
Strong Hospital Finances Mean Higher-Quality Care
High-quality, lifesaving health care doesn’t happen without significant investment. Hospitals that have more resources are able to provide better care. When a hospital is on 
strong financial footing, everyone benefits: Staff have the tools they need to do their jobs well, patients rest easier knowing they’re in good hands, and outcomes are better 
across the board. 

Five-Star Care Is Worth the Investment
To earn five stars under the nationally recognized Centers for 
Medicare & Medicaid Services (CMS) Star Rating system, a 
widely used measure of hospital quality, hospitals must provide 
consistently exceptional care.  

For example, compared to one-star hospitals, patients 
undergoing major cancer surgery at five-star hospitals have: i 

What’s in a Star?
CMS Star Ratings are based on important national measures like mortality, 
readmissions, hospital-acquired infections, and patient experience — and even a single 
star change can represent a major shift in performance. 

When comparing hospitals by their financial strength, it is clear that resources matter. 
Hospitals in the top 10% for operating margin, commercial insurance revenue, and net 
income have a median star rating of one full star higher than those in the bottom 10%.

The Path to Five Stars
Higher star ratings don’t 
happen by chance: They are 
driven by a hospital’s ability to 
invest in quality. Data show  
that higher-performing 
hospitals on average have:

Patient Experience Improves with Financial Stability 5-Star Hospitals Treat 
More Commercial Patients
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Patients’ Experience Depends on a 
Hospital’s Resources
On the nationally recognized Hospital Consumer 
Assessment of Healthcare Providers and Systems 
Survey (HCAHPS) of hospitalized patients, one of 
the most widely used and reputable measures of 
patient experience, patients at financially stable 
hospitals are more likely to report:

High-Quality Care 
Depends on Adequate 
Resources
Just a 10% increase in 
patients with commercial 
insurance could mean 
the difference between 
one- and five-star hospital 
performance. 

With Medicare and 
Medi-Cal paying 83 cents 
for every dollar of care 
provided, hospitals must 
find resources elsewhere — 
or stretch limited resources 
further, making it harder to 
sustain quality.

•	 Staff always explain medicines

•	 They would definitely recommend hospital

•	 They understand their care when they leave 
the hospital

•	 They are given information about recovery  
at home

•	 Nurses always communicate well

•	 Doctors always communicate well
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Doctors always 
communicate well

Patient would definitely 
recommend hospital
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Independent Research Supports the Connection Between Resources and Quality
Nationally, researchers found improved financial performance 
at the hospital level is associated with improved patient safety 
performance, as evaluated within the Leapfrog Hospital Safety 
Score.ii

Another analysis found a similar relationship among surgical 
patients: improved hospital financial performance was associated 
with targeted improvement in patient safety performance, as 
evaluated in Hospital Compare data.iii 

With California hospitals seeing an average statewide operating 
margin of -0.3% in 2023, investments in quality and improved 
patient experience like this are increasingly out of reach — 
particularly when hospitals must juggle spending caps, the 
increasing costs of supplies and labor, new federal and state 
requirements that add costs, and massive federal cuts to Medicaid. 

Protecting quality requires protecting hospitals’ 
ability to invest in it.

METHODOLOGY

Centers for Medicare & Medicaid Services (CMS) Five-Star Quality Rating System: Based on hospital data on mortality, safety, patient experience, readmission rates, and timely and effective health care, CMS ranks hospitals between 1 
(quality well below average) and 5 Stars (quality well above average). 

The Path to Five Stars analyses: This analysis used a Poisson regression model to estimate the relative risk of receiving a high CMS star rating (4–5 stars) based on hospital reported average financial metrics from 2018-2022 (operating margin, 
commercial net patient revenue per case-mix adjusted discharge (CMAD), total operating expense per hospital bed, and net income). The model adjusted for rurality, teaching status, and payer mix. All relative risks for the financial metrics 
presented were significantly associated with a 4- or 5-Star rating at P<0.05.  Statistics presented in this document are averages for 5 Star vs. 1 Star hospitals. Star rating data are from the CMS Hospital General Information File report in 2022.

Hospital Consumer Assessment of Healthcare Providers and Systems (HCAHPS) Survey: Using input from patients across 29 questions covering staff communication and responsiveness, hospital environment, and discharge information, this 
national survey helps hospitals understand patients’ perspectives and benchmark against their peers. 

HCAHPS Patient Experience analyses: This analysis used a within-between linear regression model to analyze how commercial net patient revenue per case-mix adjusted discharge (CMAD) relates to patient experience scores. This method 
separates hospital differences over time (within-hospital changes) from differences between hospitals (hospital averages), controlling for hospital characteristics and year. Each model was weighted by the number of survey responses and 
clustered by hospital. All data are from California only. HCAHPS data are from CMS Hospital HCAHPS reports 2018-2023. Coefficient estimates for the commercial revenue hospital average term were significant for the 6 HCAHPS questions 
presented in this document (P<0.05). 

Financial Data: Financial and hospital characteristic data are from the California Department of Health Care Access and Information Annual Financial Disclosure Reports selected pivot files 2018-2022 for the Star analyses and from 2017-2023 
for the HCAHPS analyses. 

  i https://pmc.ncbi.nlm.nih.gov/articles/PMC5650526/

 ii https://journals.lww.com/jhmonline/abstract/2019/06000/does_patient_safety_pay__evaluating_the.5.aspx

iii https://journals.lww.com/hcmrjournal/abstract/2019/01000/doing_well_by_doing_good__evaluating_the_influence.2.aspx

iv https://www.sciencedirect.com/science/article/abs/pii/S1553725017305536?via%3Dihub

One academic medical 
center spent nearly $30 
million a year — 1.1% 
of its patient revenue 
— on quality and safety 
infrastructure. The result: 
“Indisputable good for 
patients and providers.” iv  

When it comes to health care quality, resources matter. Better, safer care is closely associated 
with hospitals’ long-term financial strength.Bottom Line
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