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Motivation

Hospital market is mostly made up of nonprofit hospitals.

The community benefits hospitals must provide to classify as a nonprofit are ambiguous.

True motives of a nonprofit hospital are unknown.

▶ Quality of care
▶ Quantity of patients
▶ Profit
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Research Question

What is a nonprofit hospital’s objective function?

▶ Exogenous fixed cost shock

▶ Analyze changes in hospital operations

▶ Test four possible objective functions
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Main Results Preview

Hospital Reactions to Fixed Cost Shock

▶ Higher seismic risk hospitals more likely to close
▶ Nonprofits increase spending on property, plant, and equipment
▶ Private nonprofits increase profitable services

Nonprofit Hospital Objectives

▶ Reject profit and pure altruism as potential objective functions
▶ Welfare implications are ambiguous
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Literature Review

Literature has mixed results about the motives of nonprofit hospitals.

▶ No difference between nonprofit and for-profit hospitals: Sloan and Vraciu (1983),
Becker and Sloan (1985), Gaumer (1986), Schlesinger and Gray (2003)

▶ Systematic differences: Horwitz (2005), Bayindir (2012), Duggan (2000)
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California’s Seismic Retrofit Mandate
New seismic safety requirement standards all general acute care hospitals must meet to
remain open.
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Basic Model

V = R+ v(q, θ, u)

pq− C(q, θ)− R− u− F ≥ 0

▶ R: net revenue
▶ q: quantity of health care provided
▶ θ: non-contractible factors
▶ u: uncompensated care

▶ C: cost function

▶ p: price

▶ F: fixed cost
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Alternative Objective Functions
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Predicted Response

V = R+ v(q, θ, u)

Profitable Uncompensated Distortionary
Care (q) Care (u) Perquisites (θ)

FPID 0 0 0
Perquisite + 0 -
Output +/- +/- +/-
Altruism - - -
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Data

Seismic Risk

▶ California
Geological
Survey

▶ Peak ground
acceleration
(pga) factor

Hospital Services

▶ OSHPD’s Annual
Utilization Report

▶ Hospital
Ownership

▶ Hospital
characteristics
from 1992-2006

Hospital Finances

▶ OSHPD’s Hospital
Annual Financial
Database

▶ Spending on
property, plant,
and equipment
from 1996-2006
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Reduced Form Approach
Hospital closures and spending on plant, property, and equipment

Yh = pgah + βXh + γc + ϵh,c
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Results for Hospital Closures

Seismic risk increases the probability of closure.

15



Results for Plant, Property, and Equipment (PPE) Spending

Seismic risk is positively related to total PPE spending.
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Reduced Form Approach
Changes in hospital operations

∆Yhct,t−n = pgah + βXhct + γc + ϵhct
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Results for Service Provision

No overall net change in service provision.
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Predicted Response

Profitable Uncompensated Distortionary
Care (q) Care (u) Perquisites (θ)

FPID 0 0 0
Perquisite + 0 -
Output +/- +/- +/-
Altruism - - -
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Results for Uncompensated Care

Nonprofit hospitals have a weak positive correlation between seismic risk and charity care.
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Predicted Response
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Results for Profitable Care

MRI use increases for nonprofit hospitals facing higher seismic risk.
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Results for Profitable Care

Higher seismic risk nonprofit hospitals increase NICU days.
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Results for Profitable Care

Cardiac surgical procedures increase with an increase in seismic risk.
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Conclusion

Hospital Reactions to Mandate

▶ Higher seismic risk hospitals more likely to close
▶ Nonprofits increase spending on property, plant, and equipment
▶ Private nonprofits increase profitable services

Nonprofit Hospital Objectives

▶ Reject FPID and altruism as potential objective functions
▶ Welfare implications are ambiguous
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Discussion

1. Unable to separate types of nonprofit hospitals

2. Do not have a measure of expected cost of the mandate for each hospital

3. Assume seismic risk is "randomly" assigned to geographically proximate hospitals

4. Find evidence of differential mandate compliance by ownership type
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