association Annual 
Survey Database, and state administrative 
data, the researchers used stochastic frontier 
regression analysis (SFA) to estimate the hos-
pital cost function, which models the relation-
ship between hospital costs of production and 
outputs. The researchers designated hospital 
costs as the dependent variable, excluding 
capital investment costs and non-reimbursable 
costs unrelated to hospital care, and the total 
number of discharges and outpatient visits as 
the output variables. 

Using SFA allowed the researchers to exam-
ine the overall cost inefficiency of SSHs. The 
cost inefficiency of care is the percent dif-
ference in the cost of care at SSHs and the 

lowest possible cost of care for all hospitals 
within a distinct location. The researchers 
determined the lowest cost of care for a 
particular area by examining the costs of all 
hospitals within that location. Simply stated, 
the cost inefficiency of care is the difference 
between SSHs’ observed cost of care and the 
region’s “best practice” cost of care. To iso-
late the relative cost efficiency, Carey and col-
leagues controlled for the factors listed below, 
often using proxy measures: 

•	 Competitiveness of the local market 

•	 Fixed costs

•	 Health system affiliation

•	 Hospital ownership status

•	 Labor costs

•	 Quality

•	 Severity of cases

•	 Teaching status  

The researchers opted to treat orthopedic 
and surgical hospitals as one specialty due 
to the similarities in characteristics. 

Findings
The researchers found that overall SSHs 
were less efficient than their full-service 
competitors. The chart below compares 
the cost inefficiencies of SSHs—both sepa-
rately and in aggregate—and full-service 
hospitals. A cost inefficiency of zero repre-
sents the “best practice” cost of care. 

findings brief  —  Changes in Health Care Financing & Organization (HCFO)	            page 2 	

 Cost Inefficiency of Full-Service and Specialty Hospitals
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Collectively, SSHs were more cost inefficient 
than full-service hospitals, 42.9 percent to 27.4 
percent respectively. This difference, however, 
was driven largely by the high cost inefficiency 
of orthopedic and surgical SSHs. In contrast, 
there was no significant difference between 
the cost inefficiency of full-service hospitals 
and cardiac SSHs. This lack of significance 
may be due in part to the number of obser-
vations or because cardiac SSHs are more 
similar to full-service hospitals than orthope-
dic and surgical SSHs. Cardiac SSHs tend to 
have more hospital beds and a smaller share 
of physician ownership than orthopedic and 
surgical SSHs.11 

When examining the effect of the control 
variables on cost, the researchers found 
that the competitiveness of a market did 
not significantly affect costs. This finding 
contradicts the claim that SSHs encourage 
competing full-service hospitals to improve 
cost efficiency. In addition, the findings 
suggest that for-profit hospitals are more 
cost efficient than not-for-profit and public 
hospitals, which is surprising considering 
that the majority of SSHs are for-profit. 
Future research to determine reasons for 
this discrepancy is necessary.  

Policy Implications
Although Carey and colleagues used a dif-
ferent analytic approach than MedPAC, the 
researchers came to a similar conclusion, 
providing further support that physician-
owned SSHs are no more cost efficient 
than full-service hospitals.12,13 Due to the 
difference in cost efficiency between cardi-

ac SSHs and surgical and orthopedic SSHs, 
the researchers suggest that policymakers 
distinguish between the three types of 
SSHs when considering and proposing new 
policies related to SSHs. 

Carey notes, “Policymakers should not 
embrace the assumption that physician-
owned SSHs produce patient care more 
efficiently than their full-service hospital 
competitors. However, the efficiency differ-
ences across types of SSHs suggest that pol-
icymakers should remain open to the notion 
that SSHs are not all alike, and should not 
necessarily be treated in the same way.”

For more information, please contact 
Kathleen Carey, Ph.D., at kcarey@bu.edu. 
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