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Forward  

 
The Massachusetts Council of C ommunity Hospitals commissioned Dr. 
Edward Moscovitch, Cape Ann Economics, to conduct this research 
for the following purposes:  

 examine the economic position of community hospitals versus 
the nation, using the only consistent cost and revenue 

reporting too l available - The Medicare Cost Report (MCR);  

 understand the cost and revenue differences, if any, for 
secondary care patients seen in a community hospital 
setting versus a teaching setting;  

 examine the implications of the current state of the 
community hos pital sector in the context of expected rising 
demand and the sectorsô ability to meet those rising needs. 

 
 Since this report was commissioned, Massachusetts State 
Government, in March 2010, has sought to understand the drivers 
of provider cost and insure rôs premium increase. They have 
implemented emergency controls over certain premium increases for 
private insurers and are focused on developing an approach to 
implementing Accountable Care Organizations (ACOôs) as the 
vehicle to better align the incentive s that drive costs for 

consumers, physicians, hospitals and other providers.  
 
 The findings in this report give fair warning that our community 
hospital sector, while providing high value at a reasonable cost, 
is being neglected in the competition for capi tal that allows 
them to remain cost effective and relevant to their patients and 
local communities. By implication, the inappropriate use of rate 
controls and/ or the failure to understand and provide for the 
transition costs needed to allow community hosp itals to accept 
risk in an Accountable Care Organization model can compromise the 
ability of a community hospital to even exist.  
 
 While we want our community hospitals to continue to be 
successful in fulfilling their mission, we must acknowledge the 
impor tance of our teaching hospitals being successful in their 

mission. All have been valuable partners with the community 
hospital sector. The obvious challenge is to balance competing 
needs for the good of all. We believe the information provided in 
this repo rt contributes to clarifying the present state. It is 
but one researcherôs point of view, where there are many. 
 
Donald J. Thieme  
Executive Director  
April , 2010  



M ASSACHUSETTS C OMMUNITY H OSPITALS  
 

 

Page 2 

Key Finding ï the Community Hospital Revenue Paradox  

Health care costs in Massachusetts ï incl uding per - capita 
spending on hospitals ï are substantially higher than in the 
rest of the country.  In recent weeks, the governor and 
leading legislative leaders have called for controls on what 
hospitals and other payers charge for their services.  
Implic it in these proposals is the assumption that overall 
costs in Massachusetts are higher than in other states because 
prices for medical services are high.  
 
A detailed analysis of community hospital costs, revenues, and 
patient volumes, including a careful c omparison with community 

hospitals elsewhere in the country, shows that unit revenues 
and unit costs at Massachusetts community hospitals, adjusted 
for differences in area wage rates and patient severity, are 
in fact LOWER than those elsewhere.  
 
There are two explanations for this apparent paradox:   
 

1.  Per - capita use of hospital services in Massachusetts is 
substantially higher than in other states.  This is 
particularly true of outpatient services, where usage 
here is 52% higher than elsewhere.  

2.  The percent of hospital services delivered in teaching 
hospitals is more than twice as high in Massachusetts as 
in other states, and both the prices those hospitals 
charge and the underlying cost are substantially higher 
than what community hospitals charge for patien ts with 

comparable illnesses.  
 
Because their operating margins and available capital are so 
much lower than at teaching hospitals, any effort to restrict 
further the already squeezed unit revenues of community 
hospitals could cause some to close down and weaken the 
competitive position of others, forcing still more patients to 
the downtown teaching hospitals and, in the long run, 
increasing the overall cost of hospital care in Massachusetts.  
 

Statistical Highlights:  

 Unit costs at Massachusetts community ho spitals (adjusted 
for differences in wage rates and patient severity) are 
8% lower than for community hospitals in other states, 
while unit revenues in Massachusetts from non - Medicare 
payers is 13% lower.  

 Plant and equipment per unit of patient volume at 
Massachusetts community hospitals is 34% lower than for 
community hospitals in other states.  

 Unit revenue at Massachusetts teaching hospitals, 
adjusting for differences in patient severity and for the 
research and medical education they provide, is 38% 
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high er than what community hospitals are charging for 
treating comparable patients.  Statewide, this amounts to 
an additional $2 billion a year cost impact on the 
healthcare financing system.  

 

 A conservative estimate of future demand due to an 
increasing elder ly population points to a need to prepare 
for an additional 900,000 inpatient days of care annually 
by 2030.  Without a change in the community hospital 
sectors ability to acquire capital ,  it is likely that a 
disproportionate percentage of this volume incr ease will 
be channeled to the better capitalized teaching sector.  
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Executive Summary:  

Massachusetts policymakers and business people are concerned 
about the high cost of health care in the state ï including 
per - capita spending on hospital care some 35% hig her than in 
the rest of the country.  In its recent report the Council on 
Health Care Cost and Quality suggested the key problem was the 
rapid increase in health care prices.  A deeper look at 
hospital costs and revenues ï and specifically at community 
hos pital costs ï points to a more complex reality.   
 
Unit revenue at Massachusetts community hospitals is 
substantially lower ï some 13% for non - Medicare patients -  
than revenues at community hospitals in the rest of the 
country.  The explanation for high sp ending on hospitals in 
Massachusetts therefore lies elsewhere ï in higher 
Massachusetts utilization of hospital services, in the high 
utilization of teaching hospitals in Massachusetts, and in the 
failure of Medicare reimbursements t o keep pace with hospit al 
costs.  
 
Massachusetts community hospitals are less profitable than 
their counterparts elsewhere ï operating margins here average 

2.6%, compared to the average 3.8% in other states. 1  Since 
2001, the profitability of Medicare business ï here and across 
the country ï has declined markedly.  To survive, 
Massachusetts community hospitals have increased the operating 
margin on their non - Medicare business ï primarily privately 
insured patients covered by employer health insurance ï from a 
loss of 5.3% in 2001  to a gain of 5.7% in 2007.  Thus, revenue 
hospitals collect from private payers has increased 

substantially more than overall revenues. 2   
 
Overall hospital spending is higher in Massachusetts because 
Massachusetts residents use more hospital care ï mainl y 
outpatient care.  Inpatient admissions, adjusted for 
population, were 7% higher than in other states over the 2005 -

                      
1 The comparisons between community hospital s in Massachusetts and those 

in the rest of the country are based on the Medicare Cost Report (MCR), 
which provides consistently reported data for all hospitals in the 

country.  The most recent data is for 2007.   
Massachusetts hospitals submit similar dat a to the state 

government (the 403 reports).  Although the concepts are similarly 

defined, there are slight differences between revenues and costs 
reported on the 403 and similar concepts reported on the MCR.  For most 
hospitals, these differences in overa ll revenue and cost are 1% or less.  

Because operating margin is a residual, the small differences in 
revenues and costs can lead to large percentage differences in operating 
margin between the two reports.  The overall operating margin of 

Massachusetts co mmunity hospitals as reported on the 403 in 2007 was 
2.3% (compared to 2.6% on the MCR).  This rate fell to 1.0% in 2008.  
2 The Medicare Cost Report data used for this study does not separate 

Medicaid revenues from private payers, but it is likely that 

underpayments in the state Medicaid program are having a similar impact, 
particularly on the safety net hospitals most dependent on Medicaid 
patients.  
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7 time frame.  Over this same period, outpatient hospital 

volume here was 52% higher!   
 
While teaching hospitals nationally accounted for 20% of all 
hospital admissions, the Massachusetts figure was 45%.  This 

means that thousands of hospital admissions that in other 
states would be handled by community hospitals are going to 
Massachusetts teaching hospitals ï at substantially higher 
cost.  
 
Here as elsewhere, teaching hospitals treat patients with the 
most severe illnesses.  They perform valuable medical research 
and train young doctors.  Any apples - to - apples comparison of 
unit revenues and costs between teaching and community 

hospitals needs  to adjust for differences in severity and for 
revenues teaching hospitals receive for research and graduate 
medical education.  Making such adjustments, we find that unit 
revenues at the two Partners research hospitals (Mass General 
and the Brigham) are 6 6% higher than the revenues received by 
community hospitals for comparable care.  The other major 
research hospitals (Beth Israel, New England Medical Center, 
UMass Memorial) receive 34% more than community hospitals, and 
non- research teaching hospitals 22 % more.  
 
The overall impact of these cost differences is substantial ï 
if the teaching hospitals charged the same amount as community 
hospitals for comparable care, the overall savings for 
Massachusetts payers would be $2.1 billion a year.  (The 
overall co st difference between teaching and community 

hospitals in Massachusetts is some $5.4 billion; the remaining 
$3.3 billion reflects the greater severity of teaching 
hospital patients as well as their research and medical 

education activities). 3 
 
This conclus ion is derived from overall hospital costs, 
volumes, and revenues, as reported by the federal Medicare 
program.  A detailed analysis of illness - specific hospital 
costs, derived by Web MD from admission - specific data 
hospitals report to the state, shows tha t costs per admission 
for comparable illnesses are 61% higher at the two Partners 
research hospitals than at community hospitals and 22% higher 
at other teaching hospitals.  Overall, the difference in cost 
to Massachusetts payers across all hospital inpati ent cases in 

the state is $948 million a year.  Since outpatient cases 
account for about half of hospital revenues, this estimate is 
consistent with the $2.1 billion figure, which included 
outpatient as well as inpatient volume.  
 

                      
3 Calculated by applying the overall difference in unit cost to total 

teaching hospital volume.  Of the $5. 4 billion difference, $3.3 is 

attributable to differences in patient severity, medical education, and 
research, while $2.1 billion represents the higher teaching hospital 
cost of treating patients who could safely have been treated in 

community hospitals.  
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A detailed look at admissi ons patterns in regions of 
Massachusetts where teaching hospital usage is comparable to 
the rest of the country (primarily Bristol, Barnstable, and 
Essex Counties) identified some 438 DRGs (types of illness) 
that are appropriate for treatment at community hospitals.  As 
weôd expect, these illnesses account for 96% of all community 
hospital admissions in Massachusetts.  But they also account 
for 77% of all admissions at the MGH and the Brigham and 85% 
of all admissions at other teaching hospitals ï underscor ing 
the extent to which community - appropriate cases in 
Massachusetts are sent ñdowntownò.   
 
Although measures of patient quality were not included in the 
scope of this analysis, other studies have shown that the 
quality of care at community hospitals for patients with 
illnesses appropriate to treatment at these hospitals is 
comparable to that offered at teaching hospitals caring for 
comparable patients.  The Pioneer Institute concluded in a 
2004 study that ñthe quality of secondary care is about the 

same a t less - expensive community hospitalsò.4 
 
Recent trends are not encouraging.  Comparing the years 2000 -
2002 with the years 2005 - 7,  overall inpatient admissions rose 
8.1% while population rose by .6%; outpatient activity was up 
15.5%.  During this period, v olume at teaching hospitals ï 
primarily at Partners and the non - research teaching hospitals 
ï grew twice as fast as community hospital volume.  And unit 
revenue at teaching hospitals ï adjusted for patient severity, 
research, and medical education, grew fa ster than at community 
hospitals ï 59% at partners, 42% at other research hospitals, 
48% at non - research teaching hospitals, but only 35% at 
community hospitals.  In short, the disparities are getting 
bigger over time.  
 
A key consequence of the community h ospital revenue squeeze is 
that these hospitals are falling behind in plant and 
equipment.  Community hospital plant and equipment in 
Massachusetts, adjusted for patient volume, is 34% lower than 
at community hospitals elsewhere in the country ï and 60% 
lo wer than at Massachusetts teaching hospitals.  This points 
to a downward spiral ï community  hospitals low margins squeeze 
their ability to upgrade their capital, which makes them less 
attractive to patients, so they continue to lose market share.  

Because this spiral ultimately leads to fewer community 
hospital beds and to still more patients with community -
appropriate illnesses seeking treatment in downtown teaching 
hospitals, it leads inevitably to higher overall health care 
costs in Massachusetts.  
 

                      
4 Comparing the Clinical Quality and Cost of Secondary Care in Academic 

Health Centers and in Community Hospitals , by Nancy M. Kane, Jack, 
Needleman, and Liza Rudell, Pioneer Institute Research Brief No. 2, 
November 2004, available at http://www.pioneerins titute.org/pdf/Kane -

web.pdf  
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Over the next 2 decades, the aging of the population will mean 
a substantial increase in the demand for hospital care.  
Patients over 65 ï Medicare patients ï average 4 times as many 
hospital days as younger patients.  The Census Bureau projects 
the over 65 pop ulation in 2030 to be 70% higher than it was in 
2000; this implies a 25% increase ï almost a million 
additional hospital days per year.  Over the last few years, 
teaching hospitals have accounted for 73% of all new Medicare 
hospital days.  Barring a major break in recent trends, then, 
these additional hospital days will not bring Massachusetts 
admission patterns more in line with national norms.  
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PROFIT  

Overall Profit Trends  

In recent years, overall profitability of Massachusetts 
community hospitals has im proved, as shown in Chart 1.  

 
 
In 2000, Massachusetts community hospitals, taken as a whole, 
were losing money, while community hospitals elsewhere in the 

country had an operating margin of 3.5%. 5  Starting in 2002, 
operating margins at Massachusetts comm unity hospitals began a 
steady improvement; margins elsewhere in the country remained 
roughly the same.  Nonetheless, in 2007, operating margins for 
Massachusetts community hospitals, at 2.6% were still 
significantly below the 3.8% average for the rest of the 

country.  
 
It is useful for several reasons to look separately at 
hospitalsô Medicare and non- Medicare business.  For starters, 
Medicare patients are almost all 65 and over; these more 

                      
5 The operating margin is defined here as net patient revenue plus other 

operating revenue, less total costs.  This measure excludes non -
operating revenue, such as income from investments.  Data is taken from 
the Medicare Cost R eports(MCR), and is therefore available each year for 

virtually every hospital in the country.  There may be slight 
differences between how these items are defined for the MCR and how they 
are defined on individual hospitalsô annual reports. 
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elderly patients have substantially higher demand for hospital 
servi ces.  Medicare represents a very large share of hospital 
revenue, and, as weôll see, Medicare payment rates have not in 
recent years kept pace with the increase in hospital cost.  
Non- Medicare patients are almost all under 65 years of age; 
most are insured  through Blue Cross, Harvard Community Health, 
and other large private insurers, but this category also 
includes state - funded Medicaid patients.  Unfortunately, the 
Medicare Cost Reports ï the central source of data for this 
study -  do not distinguish Medi caid from other non - Medicare 
revenues.  
 
The overall margin hides a very important change in the 
profitability of treating hospitalsô Medicare patients, as 
shown in Chart 2.  

Since 2001, the margin on Medicare patients has fallen sharply 
ï in Massachusetts and across the country, going from 8.5% 
positive in Massachusetts in 2001 to 5.3% negative in 2007.  
As Medicare margins fell, community hospitals were able to 
increase their margins on non - Medicare business, with the 
increase particularly dramatic in Mass achusetts, where the 
margins for treating these patients have risen from a 5.3% 

loss in 2001 to a 5.7% gain in 2007. 6 
 

                      
6 Although Med icare accounted for 46% of community hospital inpatient 

days in 2007, it contributed only 28% of community hospital operating 
revenue in 2007.  Because it accounts for well under half of total 

revenue, overall operating margins were positive in 2007 even t hough the 
loss rate on Medicare business was roughly the same as the positive 
margin from treating other patients.  
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Absent this improvement in non - Medicare operating margins, 
Massachusetts community hospitals in 2007 would have had a 
collective loss rat e of over 4% -  which, in turn, would have 
driven most out of business.  Since Medicare is entirely paid 
for by the federal government, the perception that 
Massachusetts business and political leaders have of the cost 
of health care is a function of the cos t of care for privately 
insured residents.  That cost at community hospitals has 
surely risen, but a substantial portion of the increase in 
Massachusetts community hospital rates has been driven by need 
to make up for cutbacks in Medicare reimbursement.  
 
The average operating margin of Massachusetts community 
hospitals in 2007 ï 2.6% -  conceals a wide variation among 

individual hospitals.  Ten hospitals had negative operating 
margins that year, while 8 had margins in excess of 5%, as 
shown in Chart 3.  

 

U NI T COSTS AND U NIT REVENUES  

Community Hospitals ï Massachusetts vs U.S.  

Hospitalsô operating margins are important for the obvious 
reason that hospitals with negative margins cannot long remain 
in business, and because hospitals with low margins will have 
pr oblems getting the capital they need to keep their 
facilities up to date and to remain competitive in the 
marketplace.  
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However, operating margins alone donôt give us a very complete 
picture.  We can learn a lot more by looking at unit costs and 
unit reven ues ï that is, how much do hospitals collect in 
revenue for each unit of service, and what are their 
underlying costs?  In particular, how do unit costs and 
revenues of Massachusetts community hospitals compare with 
community hospitals elsewhere in the cou ntry, and also with 
Massachusetts teaching hospitals?   
 
In her recent report on Massachusetts health care costs, the 
Attorney General observed that hospitals (both teaching and 
community) with strong market positions were able to charge 
insurers higher ra tes; these rates, in turn, often led to 

higher unit costs. 7  In short, causality ran from revenue to 
costs and profit, not the other way around.  
 

Measuring Out - Patient Volume -  Adjusted Discharges  

While admissions or days serve as valid measures of hospita l 
inpatient volume, there is no simple measure of outpatient 
volume.   The standard measure is adjusted discharges , in 
which outpatient volume is translated into an inpatient 

discharge equivalent. 8 
 
In comparing one group of hospitals with another, it is 
usually appropriate to take into account differences in the 
severity of illnesses treated.  This is particularly important 
in comparing teaching hospitals with community hospitals, 

since the former normally treat patients with more severe 
diagnoses.  The Ce nters for Medicare and Medicaid Services 
(CMS) reports a severity index for almost all hospitals in the 
country.  Since wage differences from one state to another are 
beyond the ability of hospitals to control, a fairer 
comparison of how much hospitals act ually provide in the way 
of services can be compared by adjusting the wage portion of 

hospitalsô costs by the CMS wage index for each hospital.9 
 
These severity and wage indexes, for teaching and community 
hospitals, in Massachusetts and elsewhere in the U .S., are 

                      
7 Investigation of Health Care Cost -  Trends and Cost Drivers, 

Preliminary Report, January 29, 2010  
8 The standard industry measure increases  inpatient discharges (or 

admissions) by the ratio of total charges to inpatient charges.  That 

is, it adds to inpatient admissions a number of inpatient admission 
equivalents as measures of outpatient volume, based on the extent of 
outpatient charges in r elation to inpatient charges.  This implicitly 

assumes that the ratio of cost to charges is constant for inpatient and 
outpatient business.  There is no reason to believe that this is the 
case.  A more accurate approach, used here, takes the inpatient and 

outpatient ratios of cost to charges for Medicare business ï carefully 
calculated in the Medicare Cost Reports ï and applies them to non -
Medicare business as well.  Since the ratio of cost to charges in each 

department must be constant across all payers, t his is a not 
unreasonable assumption.  
9 The wage index is based on the wage rate in the hospitalôs region; the 

MCR includes information on wages as a percent of total hospital costs.  
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illustrated in Chart 4 below.  Instead of the raw indexes, the 
chart shows the ratio of the average in each category (for 
example, the average severity index for all Massachusetts 
teaching hospitals) to the average for all community hospitals 
in t he U.S. (the severity index for Massachusetts teaching 
hospitals is 11.0% higher than the community hospital national 
average).  The chart shows that the average severity in 
Massachusetts community hospitals is 16.4% less than the 
national average ï this o ccurs because many modestly complex 
cases that in other states are treated in community hospitals 
go in Massachusetts to teaching hospitals.  For the same 
reason, the average severity in Massachusetts teaching 
hospitals is only 11% higher than the average for all 
community hospitals, as opposed to 15.8% for teaching 

hospitals in the rest of the country. 10 

The wage indexes, shown in the right - hand half of Chart 4, are 
based not on the wages hospitals actually pay, but on average 
wage rates in the labor marke t area in which each hospital is 
located.  This wage rate index for community hospitals in 
Massachusetts is 12.8% higher than the national average ï 
Massachusetts wages are above national averages, and 
relatively few of our hospitals are in remote (and the refore 

low - wage) areas.  Teaching hospitals ï both in Massachusetts 
and in the rest of the country ï face higher wages than 
community hospitals, almost certainly because teaching 
hospitals are normally located in large cities, where wage 
rates are relative ly high.  The gap between teaching and 
community hospital wage indexes is much less in Massachusetts 
than in the rest of the country, because so many of our 

                      
10 The average severity for teaching hospitals elsewhere is slightly 

highe r than the national average, since the national average includes 
the lower Massachusetts figure.  
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community hospitals are located, like the downtown teaching 
hospitals, in the high - wage Boston labo r market area.  
 

Community Hospital Comparison ï Rest of U.S.  

Chart 5 below compares unit costs and revenues at 
Massachusetts community hospitals in 2007 with comparable 
figures for community hospitals elsewhere in the country.  
Both cost and revenue figur es are adjusted for wage and 

severity differences. 11  In this apples - to - apples comparison, 
unit revenues for Medicare patients are virtually the same in 
Massachusetts as in the rest of the country.  This is what 
weôd expect given the way hospitals are paid for Medicare 
patients (hospitals everywhere in the country are paid a flat 

amount for any given illness, with adjustments up or down to 

reflect differences in area wage rates). 12   

 

Massachusetts community hospitalsô unit revenues for non-
Medicare patients , however, are 13% lower than comparable unit 

                      
11 Absent adjustment, Medicare revenues per adjusted discharge would 

have been 9% lower in Massachusetts than elsewhere; with adjustment 
theyôre 1% higher.  Because severity is lower in Massachusetts, adjusted 
revenue per adjusted discharge is higher than actual (that is, if the 

patients here were at the same higher severity as community hospitals 
elsewhere, unit revenue would have been higher.  The wage adjustme nt 
works in the other direction, but applies to only a portion of total 

cost.  
12 Adjustments are also made for hospitals treating large numbers of 

low - income patients and for the graduate medical expenses of teaching 
hospitals.  
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revenues elsewhere in the country.  With lower revenues on the 
bulk of their book of business, Massachusetts community 
hospitals are forced to economize; their unit costs are 8% 
less than comparable costs in ot her states.  
 
Massachusetts community hospitals are low - cost providers; they 
manage with 8% less revenue than community hospitals with 
comparable books of business in other states.   
 
The unit cost figures for each state are shown in the map 
below.  The resu lts are surprising; unit costs in 
Massachusetts (adjusted for wage and severity) are amongst the 
lowest in the country ï lower than in Mississippi and 
Louisiana.  They are lower ï in most cases substantially lower 
ï than in comparable states.  For example,  unit cost in 
Illinois is 17.4% higher than in Massachusetts.  
 

 
 

 
Costs in New York, Minnesota, Connecticut, Ohio, and Colorado 

are, respectively, 13.8% , 4.1%, 24.5%, 4.9%, and 16.9% higher 
than here.  
 
How is it, then, that unit costs for community hospitals are 
8% less than the average for all other states, when total 
health care costs ï and total per - capita spending on hospitals 
ï is so much higher in M assachusetts?  There are two reasons 
for this paradox ï the first is that hospital utilization in 
Massachusetts is substantially higher than elsewhere; the 
second is that so much more of total hospital care here is 
delivered in teaching hospitals ï hospita ls that, taken as a 
whole, are substantially costlier than community hospitals.  
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Massachusetts Hospitals ï Community vs Teaching  

We turn now to a comparison of unit costs and revenues between 

teaching and community hospitals in Massachusetts. 13  Chart 6 
sho ws revenues and costs per adjusted discharge.  The left -
hand side of the chart shows actual unit costs; the right - hand 
side shows costs net of research and graduate medical 
education, adjusted for severity and wage differences.   

 
Actual revenues per adju sted discharge at Massachusetts 
teaching hospitals are more than twice as high as for 
community hospitals.  This is not, however, an apples - to -
apples comparison.  After removing from the comparison 
revenues from graduate medical education, from federally 
f unded research and from Medicare reimbursement for graduate 
medical education,  (almost all of which go primarily to 
teaching hospitals), and then adjusting both teaching and 

community hospital unit revenues for wage and severity 
differences, the revenue di fference is 38%.  While much lower 
than 109%, this still means that, taken as a whole, 
Massachusetts teaching hospitals receive from insurers and 

                      
13 The cost to Massachusetts payers is the revenue to Massachusetts 

hospitals.  In this paper, the term ñrevenueò applied to hospitals 
refers to net patient revenue ï what hospitals actually collect ï and 

not to ñgross revenueò.  In this sense, what payers actually pay is 
also what ho spitals charge payers.  In this paper, ñchargeò is used in 
this way, and does not refer to hospital ñgross revenue.ò  To 

distinguish the two kinds of cost the paper will differentiate between 
hospital cost and payer cost (which, again, is net revenue to 
hospitals).  
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other payers 38% more than community hospitals for treatment 

of comparable illnesses. 14 At $11,621, adjusted te aching 
hospital unit costs are 29% higher than community hospital 
costs.  The difference between the revenue and cost 
differentials is attributable to higher teaching hospital 
margins.  
 

A Closer Look at Massachusetts Teaching Hospitals  

The comparison in Ch art 6 obscures important differences 
amongst the teaching hospitals.  As the Attorney General 
indicated in her recent report, hospitalsô market power has a 
major impact on the rates theyôre able to charge.  To explore 
this, Chart 7 divides teaching hospita ls into 3 groups ï the 2 

Partners teaching hospitals, other teaching hospitals with 
large research funding, and the remaining teaching hospitals.  
Although they have enough resident interns  to qualify as 
teaching hospitals by the standard industry definiti on, 
hospitals in this last group are more like community hospitals 

than like the large research institutions. 15 
 

                      
14 There is no easy way to extract research revenues from the MCR data, 

so there is no practical way to make this adjustment for teaching 

hospitals nationally.  The adjustment can be made for Massachusetts 
alone; this report uses NSF data on feder al research funds awarded to 
Massachusetts teaching hospitals, along with the Medicare reimbursements 

for graduate medical education (GME).  While this data includes all 

federal research (not just NSF), it does not include privately funded 
research.  Over the years from 2005 through 2007, Massachusetts acute 

care hospitals received an average of $1.1 billion a year of federal 
research funds and $129 million in Medicare GME reimbursement.  Together 
research and GME accounted for 10% of the hospitalsô combined $10.2 

billion in annual average operating revenue.  
15 The Partners teaching hospitals are the Massachusetts General and 

Brigham & Womenôs; between them they had almost $600 million in federal 
research grants (as reported by the NSF) in 2007 ï half the tot al for 

all Massachusetts hospitals.  McLean is a Partners behavior health 
hospital with significant research funding, but it is not an acute care 
hospital.  Faulkner, Salem, Atlanticare, and Newton - Wellesley are also 

Partners hospitals, but they are not te aching hospitals. The standard 
definition of a teaching hospital is at least 25 resident interns  for 
every 100 beds.  
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Teaching hospitals outside the Partners system -  including 
major research institutions like Beth Israel ï have revenue 
and cost structures clos er to the community hospitals than to 

the two Partners research hospitals. 16  This data strongly 
reinforces the AG reportôs findings that market power is as 
important as hospital mission (teaching vs community) in 

determining unit revenues and costs.  At ju st over $15,000 per 
adjusted discharge, the 2 Partners teaching hospitals receive 
66% more in revenue than community hospitals for comparable 
cases.  Remember that these numbers do not include the 
Partners research revenue and are adjusted to reflect the 

substantial differences in severity of illness. 17  
 
Unit revenue at the other research hospitals is 34% higher 
than at community hospitals, and 22% higher at the non -
research teaching hospitals.  

                      
16 UMass Memorial and Beth Israel/Deaconess received over $100 million; 

Boston Medical Center and Tufts - New England Medical Center over $30  
million, and the Mass Eye and Ear Infirmary $14 million.  These 
hospitals constitute the ñother researchò hospital category.  Dana 

Farber Cancer Institute and Childrenôs Hospital are also major research 
centers, each receiving over $100 million.  They wer e not included in 
this analysis because their wage and severity indexes were not available 

from the Medicare Impact File.  The remaining teaching hospitals 
received $1.5 million or less in research funds in 2007; they are 
teaching hospitals but not researc h hospitals.  

 
17 The figures are also adjusted for differences in wage rates.  While 

wages are broadly similar for all Massachusetts hospitals, the wage 
index is slightly higher for the downtown teaching hospitals.  


