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Revenue Versus Costs

Remaining financially viable was a difficult
proposition for many hospitals long before
the economic downturn took hold. But as
the recession wears on, hospitals are facing
even greater fiscal challenges as they try
to maintain their margins. Many factors
complicate the balancing act of revenue
versus costs, from the continuing shift to

outpatient care to the expanding payment
shortfall relative to costs for Medicare and
Medicaid. Ultimately, the key may lie on the
intake side of the financial equation; one
study found that the most profitable hos-
pitals find a greater part of their advantage
over less profitable facilities from enhancing
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revenues, not from controlling costs.

There is a wide disparity between the operating margins of the most and least profitable hospitals in the
United States. When compared to the least profitable hospitals, the most profitable hospitals derive more
of their advantage from enhancing revenues than from controlling costs. More profitable hospitals spend
more for supplies, drugs, and other direct expenses than their less profitable counterparts. More profit-
able hospitals also pay higher salaries and benefits, but have more productive employees, offsetting higher

compensation levels.
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The District of Columbia has the highest
average annual level of payment per
Medicaid enrollee in a state-by-state ranking.
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COSTS BY CONDITION

The top six conditions by body system were responsible for 67% of
the total costs for all hospital stays. In 2006, circulatory conditions
accounted for the largest portion (23%) of hospitalization costs, or
$79.5 billion, although they comprised only 16% of all stays.
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CIRCULATORY COSTS

The cost for hospitalizations related to circulatory conditions was
large in 2006, with three-quarters of these costs concentrated in
six specific circulatory conditions.* However, the inflation-adjusted
cost growth for stays with these six conditions slowed consider-

ably in recent years. This chart shows the average annual growth
in total inflation-adjusted costs.
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FALLING SHORT

U.S. hospitals’ payment shortfall relative to costs for Medicare and Medicaid has continued to grow.
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OUTPATIENT RISING

Outpatient revenue at community hospitals has seen a steady increase, while inpatient revenue has seen a steady decrease, for the past
quarter century.
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