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Inpatient Care In California s

HOW GOVERNOR GAVIN NEWSOM'’S FISCAL AND POLICY CHOICES
ARE UNDERMINING CHILDREN’S HOSPITAL CAPACITY

EXECUTIVE SUMMARY

California is experiencing a structural erosion of pediatric inpatient care. Over the past decade and a half, the United
States has lost nearly 30 percent of its pediatric inpatient units and roughly 20 percent of pediatric beds, according to
peer-reviewed research published in JAMA Pediatrics. Adult inpatient capacity declined only marginally during that
same period.

California has not reversed that trend. In several regions, community hospitals have shuttered pediatric units altogether,
concentrating inpatient children’s care into a limited number of large tertiary centers in major metropolitan areas.

The core driver is economic: Pediatric inpatient care is disproportionately dependent on Medicaid reimbursement. In California,
Medi-Cal covers approximately half of all children. When reimbursement fails to reflect actual costs — particularly post-
pandemic labor inflation and specialty staffing requirements — pediatric units become financially unsustainable.

Under Governor Gavin Newsom, Medi-Cal enrollment expanded dramatically without the necessary structural reforms to
sustain care delivery. Reimbursement reform and infrastructure stabilization lagged significantly behind enrollment growth.
This imbalance has intensified fiscal pressure on safety-net hospitals, accelerating the closure of pediatric units in working-
class and rural communities.

This trend is not simply market inevitability; it has been significantly shaped by policy choices and reimbursement decisions.

THE SCOPE OF THE PEDIATRIC CONTRACTION

The national decline in pediatric inpatient capacity is not anecdotal. A multi-year analysis in JAMA Pediatrics documented:
¢ Nearly 30% reduction in pediatric inpatient units (2008-2022)

e Approximately 20% reduction in pediatric beds

¢ Only modest reductions in adult inpatient infrastructure during the same period

The disparity is instructive. Hospitals are not uniformly shrinking. They are selectively divesting from pediatric care

In California, multiple community hospitals — particularly in Northern and Central California — have eliminated inpatient pediatric
departments entirely. When that occurs, entire counties lose local admission-level care for children.

This results in:

e  Multi-hour ambulance transfers

¢ Increased emergency department boarding for pediatric patients

e Concentration of care in already-strained regional children’s hospitals
¢ Reduced surge capacity during respiratory illness seasons

From a healthcare systems perspective, pediatric inpatient contraction reduces regional resilience. It narrows geographic
access and increases systemic fragility during public health surges.



THE FINANCIAL ARCHITECTURE BEHIND THE CRISIS

Pediatric Inpatient Care Is Structurally Medicaid-Dependent

Nationwide, approximately 40 percent of children rely on Medicaid for coverage. In California, Medi-Cal enrollment among
children approaches 50 percent. This concentration matters because Medicaid reimbursement consistently falls below the
actual cost of delivering care.

Pediatric inpatient care differs from adult inpatient care in three critical financial respects:
1. Higher Staffing Ratios: Pediatric units require specialized nurses, child-life staff, and pediatric-trained hospitalists.

2. Lower Average Census: Pediatric admissions are episodic and seasonal, resulting in lower occupancy rates compared to
adult service lines such as cardiology or orthopedics.

3. Limited Procedural Margin: Pediatric care relies less on high-margin elective procedures and more on acute and medically
necessaryservices.

When reimbursement fails to match the underlying cost structure, pediatric units generate chronic negative margins. Hospitals,
particularly nonprofit community hospitals, attempt to cross-subsidize. But under sustained financial pressure, pediatric
services are often the first to be cut.

Medi-Cal Under Governor Newsom: Expansion Without Accountability

Governor Gavin Newsom expanded Medi-Cal eligibility to broader populations, including undocumented adults, while
reimbursement modernization and pediatric infrastructure stabilization failed to keep pace with enroliment growth.

While framed as acoverage success, this approach significantly increased program costs and fiscal volatility without addressing
theunderlying reimbursement deficiencies that keep hospitals solvent.

The structural challenge is clear: Policymakers expanded coverage without adequately ensuring the healthcare system
could sustainably deliver care. Key failures include:

e Failure to align pediatric inpatient rates with post-pandemic labor costs

¢ No meaningful pediatric-specific stabilization funding

¢ No rural pediatric preservation strategy

¢ No enforceable transparency around pediatric unit closures

As a result, hospitals serving high Medi-Cal populations face unsustainable financial pressure.

When state leadership dismisses pediatric closures as “local operational decisions,” it deflects responsibility from the policies
that created the crisis.

Hospitals do not set reimbursement policy — the state does.

BUDGET PRIORITIZATION AND POLITICAL TRADEOFFS

California has demonstrated the ability to allocate billions toward climate programs, high-speed rail, and other political priorities.
The continued underinvestment in pediatric inpatient infrastructure is therefore not solely a capacity issue; it reflects broader
budgetary and political priorities.

During budget shortfalls, state leaders focused on cost containment and eligibility controls rather than protecting core
healthcare infrastructure for children.

No comprehensive pediatric preservation strategy has been implemented. A serious response would have included:
e A statewide pediatric capacity audit

e Minimum regional access standards

e Emergency stabilization funding for at-risk units

¢ Mandatory impact assessments before closures

These actions were not taken at scale. The result is a slow but steady dismantling of pediatric inpatient care capacity.



CONSEQUENCES FOR FAMILIES AND COMMUNITIES

The erosion of pediatric inpatient care has cascading effects beyond hospital balance sheets.

Geographic Inequity

As pediatric units disappear from community hospitals, care becomes concentrated in urban centers. Families in rural and
working-class communities face:

e Longertravel distances

¢ Increased financial and logistical burdens

e Delayed access to care

Access to pediatric healthcare is increasingly determined by geography.
Emergency Department Congestion

Without inpatient pediatric capacity, children remain in emergency departments longer awaiting transfer. This leads to:
e Increased clinical risk
e Higher provider burnout

¢ Reduced emergency capacity for all patients

Workforce Instability

As pediatric units close, specialists relocate to larger systems, leaving entire regions without adequate pediatric expertise.
Once these workforce ecosystems collapse, they take years - if not decades - to rebuild.

POLICY INTERVENTIONS CALIFORNIA SHOULD IMPLEMENT

1. Pediatric-Specific Medi-Cal Rate Reform and Add-On Payments
Align reimbursement rates with the true cost of delivering pediatric inpatient care to help ensure hospitals can
sustainably maintain essential children’s health services, retain specialized pediatric staff, and continue serving
communities in need.

2. Pediatric Infrastructure Stabilization Fund

Provide targeted financial support and stabilization funding to hospitals serving low-income populations and
medically underserved regions to help preserve essential pediatric services, strengthen local healthcare access,
and prevent further care disruptions in high-need communities.

3. Workforce Incentives and Flexibility
Implement and expand loan repayment and physician recruitment programs for pediatric specialists to attract top
talent and encourage them to remain in California after completing medical training, particularly those serving rural
and underserved communities. California should also review pediatric-specific staffing flexibility regulations, with
atargeted focus on addressing workforce shortages and improving access to care in rural regions.

4. Transparency Requirements
Require hospitals and healthcare systems to provide advance notice before closing pediatric units and conduct
comprehensive community impact analyses to assess the potential effects on access to care, emergency services,
and regional pediatric capacity before any closure is approved.

5. Statewide Evaluation
Conduct a comprehensive statewide pediatric capacity audit to identify pediatric care deserts and regions facing
significant access challenges, enabling the state to better target resources, strengthen healthcare infrastructure,
and expand care for vulnerable children and families.




A LEADERSHIP TEST

Children’s inpatient care is foundational to a functioning healthcare system. California’s current

trajectory reflects a failure of leadership and prioritization. Expanding coverage without ensuring

access to care is not a success; it is a systemic failure. The true measure of healthcare policy is not
how many individuals are enrolled in a program, but whether care is available when needed. Right
now, in California, that standard is not being met.
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