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©HEALTH CAPITAL CONSULTANTS  (Continued on next page) 

Approximately 250 hospitals across the U.S. are 

completely or partially physician owned.1 These 

physician-owned hospitals (POHs) can offer a variety of 

services, from general care to specialty services, such as 

cardiovascular or orthopedic care, known as “focused 

factories.” Over the past several decades, healthcare 

providers and policymakers have claimed that POHs 

have a negative impact on the healthcare industry, 

suggesting that: (1) POHs “cherry-pick” the most 

profitable patients; (2) the quality of care provided at 

POHs is substandard; and, (3) conflicts of interest exist 

due to the financial incentive for physician owners to 

refer patients to their POHs.2 Such concerns have led to 

policies restricting the purview of POHs in their 

communities, such as limiting the application of POH 

exceptions in the Stark Law and the Anti-Kickback 

Statute.3 However, a recent literature review rebuts the 

assumptions that led to these policy restrictions.  

A systemic review of 30 years of healthcare services 

research was released on September 7, 2021, through the 

Mercatus Center,4 wherein the authors sought to answer 

the questions of comparative cost and quality in POHs, 

and found that “focused factory” POHs – particularly 

those focusing on cardiac and orthopedic care – offered 

higher quality and lower or equivalent cost services, with 

general surgical POHs demonstrating higher quality in 

limited studies.5 Additionally, “physician-owned 

community hospitals (or general acute care POHs) had 

similar cost and quality to their non-profit and for-profit 

competitors, suggesting a lack of harms.”6 

In their review of 21 studies between 1990 and January 

2020, the authors classified those articles according to 

whether the POHs studied were: 

(1) Physician-owned cardiac specialty hospitals; 

(2) Physician-owned orthopedic specialty surgical 

hospitals; 

(3) Physician-owned general surgical hospitals; or, 

(4) Physician-owned general acute care hospitals.7 

As regards quality of care data, the measures were 

divided into the following four domains to facilitate 

comparison: 

(1) Facility characteristics; 

(2) Pre-procedure capabilities; 

(3) Care episode characteristics; and  

(4) Care delivery outcomes or complications.8 

In analyzing the studies related to physician-owned 

cardiac specialty hospitals, the literature review found 

that any difference in cost of care between cardiac 

specialty POHs and non-POHs was not statistically 

significant.9 However, numerous studies examining 

various facets of quality related to certain cardiac 

conditions found POHs to be better on measures such as 

length of stay (LOS), inpatient mortality, inpatient plus 

30-day mortality, and readmissions.10  

More robust results were found in a review of the studies 

related to physician-owned orthopedic specialty surgical 

hospitals. Multiple studies demonstrated decreased costs 

for orthopedic procedures at POHs, although “low 

quality” studies from the Medicare Payment Advisory 

Committee (MedPAC) that were less recent than the 

aforementioned research found higher costs for care 

delivered in orthopedic specialty surgical POHs.11 

However, the authors noted that both the 2005 and the 

2006 MedPAC studies reviewed only one year of claims 

data and did not analyze data by Medicare Severity-

Diagnosis Related Group (MS-DRG).12 As regards 

quality, the literature review found that orthopedic 

specialty surgical POHs achieved higher quality metrics 

“across a multitude of categories,” such as overall 

hospital ratings, doctor-nurse communication, and staff 

responsiveness, as well as on more specific clinical 

characteristics, such as lower rates of LOS, various 

complications, inpatient mortality, inpatient plus 30-day 

mortality, readmission, risk-adjusted complication 

scores, and surgical interventions on initial consultation 

(i.e., the PHOs are more willing to try other, nonsurgical 

interventions first).13  

In reviewing the literature related to physician-owned 

general surgical hospitals, the researchers found that 

those POHs had slightly higher costs, but the difference 

was not statistically significant.14  While there was a 

relative dearth of quality data specific to general surgical 

POHs, it was generally in favor of POHs – one study in 

particular found POHs to have statistically significant 

lower inpatient mortality rates and lower inpatient plus 

30-day mortality rates.15  

Literature examining physician-owned general acute care 

hospitals found that compared to patients at general acute 

care hospitals, “patients at POHs were younger…and 

more likely to be male…, but they were also more likely 

to be African American…or use Medicaid,” and had 

higher mean predicted morbidity, refuting long-held 
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beliefs that POHs “cherry pick” healthier and more 

profitable patients.16 Nevertheless, risk-adjusted costs at 

general acute care POHs were found to be slightly lower 

than those at general acute care hospitals and the quality 

data for both types of hospitals were similar.17 

In summarizing their literature review, the researchers 

noted that their “review did not identify a service market 

where the quality data disfavored POHs,” while the 

differences in cost of care was more mixed.18 Specifically 

however, “[a]lthough some policy experts have 

expressed historical concerns of favorable patient 

selection (“cherry picking”) in POHs, our systemic 

review found no consistent evidence to support this 

assertion.”19 In fact, the authors assert that “in the 

absence of evidence that POHs provide services of lower 

quality or higher cost, Medicare’s ban on new POH 
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