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The Hospital Industry
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Motivation

• US Hospital spending is internationally exceptional

• If spend is (historically) p*q:
• q – not clearly outlier
• p – suspicious

• Year-over-year growth
• Inter-market variation
• Intra-market variation
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Motivation

• Reasonable to scrutinize hospital spend and its determinants

• Nevertheless, difficult to know if marginal dollar “worth it”
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Research Questions

• Do higher-priced hospitals 
deliver better quality?

• Mortality as “canary in the coal mine”;
(arguably) most patient-centered of
quality measures

• Consider concentrated vs
unconcentrated treatment effects
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Favorite Related Study

• Do higher-priced hospitals 
deliver better quality?

• Mortality as “canary in the coal mine”;
(arguably) most patient-centered of
quality measures

• Consider concentrated vs
unconcentrated treatment effects
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Beaulieu et al: Changes in Quality of Care after Hospital Mergers and Acquisitions
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Approach
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Data

• Sources
• Health care claims from Health Care Cost Institute (HCCI) database

• Employer-sponsored coverage from Aetna, Humana, or United

• AHA survey, CMS Physician Compare, USNWR rankings
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Data

• Sample
• Inpatient admissions for “nondeferrable” conditions where patients arrive

by ambulance
• ~1/3 of inpatient admits in HCCI data

• 2008 through 2014
• Exclude admits at hospitals in Maryland, without price indices, low

volume, far from patient home ZIP
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Key Variables

• Z: Ambulance-level index of hospital prices 

• X: Price index at hospital of admission

• Y: Predicted mortality at hospital h

• HHI: Concentration of beds in 30-min radius of hospital h
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IV

• Challenge: (unobservable) sicker patients select into higher-priced
hospitals

• Monotonicity
• Probability of treatment increases with instrument
• IV: LATE, weights proportional to effect of instrument on probability of receiving 

treatment)

• Exclusion restriction
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Estimation
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Subgroup analysis: stratify sample into high v. low concentration (HHI > 4000)



Limitations

• Can’t make inferences about whether higher prices would increase 
quality

• Outcome excludes Medicare benes

• Doesn’t examine possibility of heterogenous treatment effects 
across populations served

• Uses 2SLS estimation for outcome notwithstanding relative 
rareness of mortality

• Sensitivity analysis?
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Balance
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Balance
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2 SD Increase

1 - (0.0275−-0.0102)/0.0275
= -37%
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Contributions

• Where to send Grandma

• Strengthens case for action re: monopolistic competition

• Give us pause before embracing rate-setting (or aggressive 
regulation)

• Somewhat more compelling than prior work from Beaulieu et al. 
(though also somewhat different question)
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Reflections

• I love the research question
• I love the outcome (mortality)
• I “buy” the (well-established) instrument

• But the explanation is difficult to follow if you aren’t familiar with the
instrument

• Tables need TLC

• I do not find the explanation very compelling
• I’d like to see an analysis of heterogenous treatment across 

race/ethnicity – or at least some discussion of this possibility
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