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As of this writing, no one knows what the economic 

consequences of the COVID-19 pandemic will be. But if 

there is to be a pandemic-related recession—and if the 

recession looks something like the last one—the results 

of H2C’s stress testing suggest that four key factors will 

be critically important to hospitals and health systems: 

1. Liquidity 

2. Margin 

3. Operating Costs 

4. Degree of Cost Shifting 

H2C has been actively following 

developments in the healthcare industry as 

our clients grapple with the immediate effects 

of the COVID-19 pandemic and begin 

considering its aftermath. Our observations 

have helped form a collective perspective, 

which we will share in a series of short articles. 
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Liquidity 

While no single factor is decisive, liquidity is nearly so. 

Liquidity buys time and creates options. With it, the 

other factors can be dealt with. Without it, there is little 

time or room to maneuver. Those hospitals that could 

draw down on lines of credit did so as the pandemic 

accelerated knowing that liquidity is king in times of 

turmoil. Compared with other commercial enterprises, 

not-for-profit health systems typically have tremendous 

liquidity. For example, the top 50 U.S. health systems 

collectively hold more than $250 billion in unrestricted 

cash and investments, according to a Moody’s analysis, 

representing an average of 226 days cash on hand. This 

makes the industry, on average, tremendously resilient 

to adverse economic situations. However, not all 

hospitals are as well-endowed. Many independent 

hospitals—safety-net hospitals in particular—operate 

with relatively little liquidity. 

Margin and Cost Shifting 

Hospital and health system margins vary widely. Having 

a substantial margin is a great place to start, but only if it 

is the result of efficient operations and a comparatively 

low-cost structure. High margins coupled with a high 

degree of cost-shifting suggests an overreliance on 

commercial volume and potential competitive weakness. 

This is a danger sign in the context of any recession, 

which historically has a disproportionately adverse effect 

on commercially insured volumes.   

Operating Costs and Cost Shifting 

High operating costs also tend to drive substantial cost 

shifting. Both are big risks in any recession as volumes 

and revenues decline. 

 

 

 

 

 

 

Summary  

In short, high liquidity is always good and high costs are 

never good, nor is substantial cost shifting. High margins 

can be good or bad, depending on the underlying 

source of those margins. Margins achieved because of 

low cost without much cost shifting are great. High 

margins achieved despite high costs and because of 

cost-shifting are indicative of a precarious situation. 

Stress Test Results 

Let’s look at examples of four very different hospitals to 

illustrate these concepts: 

▪ Hospital A is a part of a suburban system with a 

relatively high Medicare payer mix, good 

margins, somewhat high cost, significant cost-

shifting, and excellent liquidity. 

▪ Hospital B is a rural hospital with a terrible 

payer mix (overwhelmingly Medicare and 

Medicaid), average margins, low cost, modest 

cost-shifting, and less-than-average liquidity. 

▪ Hospital C is an urban/suburban hospital with a 

terrible payer mix (overwhelmingly Medicare 

and Medicaid), low margins, average cost (low 

compared with nearby “white shoe” hospitals, 

but high compared with rural hospitals), 

modest cost-shifting, and poor liquidity. 

▪ Hospital D is a part of a suburban system with a 

decent payer mix, average margins, somewhat 

high cost, significant cost-shifting, and average 

liquidity. 

The following chart shows how each hospital rates in 

relation to the key factors. Points falling inside the base 

box (in black) are problematic. Points falling outside the 

base box represent “good facts.”  
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Hospital A suffers from high costs and considerable cost 

shifting. But those deficiencies are more than made up 

for by substantial liquidity and good margins. While the 

combination of high margins and substantial cost-

shifting is not good, due to excellent liquidity, Hospital A 

is likely to survive a recession, although possibly with 

some wrenching cultural changes. 

Hospital B suffers from poor payer mix, a rural location, 

low margins, and low liquidity. Ironically, poor payer mix 

may be a mixed blessing in that Hospital B is 

accustomed to surviving on government reimbursement 

and does not rely on substantial commercially insured 

volumes, which are most affected in a recession. Its low 

costs and efficient operations make this possible. 

Hospital B is the kind of hospital typically viewed as in 

peril, but while it will feel pain, it is stronger than one 

might think and likely to survive. 

Hospital C is similar to hospital B, but it is in an urban 

environment and relies substantially on its emergency 

department for inpatient volume. In the best of times, 

Hospital B struggles due to poor payer mix compounded 

by high costs and ever-challenging liquidity. A recession 

is likely to push it over the edge. Hospital C should 

immediately consider strategic alternatives. 

Hospital D may look fine on the surface, but its apparent 

health is built on a house of cards. Specifically, Hospital 

D’s margins are built on substantial cost-shifting to 

address its relatively high costs. Any disruption to its 

commercially insured volumes gives rise to catastrophic 

consequences because the hospital also has relatively 

little liquidity with which to weather the storm. Hospital 

D needs to take immediate action to address its cost 

structure and, failing that, should consider strategic 

alternatives. 

Conclusion 

In addressing the economic turmoil any potential 

COVID-fueled recession might bring, it is important that 

hospitals and health systems stress test their business to 

discover where weak spots lie and how much economic 

damage the business can sustain. Lessons learned from 

our stress testing suggest that some organizations are 

able to withstand very substantial punishment and, while 

it will seem that the sky is falling, they are liable to 

survive. Others may do so, but they could find that 

substantial changes to their culture are necessary. Still 

others may find that they have less of an ability to 

withstand a recession than they thought or that a 

recession will merely accelerate the inevitable.

  



HAMMOND HANLON CAMP LLC  |  h2c.com                                      H2C PERSPECTIVE • WINNERS AND LOSERS 4 

 

About Hammond Hanlon Camp LLC (“H2C”) 

H2C is an independent strategic advisory and investment banking firm with a 

singular focus on healthcare. Our commitment to exceed our clients’ expectations 

begins with senior leadership on every engagement and continues with independent 

and objective strategic advice. Our belief in the markets and in the power of 

competition has resulted in loyal clients and long-term relationships. 

The experienced professionals at H2C are well positioned to serve as your trusted 

advisors. We have the expertise to understand the unique complexities of the 

healthcare industry and an in-depth knowledge of the range of potential alternatives 

essential to designing and implementing highly successful business and financial 

strategies. We bring in-depth knowledge and experience across the full continuum 

of care and across a wide range of healthcare-related businesses.  

H2C offers services in the following areas: 

▪ Strategy design, development, and execution 

▪ Mergers, acquisitions, and divestitures 

▪ Capital planning and management 

▪ Capital markets financial advisory and private placements 

▪ Real estate advisory and transaction execution services 

▪ Bankruptcy and restructuring  
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