CEO Compensation-One Reason Healthcare Costs So Much
The Southwestern states were well represented in the category of highest executive pay
at non-profit healthcare organizations (1). Leading the way was Bernard Tyson, Chief
Executive Officer (CEO) of Kaiser in California, who earned over $16 million in salary.
Lloyd Dean, CEO of Dignity Health in San Francisco, and Peter Fine, CEO of Banner in
Phoenix, also made the top ten at over $9 million and $8 million respectively. The top 10
are listed in Table 1 and the salaries of the top 50 were all over $4 million.
Table 1. Top 10 Healthcare Executives Salary (2017) (1).

However, the salary only tells part of the part of the story. Note that on the far right of
Table 1 under the category of other compensation, are some exceedingly high
percentages. Adding in other compensation generates the executive total compensation
(Table 2).
Table 2. Top 10 Total Executive Compensation (2017) (1).

Please note that these are all not-for-profit corporations. Economists talk about the pay
ratio between CEOs and employees. Comparing Peter Fine’s $25+ million salary with
the average primary care physician salary of $155,212, a group not generally
considered to be undercompensated, means Mr. Fine earns more in 2 days than a
physician earns in a year (2). Fine earns about $164 for every $1 earned by a physician
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The people responsible for Mr. Fine’s compensation at Banner and other healthcare
organizations are the board of directors. At Banner this consists of 13 members and 2
physicians. The physicians are Ronald J. Creasman MD, a retired Gilbert, AZ
pulmonologist, and John Koster MD, the retired CEO of Providence Health & Services
in Renton, WA. The others are mostly current or retired corporate executives and many
sit on multiple corporate boards.
Steffie Woolhandler, MD, cofounder of nonprofit Physicians for a National Health
Program, describes CEO compensation as a misallocation of funds collected for
medical services. Overly generous compensation for executives of healthcare
organizations diverts resources that would be better spent on patients, Woolhandler told
Medscape Medical News in an interview (3). "This is money that is being taken out of
the healthcare system and handed over to CEOs. This is money that is not being spent
on medications. It is not being spent on doctor visits," Woolhandler said. "It is not being
spent on hospitalizations. It's just going in the pockets of these CEOs."
Modern Healthcare reported that the combined compensation for the 25 top paid
executives of nonprofit health systems rose to $197.9 million in 2017 from $148.6
million in 2016 (1). That's a pay increase of 33% for top executives of nonprofits. In
contrast, the average increase was just over 5% for physicians in 2016 and 2017 (3).
The largest increase seen in 2017 for any specialty was 24% among plastic surgeons.
On the other end of the spectrum, pediatricians reported an average salary decrease of
1% in 2017 (3). Annual gross income for registered nurses was essentially flat, with
respondents reporting an average income of $81,000 in 2017 and $80,000 in 2016,
according to the Medscape's 2018 RN/LPN Compensation Report (3).
Overly generous executive compensation can erode the public's trust in healthcare
organizations, especially given the growing backlash against aggressive bill-collection
tactics, said Martin Makary MD MPH of Johns Hopkins, an expert in healthcare finance
(3). Makary questioned the argument that substantial pay packages and increases are
needed to attract and keep the best executive talent. Hospitals would do well to
consider higher pay for the people who care directly for patients, he said. "What about
the talent on the frontline, nurses and doctors? What about the clinicians and the staff at
the hospital? Don't we want the best bedside nurses?" Makary said. The compensation
packages for executives leading large healthcare nonprofit organizations reflect the
market power these systems possess, J. Michael McWilliams, MD, PhD, a professor of
healthcare policy at Harvard Medical School, told Medscape Medical News in an email
exchange (3).
The increase in healthcare costs has largely been fueled by administrative overhead
which now consumes about 40% of the healthcare dollar (4). The excessive
compensation packages for healthcare CEOs and the salaries of their underlings likely
contribute to this rising administrative cost. These excessive costs also make
accusations against physicians, nurses and other healthcare workers that their salaries
are largely responsible for the increase in healthcare costs ring pretty hollow. In order to
control costs, understanding where the money is spent is essential.
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In 2016 the Arizona Hospital Executive Compensation Act limiting CEO compensation
to $450,000/year was proposed (5). Although the act was later dropped from the ballot,
a survey of Southwest Journal of Pulmonary and Critical Care readers showed that 83%
supported the measure and 35% though limiting CEO pay would improve patient care. It
seems astonishing that so called not-for-profit organizations pay CEOs this amount of
compensation. All of the money earned by or donated to a not-for-profit organization
should be used in pursuing the organization's objectives and keeping it running. CEO
compensation in the millions does not seem to fit these goals.
Richard A. Robbins, MD
Editor, SWJPCC
References
1. Kacik A. Highest-paid not-for-profit health system executives earn 33% raise in
2017. Modern Healthcare. June, 2019. Available at:
https://www.modernhealthcare.com/executive-compensation/highest-paid-not-profithealth-system-executives-earn-33-raise-2017 (accessed 8/17/19).
2. Banner Health. Banner Health - physicians & surgeons salaries in the United States.
Available at: https://www.indeed.com/cmp/BannerHealth/salaries?job_category=meddr (accessed 8/17/19).
3. Young KD. Docs get tiny raises while nonprofit healthcare CEOs get > $10M.
Medscape. August 2, 2019. Available at:
https://www.medscape.com/viewarticle/916423?src=WNL_trdalrt_190815_MSCPED
IT&uac=9273DT&impID=2060646&faf=1#vp_2 (accessed 8/17/19).
4. Robbins RA, Natt B. Medical image of the week: medical administrative growth.
Southwest J Pulm Crit Care. 2018;17(1):35. [CrossRef]
5. Robbins RA. Survey shows support for the hospital executive compensation act.
Southwest J Pulm Crit Care. 2016;13:90. [CrossRef]

Southwest Journal of Pulmonary and Critical Care/2019/Volume 19

78

