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Abstract

In a paper published by Ma (1994) it was argued that the prospective
payment system in the hospital industry was superior to the cost based
reimbursement system to achieve both cost reduction and quality im-
provement objectives. In the analysis, it was assumed that quality and
costs decisions were made by a single agent. Our paper compares these
two financing systems assuming that the main decisions taken within
the hospital are shared between physicians (quality of treatment) and
hospital managers (cost reduction). If Ma’s conclusions hold in the
US context (where the hospital managers bear the whole cost of treat-
ment), we show that the ability of a prospective payment system to
achieve both objectives is very depending of the type of interaction
between the agents when physicians bear a part of the treatment cost
as it is the case in many European countries. Keywords: hospital’s
financing system, strategic interaction, prospective payment system.
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