
Kaufman, Hall & Associates, a healthcare 
management consulting firm, estimates that 
total expenses per adjusted discharge, an 
approximate measure of the cost of patient 
care, are up 15% compared to pre-pandemic 
levels. Adding to these fiscal challenges is a 
reduction in higher margin outpatient visits, an 
element of the business mix needed to help 
offset budget strains in other areas.

Furthermore, Kaufman Hall projects hospitals 
nationwide will collectively incur an estimated 
$54 billion of lost net income compared to pre-
pandemic levels over the course of 2021, 
despite generous CARES Act funding. More than 
one third of US hospitals are expected to run 
negative profit margins this year, a reality that 
speaks to the need to carefully evaluate balance 
sheet strength and fiscal management. 

HEALTHCARE EXPERIENCES LINGERING PANDEMIC CHALLENGES

More than a year and a half into the pandemic, the US economy is still missing around 4.3 million workers. At the same time, American 
employers are working to fill more than 10 million job openings needed to meet robust consumer demand. Resulting labor shortages are 
affecting most aspects of the economy, pressuring labor costs and, in some cases, slowly reshaping the workforce. 

The healthcare industry has taken some of the hardest hits given a severe nursing shortage. Open nursing positions in September were 
255% greater than at the same time last year. The University of California, San Francisco recently reported that the availability of 
California-registered nurses is falling 40,567 short of demand, a 13.6% gap that is expected to linger for years to come. 

Although nursing shortages are not new, the trend has been significantly worsened by the pandemic, adding to the hospital sector’s fiscal 
and operational challenges. In March of 2020 hospitals were required to postpone elective surgeries, draining away an important source 
of revenue. Even after such restrictions were lifted, many people postponed optional surgeries and limited hospital visits due in large part 
to enduring concerns. Now, as COVID-19 cases are beginning to wane and optimism is rebounding, hospitals are facing acute staffing 
challenges. 

Hospitals have been working to combat labor shortages through sign-on bonuses, increased pay, and by supplementing staff with costly 
travel nurses. Providence Health, one of the largest health systems in the country, recently announced an investment of more than $200 
million aimed at filling open positions and rewarding caregivers already on staff. Sign-on and retention bonuses have become industry 
standard in recent months, a favorable dynamic for employees, but one that is significantly increasing costs.  

HOSPITALS FACE LABOR MARKET STRAINS
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RISING COSTS SEEN ACROSS HEALTHCARE INDUSTRY

While we expect the healthcare sector to remain under pressure for some time, the ability of individual hospital systems to manage 
through these challenges differs considerably. Some entered the pandemic with far greater financial resources and deeper management 
expertise than others, factors that give our research team confidence in their ability to maintain strong credit standing. We are carefully 
monitoring how individual hospitals are responding to today’s difficulties and continue to favor larger systems with economies of scale 
and related financial flexibility.
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CREDIT VIGILANCE ISWARRANTED

Healthcare systems are also dealing with rising costs associated with drugs, personal protective equipment, and from treating higher 
acuity patients such as those with severe cases of COVID-19. The nationwide median length of stay, an indication of patient acuity, is up 
about 8% YTD vs. 2019. Taken as a whole, many hospital systems must address strained budget conditions due to higher staff, supply and 
other patient care expenses. 
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience.
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