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Abstract

Specialty Hospitals provide a new element to any community they are centered in. A literature review was conducted to
purpose what the most ideal speciality hospital would be. The goal of this literature review was to uncover advantages
and disadvantages of a specialty hospital. Furthermore, this review will discover the various factors that affect a specialty
hospital viability. A review was conducted through Google Scholar, PubMed and Federal Reserve Economic Data (FRED)
databases. A total of 21 sources were found, which were peer review articles, case reports, and government and third
party agency reports. Advantages were: Higher quality of care, increase of patient and physician satisfaction, lower
adverse events and increased revenue. Disadvantages were: Higher costs, no tax exempt status when operating as a
for-profit, accusations of cream skimming and stigma of physician ownership. The factors were: community’s perception,
competition by other hospitals and stringent government laws and regulations. The ideal model for neurosurgical and or
orthopedic specialty hospital is a not-for-profit institution that is acclaimed for its specialty and centered on a high levels

of patient satisfaction.
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Introduction

A Specialty Hospital adds a new dimension to any commu-
nity that it serves. Specialty Hospitals are not a new concept.
Psychiatric and Children's Hospitals are quite common and
have a firm standing within the field of medicine, so much so
that it has become the prominent standard of practice within
these subspecialties.

A Specialty Hospital, as defined by the United States Gen-
eral Accounting Office, is a facility that produces greater than
two-thirds of its claims from one to two major diagnostic cat-
egories (MDC), or two-thirds or more of its inpatient claims
are contributed to a surgical diagnosis group (DRG) [1]. The
theory is that a Specialty Hospital will bring focused treat-
ment and care to its patients. In addition, it is claimed that it
will decrease overall inefficiencies that other conventional or
general hospitals endure.

When creating a Specialty Hospital, we must acknowl-
edge that there are advantages and disadvantages. The ad-
vantages are sometimes the easiest standpoint to differen-
tiate and potentially make this venture the most acceptable
and profitable. Disadvantages may come about from differ-
ent variables which could bring inefficiencies or increased
expenditures. In addition to advantages and disadvantages,
we also must look at stressors political, socio-cultural and
competition [2], which may affect the development and ex-

istence of a specialty hospital. Therefore a literature review
will be conducted to explore what are the advantages and
disadvantages. Furthermore, it will look at what factors cre-
ate the biggest influence on the viability and sustainability of
a special hospital. Finally, we will attempt to create the ideal
model of what we believe a specialty hospital should be.

Methods

A literature search was conducted in PubMed and Goo-
gle Scholar. The following terms were searched: “specialty
hospital”, “neurosurgical specialty hospital” and “orthopedic
specialty hospital”. Additionally, references from previously
published review articles were retrieved and included in this
review. A search was also conducted on Federal Reserve Eco-
nomic Data (FRED) database for up-to-date financial informa-
tion.
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Results

Advantages

A focus factory, as defined by Skinner, et al. 1974, will out-
perform a traditional factory [3]. This theory can be applied to
Specialty Hospitals. A specialty hospital provides the highest
quality of care. It also supplies the highest patient and phy-
sician satisfaction. From an economic standpoint, Specialty
Hospitals are more efficient and profitable than general hos-
pitals [4]. This is because they generally follow a philosophy
that every physician focuses on a subset of procedures. The
nursing and ancillary staff takes care of patients undergoing
the same set of procedures and reporting to the same set of
physicians [5,6].

The dynamic of the healthcare climate is ever changing.
Individuals are becoming more involved in their healthcare
choices. With the advent of the internet and social media,
individuals have much more knowledge and subsequently
higher expectations. These expectations are led by the need
of a high quality of care and satisfaction [4]. Specialty Hos-
pitals bring the highest quality by consistently focusing on
their core competency. This directly brings about learning
and process improvement [7]. In addition, when comparing
a specialty to a general hospital, the ratio of nurse-to-patient
is substantially higher. This will create an environment where
the entire staff is more specialized in the specific specialty of
interest. A study done by Padegimas, et al. 2018, found that
the operating room efficiency was far greater in an orthope-
dic specialty hospital versus a tertiary referral center [8].

There have been a few studies comparing Specialty Hos-
pitals with general hospitals by primarily looking at patient
reported outcomes and mortality rate. For example, in Cram,
et al. 2006, patients undergoing total hip and knee replace-
ment, who had their procedures done at a Specialty Hospital,
had better reported outcome when compared to patients
having it done at a general hospital [9]. Another example, in
Cram, et al. 2005, investigated the difference between pa-
tients receiving cardiac revascularization in Specialty Hospi-
tals versus general hospitals, by examining patient character-
istics, hospital procedural volume and patient outcomes. This
study showed that there was a lower unadjusted mortality
rate in patients receiving treatment at a Specialty Hospital.
This difference was accounted for by a higher procedural vol-
ume and patients being generally healthier [10]. An example
of recurrence rate, a study by Malik, et al. 2016, compared
recurrence of a inguinal hernia after repair in a Specialty
Hospital versus a general hospital. This study showed that
Specialty Hospitals had a lower risk of recurrence when com-
pared to a General Hospital [11]. There is also a decrease
in other adverse events with hospital specialization. Stud-
ies have shown that Specialty Hospitals have a decrease in
death, infection, deep venous thrombosis, pulmonary embo-
lism, myocardial infarction, and bleeding [4,12,13].

Another study by Bockhorn 2019, compared orthopedic
specialty hospital versus non-specialty hospitals when con-
ducting total joint arthroplasty. This study found that special-
ty hospitals had statistically significant lower average covered
costs, average total payments, average Medicare payments,

readmission rates and complication rates when compared to
non-speciality hospitals [14]. A study by Krietz, et al. 2019,
compared patients receiving a lumbar fusion in a orthopedic
specialty hospital versus a tertiary referral center. The spe-
cialty hospital has statistically significant lower operative
time, total operating room time, and length of stay when
compared a tertiary referral center [15].

Specialty Hospitals brings numerous benefits directly to
the patients and their families. One benefit is that they focus
greatly on patient satisfaction [4,5]. The Center for Medicare
Services (CMS) report that Specialty Hospitals have great-
er patient satisfaction when compared to general hospitals
[4,13]. Most procedures occurring at a Specialty hospital is
elective in nature and that is attributed to patient satisfac-
tion. Procedural schedule is immune from disruptions that
are brought about by emergent cases.

By providing competition to General Hospitals, Specialty
Hospitals are an asset to the community it is centralized in
[13]. This drives General Hospitals to make advancements in
their infrastructure and focus more on patient satisfaction
[4,5]. Greenwald, et al. 2006 showed that the community
benefited by Specialty Hospitals when compared to its not-
for-profit counterparts. This can be equated to a higher un-
compensated care cost and no tax exempt status [13].

Specialty Hospitals can be either not-for-profit or for-prof-
it. Not-for-profit facilities are tax exempt while for-profit fa-
cilities are not. A for-profit facility will generate an increase
of tax revenue for the community [5,6]. When comparing net
community benefit a study showed that orthopedic/surgery
hospitals had higher net community benefit than its compet-
itors [16].

The financial performance of a hospital dictates its viabili-
ty. A report by the General Accounting Office in 2003 showed
that financial performance of Specialty Hospitals are greater
than General Hospital across all payers. Additionally, a 2012
report by the US Census Bureau, specialty hospitals produced
a total revenue of $33 Billion. This is a substantial increase
because in 2002 specialty hospitals produced $14 Billion of
total revenue [17]. In the span of 10 years, there was a 140%
increase. When comparing revenue in facilities that did or did
not utilize tax exemption, revenue in tax exempt specialty
hospitals was 9.5 billion versus 4.6 billion in non-tax exempt
specialty hospitals [18,19] (Figure 1).

Disadvantages

A hospital can be a very costly investment. Operating costs
of a facility has a direct impact on profitability. The expenses
for a specialty hospital, reported by the US Census Bureau
from 2005 and 2012 was 3.8 and 6 billion dollars, respective-
ly. A non-specialty hospitals expenses from 2005 and 2012
was 1.4 and 2 billion dollars, respectively [20,21] (Figure 2).

Specialty Hospitals are frequently scrutinized for their
practices, especially for-profit institutions. They have been
accused of taking patients who are healthier and better in-
sured leaving the more complicated and emergent cases for
General Hospitals. However, the data does not support this
claim. Lu, et al. 2009 investigated Specialty Hospitals with
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Figure 1: Comparing difference in revenur with tax exemption status of specialty hospitals.
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Figure 2: Comparing expenses of specialty and non-specialty hospitals between 2005 to 2012.

Non-Specialty Hospitals

General Hospitals and compared surgical volume and patient
case complexity. There was no evidence to support that there
was a significant difference in either of these metrics [22] and
validated by the 2005 report by the Centers for Medicare &
Medicaid Services [13].

The ownership of Specialty Hospitals by physicians could
have a potential conflict of interest. This conflict of interest
is further exacerbated by overuse of hospital services and
can increase hospital costs [4]. Mitchel, et al. 2008 showed
that a disproportionate amount of procedures rendered to
patients by physicians who own a share of the hospital versus
non-owners [23]. In another example, Swedlow, et al. 1992

showed self-referring physicians ordered more MRI scans
when compared to an independent physician group [24]. In
the 2005 Centers for Medicare & Medicaid Services report,
a link was found between physician ownership and referrals,
however this correlation was miniscule [13].

The final disadvantage of a specialty hospital is local and
federal laws and regulations that impose restrictions and lim-
itations. One such example of this is the Affordable Care Act
of 2010 (ACA). ACA section 6001 amends section 1877 of the
Social Security Act, which enforces physician-owned hospital
to meet additional provisions to qualify for a whole hospital
or rural provider exception. Furthermore, physician-owned
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hospital facilities are not allowed to increase their capacity
[25]. This is very problematic since physician ownership of
orthopedic/surgery specialty hospitals has averaged around
80% [16].

Discussion

A Specialty Hospital is disruptive innovation that perma-
nently changes the nature of healthcare. A disruptive innova-
tion is described as a new entrant in a market that competes
with an incumbent [26]. The competition can be generated
by many different methods and affecting various different
channels. The competition brought by Specialty Hospitals is
decentralization and decreased costs.

A Specialty Hospital thrives in an environment where
they become the benchmark for that specific specialty. This
facility will have an ability to form brand recognition for its
consumers. Brand recognition is the ability of a company to
form a product or service with potential value, and displaying
this value to the consumers [27]. When developing a business
model, the perceived value from the consumer is key as well
as other components such as key resources, key processing,
and profit formula [28].

The major key resources of a Specialty Hospital is surgi-
cal or medical specialization, which would primarily focus
on one or two areas. A significant benefit is that this then
calls for all levels of the employee hierarchy to fixate on
this one specialty. Therefore building and modelling there
infrastructure and staff around this one specialty. Forming
this key resource will aid in the development of the hospi-
tal’s core competency.

With developed resources, will come key processing.
When looking at a Specialty Hospital, all levels of the employ-
ee hierarchy needs to function and communicate with each
other efficiently. The first process for the employee hierarchy
is training. Training needs to be designed to teach the em-
ployees the most up to date and advanced equipment and
methodology, while implementing it seamlessly and effec-
tively.

The profit formula is very difficult to maximize with
one of the major components being operational costs.
Operational costs of a Specialty Hospital tends to be less
when compared to a General Hospital. When implement-
ing the best infrastructure where all stakeholders are in
agreement, operational cost should be a top-down cost
approach. The top-down cost approach positions the most
expensive item or service at the top of the balance sheet
[29]. For example, a da Vinci robotic system costs approx-
imately $2.6 Million [30]. The hospital will structure their
profit formula around the robot and adjusting other fixed
and variable costs to achieve the highest profitability.

Specialty Hospitals has a reputation of “cream skimming”
and self-referring patients. Cream skimming is choosing pa-
tients based on particular qualities and not based on need for
care, but rather health insurance [31]. We propose one way
to prevent both situations is creating a specialty hospital that
is completely not for profit. This will completely eliminate
physician’s conflict of interest. Moreover, making a specialty

hospital not for profit will make the hospital more suitable to
comply with regulations set by the ACA. It is imperative that
the developers of the specialty hospital work collaboratively
with government bodies and regulatory agencies. Lastly, as
a not-for-profit status will award the facility with tax exemp-
tion, and as have reports have shown it will increase the cash
flow. The only downside of tax exemption status is that it will
decrease community benefit. Previously taxation of for-profit
institutions generated a significant amount of revenue for the
community.

We also propose that inspiring institutions implement
public outreach and community services. This could poten-
tially alleviate the factor of socio-culture pressure that may
exist in the market against specialty hospitals. Examples of
community outreach activities would include donating mon-
ey to notable charities, sponsoring and holding health fairs,
etc.

Conclusion

The ideal specialty neurosurgical or orthopedic hospital
would be a not-for-profit institution that focus its infra-
structure and staff on one specialty. The hospital should
base their mission statement on providing the best quality
of care and satisfaction to all their patients. Furthermore,
while operating as not-for-profit to utilize a tax exempt
status to achieve the highest profitability. Finally, new
inspiring institutions should work closely with regulatory
bodies and government authorities when developing this
new facility.
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