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Abstract

In this paper, I analyze the rationale for official authorization of dumping the patients
in the framework of the prospective payment policy. The payer such as the government
can specify the health care payment and the cost reduction effort level. I show that
when the payer designs the health care payment policy to let the hospitals dump the high
cost patients, there is a trade-off between the dis-utility of dumped patients, changes
of rent extracting for the hospitals due to light severity patients, and the shift of cost
reduction effort level of the public hospital for the high severity patients. I also clarify
the conditions under which it is welfare-improving to allow the hospital to dump the high
severity patients.
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