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Abstract

In their article, D. Hodgkin and T.G. McGuire developed a model of hospital
behavior which responds to the change in Medicare’s reimbursement systems. They
derived two comparative static predictions from this model. One prediction concerns
the impact which the introduction of the Medicare’s prospective payment system (PPS),
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which replaced the cost-based reimbursement system, in the early PPS years, had on the
intensity of care, the number of admissions, and profit in the hospital. The other
prediction concerns the impact which the gradual decline in Medicare’s fixed reimburse-
ment rate had on the above-mentioned variables in following years. In addition, they
also presented a graphic exposition of the above-mentioned predictions with both a
hospital total cost curve and a total revenue curve, regarding profit-maximizing
hospital. However, they dit not make any proposal regarding utility-maximizing
hospital which was essentially included in their model.

Therefore, the purpose of this paper is to present a graphic exposition of the
above-mentioned predictions with regard to the utility-maximizing hospital. For this
purpose, we made use of an approach employing both the profit curves and the
indifference curves, that was adopted in studies by R.P. Ellis and T.G. McGuire, A.H.
Barnett, T.R. Beard and D.L. Kaserman, et al., and we presented a graphic exposition
of the above-mentioned predictions for both the utility-maximizing hospital and the
profit-maximizing hospital. Using the above-mentioned approach, we also presented a
graphic exposition of the important theoretical results which Hodgkin and McGuire
derived by considering the comparison between the profit-maximizing hospital and the
utility-maximizing hospital.
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