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Empirical research on medical malpractice liability has largely ignored incentives to restructure to
protect assets. This study provides evidence on asset shielding in the nursing home industry.
There was a rapid increase in lawsuits alleging patient neglect or abuse in states with plaintiff-
friendly tort environments beginning in the second half of the 1990s. We document two apparent
asset-shielding trends in these states during the 1998--2004 period: (1) sales of homes by large
chains to smaller, more judgment-proof owners; and (2) a reduced propensity to “brand” chain-
owned units with names that linked them directly to the central corporation or sister units.
Twelve states enacted tort reforms during the 2003--2006 period that placed caps on
noneconomic damages. Using a difference-in-differences (DD) methodology, we find that the
trends in asset-shielding behavior abated or reversed in the states that enacted tort reforms. These
findings suggest that tort law affects ownership and other organizational choices in this industry.

I. Introduction

Empirical research on medical malpractice tort laws has focused on defensive medicine,

the supply of physician services, and the frequency of lawsuits and their outcomes.1
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(2012) evaluate the effects of malpractice laws on employer-provided health insurance premiums. The literature on
so-called positive defensive medicine is more extensive and too lengthy to summarize here. The issue in this
research is whether tort liability provides incentives to physicians to “overtreat” patients (e.g., by performing unnec-
essary tests and procedures). For surveys of this research, see Kachalia and Mello (2011), Kessler (2011), and Van
Velthoven (2009). Papers examining the impacts of tort reforms on the frequency of malpractice lawsuits and their
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Malpractice liability also creates incentives for deep-pocketed providers to protect their

assets from liability, for example, by selling them to more “judgment-proof” buyers and/

or by restructuring their legal form of organization. Although the incentive to shield

assets is well recognized in the legal literature, it has received scant attention in the

empirical research on malpractice.2 Asset shielding is important to consider in evaluat-

ing malpractice liability because it reduces the deterrent effects of tort laws and makes it

less likely that victims will be compensated (Shavell 1986, 2004; Konetzka et al. 2013). It

also has potential effects on economic efficiency, for example, if it results in suboptimal

organizational choices. This study provides evidence on this issue by studying the behav-

ior of nursing home owners in contrasting periods of increasing and decreasing litiga-

tion risk.

Various states adopted strongly pro-plaintiff resident rights laws during the 1980s

and 1990s with the stated intent of protecting nursing home residents. These laws were

not associated with an immediate increase in litigation, reportedly due to the wide-

spread belief that the expected proceeds from nursing home cases would not cover the

high costs of litigation. Pioneering lawsuits in the 1990s demonstrated that cases assert-

ing neglect or abuse of nursing home patients could be highly lucrative to plaintiffs and

their attorneys. States with plaintiff-friendly tort environments subsequently witnessed a

dramatic increase in the frequency of lawsuits, the size of settlements/judgments, and

the costs of liability insurance. Legal experts advised large nursing home chains to divest

homes in high-litigation states or to adopt legal structures that would better shield them

from liability. Previous studies provide examples of national chains that sold their homes

in Florida and Texas (the two states with the most pro-plaintiff legal environments at

that time) to smaller more judgment-proof owners or otherwise restructured in apparent

response to litigation concerns (e.g., Stevenson et al. 2006b).

This article provides more systematic evidence on the relation between changes in

the tort environment and judgment-proof behavior using a two-part empirical methodol-

ogy. In the first part of our analysis, we present descriptive and fixed effects regression

evidence that provides support for the hypothesis that large nursing home chains under-

took actions to shield assets in pro-plaintiff legal environments during the 1998 to 2004

period when the threat of litigation was dramatically increasing. First, large chains sold

many homes in high-litigation states to smaller, more judgment-proof owners, that is,

owners with fewer assets, little or no liability insurance coverage, and protective legal

structures. Second, chains in these states reduced the frequency with which they

“branded” their homes with names that linked them directly to either the central corpo-

ration or sister units (we discuss below how branding affects legal liability)—a potential

dimension of judgment-proof behavior not considered in previous studies.

While the findings from this first stage of our analysis are highly suggestive, we are

reluctant to infer a causal relation between the legal environment and judgment-proof

2One exception is a recent working paper by Helland et al. (2016), which provides evidence that physicians
respond to liability exposure by investing more of their assets in personal homes when they are shielded from
claims due to the state’s bankruptcy law.
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behavior from this evidence alone. A common approach to studying the effects of state

laws is to conduct a difference-in-differences (DD) analysis, which helps to remove the

biases that result from permanent differences between the treatment and nontreatment

states, as well as comparisons over time in the treatment group that could be the result

of trends. Unfortunately, ambiguous and multiple enactment dates, as well as the lack

of historic information on the ownership of nursing homes prior to the late 1990s, pre-

clude us from conducting a DD analysis around the enactment of resident rights laws.3

To help resolve the issue of causality, the second part of our empirical analysis

focuses on a subsequent inflection point in the litigation environment that occurred in

various states. During the interval 2003–2006, 12 states enacted laws that placed mean-

ingful caps on noneconomic damages in malpractice cases. These tort reforms particu-

larly impacted the nursing home industry, where a large fraction of litigation awards is

based on noneconomic considerations (e.g., pain and suffering and punitive damages).

If increases in litigation risk caused the changes in ownership and branding in the earli-

er period, we would expect to find an abatement or reversal of these trends following

the enactment of reforms that reduced the risk in the legal environment. Data availabili-

ty and knowledge of the precise enactment dates allow us to conduct a more convincing

DD analysis of the effects of these reforms.

In the aftermath of these reforms, we find that the earlier-documented trends

abated or reversed in the states that enacted damage caps. In particular, we find that

nursing homes in these states experienced a positive shift in their underlying time

trends in both large chain affiliation and branding postenactment. In our basic distrib-

uted lag model, the estimated likelihood of large chain ownership increases by about 12

percentage points over the ensuing five-year period after the reform relative to past

trends. The estimated likelihood of being branded increases by about 6 percentage

points. The measured effects are statistically significant and robust to a series of checks

for endogeneity and other concerns. The collective evidence from our two-part method-

ology provides relatively strong support for the hypothesis that there is a causal link

between changes in tort liability and asset-shielding behavior in the nursing home

industry.

While our study focuses on the nursing home industry, it has potentially broader

implications for the topic of tort law and asset shielding. Ringleb and Wiggins (1990)

document that a substantial increase in tort liability motivated large manufacturers to

sell hazardous plants (producing carcinogens and other disease-causing byproducts) to

smaller firms, which were either “more likely to go out of business before latent claims

emerge or have insufficient assets to pay damages and declare bankruptcy when claims

are filed.” We consider the use of asset shielding by a set of service industry firms (i.e.,

nursing homes). In so doing, we extend the literature on asset shielding by considering

a different set of tradeoffs and firm behavior.

3For example, the first patient rights law in Florida was passed in 1980 but additional laws that clarified and pro-
vided remedies for patients were passed in 1993 and 2001. Systematic information on the ownership of individual
nursing homes prior to 1999 is not publicly available.
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Similar incentives to shield assets from malpractice liability exist in other health-

care subsectors. For example, the New York Times reported in 2012 that several of the

city’s hospitals were partially or completely uninsured for malpractice (Hartocollis, July

15).4 According to quoted hospital executives, “it is better to be effectively uninsured,

because lawyers follow the money.” More generally, other firms and professionals, such

as attorneys and accountants, have similar incentives to shield assets from tort liability.

Our study suggests that it is important to consider these incentives in evaluating the

effects of tort laws in other environments.5

Our study makes four additional contributions. First, it provides evidence that the

tort environment is a potentially important factor in helping to explain the horizontal

ownership structures of some service industries.6 Second, the economics and marketing

literatures on branded retail and service chains (e.g., fast food and hotels) has focused

on one external audience and issue—the signaling or bonding of quality to potential

customers (e.g., Ingram 1996; Brickley & Dark 1987; Jin & Leslie 2009; Luca 2011; Maz-

zeo 2004; Png & Reitman 1995). Our evidence suggests that future research on brands

and chains should consider additional audiences and issues, such as potential litigants

and tort liability. Third, it adds to the small body of evidence on the factors that affect

the choice of business names.7 Fourth, it has other specific health-care policy implica-

tions. Consumers often do not have complete information about service quality in the

health-care sector. Branded chain ownership can potentially provide a credible signal or

bond of a consistent level of quality in some settings.8 Our study suggests that one

potential byproduct of laws/regulations that ostensibly are directed toward helping

patients (e.g., giving them greater litigation rights) is less branded chain ownership—

potentially increasing consumer search costs.

This article focuses on a reduced-form analysis of asset-shielding responses to mal-

practice tort liability and reform in the nursing home industry. The evidence suggests

4http://www.nytimes.com/2012/07/16/nyregion/some-hospitals-in-new-york-lack-a-malpractice-safety-net.html

5The evidence on the supply of physician services in high-tort-liability environments (cited above) can be inter-
preted in the context of this study and its possible implications beyond the nursing home industry---similar to
large nursing home chains, a potential response by some physicians to high tort liability is to “exit” the market.

6Empirical research on ownership concentration in the traditional industrial organization literature has concen-
trated on manufacturing firms and the effects of scale economies, market size, endogenous sunk costs, and other
entry barriers on industrial concentration. Over 80 percent of private-sector jobs are now in service-related indus-
tries, where factors such as scale economies are likely to be less important (Hubbard 2004). Most of the empirical
research on the ownership structures of service industries has focused on the vertical dimension (see Lafontaine
& Slade 2007). Past empirical studies examining issues related to horizontal ownership in service industries
include Brickley et al. (2003) (banks), Lu and Wedig (2013) (nursing homes), Mazzeo (2004) (motels), Png and
Reitman (1995) (gasoline stations), and Shepard (1993) (gasoline stations). These studies focus on incentive and
information-related issues---not the regulatory environment.

7Research on the choice of business names includes Horsky and Swyngedouw (1987), Klein and Leffler (1981),
Kreps (1990), Mailath and Samuelson (2001), McDevitt (2011), and Tadelis (1999, 2002).

8While not the focus of this article, supplemental tests (discussed below) document that branded homes have
less variation in quality than unbranded units during our study period.
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that high tort liability motivates nursing home operators to engage in potentially less

efficient organizational practices relating to the ownership and branding of nursing

homes. As noted above, asset shielding also reduces the deterrent effects of tort laws

and makes the compensation of victims less likely. Assessing the broader welfare implica-

tions of state tort laws and reform and presenting a more generalized structural analysis

of the multiple investment and policy responses by nursing home operators (such as

changes in the quality of services) goes beyond the scope of this article and presents

potentially fruitful areas for additional research.

The remainder of this article is organized as follows. Section II discusses the

relevant industry background and presents the empirical predictions. Section III

describes our data. Section IV presents the first stage of our empirical analysis, which

focuses on the earlier period of increasing litigation risk, while Section V presents

the second stage, which focuses on the postreform period when litigation risk had

decreased in various states. The study concludes with a brief summary and

discussion.

II. Industry Background and Hypotheses

A. The Nursing Home Industry and Litigation Trends

In the fourth quarter of 2012, 15,643 certified nursing homes provided services to over

1.4 million residents in the United States (Centers for Medicare and Medicaid Services

2013). For-profit companies owned 69 percent of these homes, nonprofit organizations

25 percent, and government entities 6 percent. This study focuses on for-profit nursing

homes, since government and nonprofit owners (e.g., churches) presumably have goals

other than value maximization. For-profit homes also have been the primary target of

large lawsuits in this industry.

1. Resident Rights Laws, the Rise in Litigation, and Judgment-Proof Behavior

During the 1980s and 1990s, various states passed pro-plaintiff resident rights laws,

ostensibly to protect the elderly and other nursing home patients from neglect and

abuse. For example, California passed important legislation in 1992, Florida in 1980 and

1993, Texas in 1997, and Arkansas in 1999. Some states, such as Florida, passed multiple

resident rights laws at different points in time during this period.

In most states, litigation did not immediately increase in response to these laws.

Initially, the legal community was skeptical that patient lawsuits could result in awards

or settlements commensurate with the high costs of litigating these cases. Pioneering

lawsuits that resulted in multimillion-dollar awards for noneconomic damages in the

1990s convinced plaintiffs’ attorneys that these cases could be highly lucrative in pro-

plaintiff legal environments. Once this was recognized, patient liability lawsuits mush-

roomed in the industry during the second half of the 1990s and early part of the 21st

century. The incidence of these lawsuits varied substantially across states, depending on

the existence and strength of the state’s resident rights law and other factors (Johnson

et al. 2004; Schaefer et al. 2006). Florida and Texas were widely acknowledged as having
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the most pro-plaintiff legal environments at that time. In 2001, Florida nursing homes

made estimated total compensation payments of $1.1 billion to plaintiffs (Stevenson &

Studdert 2003).

Prior to the late 1990s, liability insurance was relatively inexpensive to obtain and

was largely priced independently of the home’s risk or history of claims (Burwell et al.

2006). The dramatic rise in litigation motivated primary liability companies to stop sell-

ing insurance entirely in Florida and Texas by the early 2000s. Homes in these states

could still purchase insurance at very high prices from “surplus line carriers.” Many

states did not require nursing homes to have liability coverage during this period, and

other states required only minimal coverage. Consistent with existing economic theory

(Huberman et al. 1983; Keeton & Kwerel 1984; Shavell 1986), many independent own-

ers and smaller chains responded to the increased threat of multimillion-dollar suits by

purchasing little or no liability insurance in high-litigation states (since they would be

paying to cover claims that they would not otherwise have to pay given their assets, as

well as becoming more attractive to target in a lawsuit). Personal injury lawyers asserted

that defense lawyers were actively advising owners of nursing homes not to carry insur-

ance (Jurand 2006). Anecdotal evidence suggests that in Florida “facilities with policies

with low limits were less likely to be sued” than large self-insured chains (Schaefer et al.

2006).

Large multistate nursing home chains were organized as typical multidivisional

firms in the 1990s (Carter 2006). Most had regional divisions with all homes being

directly owned and operated by the central corporation. The increased threat of tort

litigation in the late 1990s imposed significant potential liability on the national

chains that owned homes in the affected states, since their system-wide assets would

be subject to claim in a lawsuit. For example, Beverly Enterprises, Inc., the largest

nursing home chain at the time and a frequent target of early lawsuits in the industry,

owned assets that had an approximate book value of $1.9 billion in 2000. In a market

with low transaction costs and perfect information, large chains could potentially

have passed the costs of increased liability coverage back to customers through higher

prices (Coase 1960; McKean 1970; Oi 1973). This, however, was not possible in the

nursing home industry since prices are largely fixed by the government (Medicare

and Medicaid) and potential residents do not have perfect information to assess the

risks of individual homes. Absent ownership or legal restructuring, large chains faced

the choice of incurring the high expected liability costs ex ante by purchasing expen-

sive liability coverage (when available) or ex post by paying for claims through self-

insurance. The randomness of accidents, juries with sympathies for elderly plaintiffs,

unclear negligence standards and the potential for frivolous suits implied that these

costs were likely to be high and hard to predict, even for chains exerting a high level

of care.

Independent owners and small chains faced lower expected tort liability than a

large chain (absent significant legal restructuring as described below) for at least three

reasons. First, the assets of the smaller companies, while potentially sufficient to cover

smaller claims, were not large enough to cover the sizable jury awards and settlements
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observed in some cases (tens of millions of dollars).9 Second, as discussed above (and

supported by our data below), many of the smaller owners purchased little or no liability

insurance. Large chains implicitly provided insurance coverage for claims at individual

homes whether they purchased policies from third parties or not. Limited insurance in

combination with a relatively small asset base made the smaller owners both more judg-

ment proof and less attractive to plaintiffs than large “deep-pocketed” chains. Third,

juries are potentially more sympathetic toward local or small regional defendants than

large national corporations. All three reasons help explain why plaintiff attorneys are

reluctant to incur large costs to pursue cases against small nursing home operators.

As a result of these considerations, lawyers advised nursing home chains operating

in high-litigation environments to restructure by separating the chain’s real assets from

its operations, for example, by selling real estate to a real estate investment trust that

would lease it back to the company (Casson & McMillen 2003; Jurand 2006; Pearce

et al. 2009). In the extreme, a chain with 100 homes could restructure to have 100 legal-

ly independent companies (limited liability companies (LLCs) or corporations) that

each owned the assets of one home and 100 other legally independent companies that

leased the homes for operation (Casson & McMillen 2003). The services provided by

the operating companies might be subdivided further into other special-purpose LLCs

or corporations to provide additional protection.

While legal restructures provide some protections to large chains, they are costly

and not completely foolproof as a judgment-proof strategy. An alternative for reducing

legal liability in high-litigation states was simply to sell their assets to smaller chains or

independent owners, which, as discussed above, are more likely to be judgment proof

against large claims (Cohen 1997; Dari-Mattiacci & Mangan 2008; Gilles 2006; Ringleb &

Wiggins 1990; Shavell 2004). There were at least four reasons why a large chain might

prefer this option to internal legal restructuring. First, a firm that restructures to form

legally independent subsidiaries must govern them in a manner that reduces the likeli-

hood that the corporate veil will be pierced in a lawsuit. This entails maintaining an

appearance of subsidiary independence by adhering to various formalities, keeping sepa-

rate records, maintaining distinctiveness among units, not having the parent intervene

to a great extent in subsidiary decisions, and so on (Casson & McMillen 2003). Operat-

ing the homes within a chain as quasi-independent entities, however, potentially thwarts

the very multi-establishment economies that motivated the large chain to acquire the

9Courts have awarded damages against chains that staggeringly exceed the value of the typical nursing home in
some cases. One example is the 2011 West Virginia case (Manor Care et al. v. Douglas) where the jury awarded the
plaintiff $90 million in compensatory and punitive damages. In a more recent case, a Florida jury awarded the
plaintiffs $1.2 billion in damages, including $1 billion in punitive damages (Geary 2013). Large damage awards
are not just a recent phenomenon. For example, in two high-profile cases in Texas in 2001 juries awarded plain-
tiffs $82 million and $315 million, respectively (Stevenson et al. 2006a). These large awards are sometimes
reduced on appeal and can be difficult to collect. For example, the West Virginia Supreme Court reduced the
award in the Manor Care case to $32 million (White 2014). Nevertheless, sizeable awards have the potential to
place even large corporations in financial distress. In contrast to the magnitude of these awards, the estimated
average selling price for a 100-bed home in 2013 was $7,300,000 (Health Care Transaction Group 2014). Punitive
damages are not always dischargeable under bankruptcy, but a single-unit operator would typically not have the
assets to pay such large claims (and thus would be less likely to be sued in the first place than a large chain).
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homes in the first place (e.g., shared operating formats, shared information, personnel,

and other systems, marketing/advertising economies, and branding). Second, it is costly

for a large company to form and continue to manage complex legal structures on an

ongoing basis. Many small chains already were organized as LLCs (Jurand 2006), mak-

ing it potentially less expensive to shield their existing assets from liability that might

arise at newly acquired homes. Third, a plaintiff can name a deep-pocketed parent cor-

poration in a lawsuit, even if the parent is likely not to be held responsible for a subsid-

iary’s torts, thus generating legal, settlement, and reputational costs. Fourth, there is the

potential that a court will “pierce the corporate veil” and hold the parent corporation

liable for a subsidiary’s tort claim.10 Even if the veil is not pierced, the parent runs some

risk of being liable for contributing directly to the harm (Forsythe v. Clark USA, Inc., 224

Ill.2d 274 (Ill. 2007)). By selling homes in high-litigation states to distinct owners with

whom they hold no ownership interest, a large chain substantially removes itself from

future litigation risk in these states.

2. Tort Reform and the Reversal of Judgment-Proof Behavior

Beginning around 2003, the tort environment began to change in various states due to

tort reform legislation. This study focuses on the 12 states (described below) that

enacted meaningful caps on noneconomic damages in medical malpractice cases during

the 2003 through 2006 period.11

The enactments of laws that place caps on noneconomic damages, which compen-

sate plaintiffs for “pain and suffering,” are of particular importance to the nursing

10Pearce et al. review the history of cases involving piercing the corporate veil in the nursing home industry.
They conclude that while courts have been hesitant to pierce corporate veils, there was a trend toward being
more willing to pierce veils when it comes to protecting a “vulnerable class of plaintiffs with a particular social
policy implicated.” They surmise that “the intrinsic fragility of the elderly, coupled with the forecasted increase in
the elder population, could leave nursing home corporate structures increasingly susceptible to veil piercing”
(2009:745).

11An analysis of the political economy behind the enactment of damage caps in these states is beyond the scope
of this article. However, a few observations are worth noting. There is significant debate and disagreement over
the merits of tort reform. The likelihood that a state will enact tort reform at a particular point in time presum-
ably depends on the state’s existing tort environment and political makeup. Florida, Georgia, and Texas, which
were noted for having the highest levels of malpractice litigation prior to reform, were among the first to enact
reforms. Republicans in these states tended to argue strongly that high levels of litigation were having negative
effects on their states’ health-care industries (e.g., causing doctors, other health-care providers, and insurance
companies to leave their states) and overall economies, while Democrats often argued that significant tort liability
was necessary to deter negligent behaviors among health-care providers. The political power of the proponents
and opponents of tort reform varies across states. Consider Texas, which is noted for having adopted among the
strongest reforms in the nation in 2003. George W. Bush, a prominent Republican, promoted tort reform as a
very high priority both while he was governor of Texas (1995--2000) and when he was running for president.
Rick Perry, another Republican who strongly advocated tort reform, succeeded Bush as governor of Texas in
2000. In 2003, the Texas Senate and House both had Republican majorities. Voters, who in aggregate had
elected a majority of Republicans, voted in a state-wide election to overturn the 1988 Texas Supreme Court deci-
sion against caps on noneconomic damages, which was important for the reform to have its full effect. In 2003,
all nine justices on the Supreme Court of Texas also were Republicans. Given the very high level of litigation in
Texas at the time and the political makeup of the state’s executive, legislative, and judicial branches, it is not
hard to explain why Texas was among the first to adopt strong tort reforms.
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home industry. Most of the residents in nursing homes are senior citizens. Their age

and condition naturally limit the economic damages that can be claimed due to lost

future earnings, and legal claims typically focus on pain and suffering. Studdert and

Stevenson (2004) report that noneconomic damages average around 80 percent of total

damages for nursing home cases, compared to just 35 percent for general malpractice

cases. Nursing home operators argue that there is no scientific method for calculating

noneconomic damages and that the subjective nature of these awards increases the level

of uncontrollable risk. Empirical studies generally find that caps on noneconomic dam-

ages reduce the number of malpractice lawsuits and the size of awards (e.g., Avraham

2007; Holtz-Eakin 2004; Mello 2006; Paik et al. 2012). There is anecdotal evidence,

moreover, of several large law firms that specialized in nursing home litigation leaving

states that implemented reform and entering states that had not passed reforms.12

B. Hypotheses

The primary objective of this article is to test the hypothesis that changes in the legal

(tortious) environment influence the asset-shielding behavior of nursing home opera-

tors. We refer to this overall hypothesis as the Judgment-Proof Hypothesis. This hypothesis,

in turn, is divided into two subhypotheses relating to two specific asset-shielding actions:

the Ownership Hypothesis and the Branding Hypothesis.

The Ownership Hypothesis predicts that the likelihood of large chain ownership

will fall (increase) relative to ownership by smaller, more judgment-proof owners as the

litigation environment becomes more (less) costly. Stevenson et al. (2006a) provide

examples of several large nursing home chains that exited high-litigation states around

the beginning of the 21st century, ostensibly due to the concerns about the increased

threat of high litigation costs. Although these examples are consistent with the Owner-

ship Hypothesis, there were other considerations, such as low Medicaid rates in certain

states, that could have motivated some of the ownership changes (as the authors state).

These authors also provide examples of relatively large chains that did not exit high-

litigation states during this time period, and some that increased their ownership of

homes in states such as Texas. Finally, the timing of such exits relative to the passage of

residence rights laws clouds their underlying motives. It is therefore important that the

Ownership Hypothesis also predicts that large chain ownership should increase, ceteris

paribus, in the aftermath of legal reforms (e.g., caps on damages) that reduce expected

liability costs.

Large chains that do not opt to sell their homes can take internal steps to reduce

their expected legal liability in high-litigation environments. One policy that we can

observe, in this regard, is whether a chain brands a given home with the corporate

12The Wall Street Journal reported in 2014 that “two decades after its start in Florida, the legal strategy has moved
into tort friendly states . . . [because] cases filed in states with limited or nonexistent curbs on noneconomic dam-
ages means lawsuits that elsewhere might be settled for $50,000 can generate much larger settlements or
verdicts.” The article goes on to say that “ground zero for the continuing tussle appears to be Northern Appala-
chia: Kentucky, West Virginia and Appalachia” (WSJ Oct. 3, 2014).
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name or some other name that clearly links it to either the central corporation or sister units.

The Branding Hypothesis predicts that the likelihood of branded homes will fall (increase) as

the litigation environment becomes more (less) costly. The reasoning is as follows. First, to

reduce the likelihood of corporate veil piercing, experts advised chains to “preserve the dis-

tinction between the operating entity and its affiliates” by, among other things, conducting

business under unique company names (Casson & McMillen 2003).13 Second, a shared brand

name can increase the costs of litigation due to negative demand spill-over effects. Dranove

et al. (2012) provide evidence that malpractice lawsuits can have significant negative effects on

the demand and profits of health-care providers. Lawsuits involving the elderly and other vul-

nerable patients often generate widespread adverse media coverage and publicity that can

have negative demand spillovers and impose costs throughout a nursing home chain, particu-

larly if the homes are linked by a common name.14 Third, management might refrain from

branding units in high-litigation environments to avoid signaling to potential plaintiffs that

the unit is affiliated with a deep-pocketed corporation. According to Carter (2006), in the

1990s “most facilities’ names contained the name of the chain, as did the policy and proce-

dure manuals, admissions packets, promotional materials and other documents.” Carter

claims by 2006 that:15

Now it is difficult, if not impossible, to identify the entity that owns, operates and controls any
skilled nursing facility. A nursing home and its literature no longer bear the name of its own-
ers and operator. The business model is focused on shielding the true corporate owners from
liability or responsibility for their residents’ injuries.

Rosenfeld (2009) similarly asserts that chains carefully name or rename facilities to give

the impression that they are “small mom-and-pop operations as opposed to being oper-

ated by a large health care conglomerate.” Carter provides detailed advice to other

plaintiff attorneys for determining the identities of the owners through interviews,

13The legal case history at the time included an El Paso Court of Appeals decision in 1997 in Beneficial Personnel

Services of Texas, Inc. v. Rey that approved a submission under which a jury had found two companies to be a
“single business enterprise.” One of the factors considered by the jury in piercing the corporate veil was the use
of a “common business name” (Brown 2009).

14A relatively common strategy of plaintiff attorneys is to attack the reputation of the defendant company
through negative media campaigns. The threat of large negative spillovers potentially gives plaintiffs additional
power to extract settlements, since higher costs are imposed on the chain if a lawsuit is filed and publicized. Sulli-
van (1990) finds that not using a shared brand name can reduce the negative spill-over effects of an adverse
event on a company’s products, even if the identity of the common owner is relatively well known. For example,
she finds that mechanical problems with a particular Audi model had greater negative effects on the demands
for other Audi models than for Volkswagens, which many prospective customers knew are made by the same
manufacturer. Lawsuits involving alleged abuse and neglect of elderly residents filed against large nursing home
chains, such as Beverly Enterprises, were picked up by the Associated Press and reported throughout the nation.
Prominent examples of this type of widespread news coverage highlighted the potential negative effects that liti-
gation can have on a company’s brand name and potentially affected the branding policies of other nursing
home chains throughout the industry.

15Current federal disclosure rules make it relatively easy for the public to obtain online information on identities
of nursing home owners. We are interested in the informational environment during our study period.
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document review, discovery, and depositions. The first two reasons for being less likely

to brand in high-litigation environments, however, continue to hold even if the owner-

ship of homes was relatively well known. The three potential reasons are not mutually

exclusive, and we are unable to identify their relative importance in explaining changes

in branding policy in our tests.

III. Data

A. Sample

The Online Survey, Certification and Reporting (OSCAR) database, maintained by

CMS, provides detailed facility-level information for all certified nursing homes in the

United States. Our panel data consists of 111,213 observations of for-profit nursing

homes covered by OSCAR from 1998 through 2008.

While OSCAR provides detailed information on nursing home names, their

addresses, and whether the nursing home is part of a chain, the names of owners were not

available publicly prior to 2010. We purchased owner names for our sample period from a

private data vendor. All homes with a common owner are defined as being members of the

same chain.

Chain size (number of affiliated units) varies widely across the sample. For descrip-

tive purposes, consider the distribution of chain size in 2004 (the median year in which our

treatment states enacted damage caps). The typical chain is small (average and median of

11 and four nursing homes, respectively).16 For this study, we define a “large chain” as one

that owns more than 40 homes. We chose 40 homes because it is approximately the 95th

percentile for chain size. Other chains are defined as “small.” As discussed below, our

results are robust to other cutoffs. The Ownership Hypothesis focuses on relative size. No

matter where we draw the line, it makes the same empirical prediction—homes owned by

larger chains are less likely to exist in high-litigation environments.

We examined the names of the individual nursing homes within each chain to

determine which ones had names that clearly linked them to at least one sibling unit.

Nursing homes with linked names were coded as “branded” chain units, while others

were coded as “unbranded.”17 No empirical method for classifying homes by branding

status is likely to be perfect. To help ensure that our results are not driven by our

16Similar to other service industries (Hubbard 2004), ownership concentration in the nursing home industry,
measured at the national level, is relatively low. In our sample, the top 10 chains collectively owned 1,900 nursing
homes in 2004 (18.5 percent of the sample). Beverly Enterprises, which operated in 25 states, was the largest
nursing home chain in 2004 with 354 nursing homes and a 3.5 percent national market share.

17We began by developing a computer algorithm to identify whether a chain unit used a common name for some or all
sibling units. This algorithm excluded various words that are not a brand name, like “rehabilitation” and “center.” We
then manually checked whether the common name is indeed a brand name using the information from these chains’
websites, online documents, and advertising brochures. Some chains use multiple brand names. In these cases, all are
labeled as branded (we do not distinguish among subbrands). All of the 10 largest chains branded some units and left
others unbranded in 2004, except UHS-PRUITT, which used unique names for all 82 of its units. There is wide variation
in the proportion of branded units among large chains (0 to 88 percent).
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classification procedure, in our robustness checks we employ an alternative definition

where we label a home as “branded” only if its name includes that of the central corpo-

ration. The results are robust to this check.18

Panel A of Table 1 presents descriptive statistics for the total number of beds,

occupancy rate, and patients funded by Medicaid for the homes in our sample. Includ-

ed are the sample means and interquartile range for the 111,213 observations in our 11-

year panel dataset. Also reported are the means for each of these variables for the years

1999, 2004, and 2008. The full sample means are 110 beds, 82 percent occupancy, and

62 percent patients funded by Medicaid. There is little variation in the means across the

years in our sample. Panel B reports sample statistics on ownership and branding status.

In the full sample, 61 percent of the homes are chain owned. The remaining 39 percent

are independently owned (single-unit owners). Among the chain-owned homes, 32 per-

cent are branded and 68 percent are unbranded. Small chains owned 33 percent of the

total homes, while large chains owned 28 percent. Forty percent of the homes owned by

large chains were branded. Between 1999 and 2004, homes owned by large chains

declined from 31 percent to 27 percent, falling slightly more to 26 percent by 2008.

The percentage of homes branded by large chains declined from 43 percent to 35 per-

cent between 1999 and 2004, but increased between 2004 and 2008 to 41 percent.

Table 1: Descriptive Statistics

Variable Observations Mean 1999 2004 2008

Panel A: Nursing home characteristics 25th Perc 75th Perc

Total beds 100,829 110 71 130 109 110 111
Occupany rate 100,829 82% 75% 94% 81% 82% 82%
Patients funded by Medicaid 100,829 62% 35% 80% 62% 61% 60%

Panel B: Ownership/branding status

% Chain owned 100,829 61% 65% 61% 58%
% Branded 61,662 32% 33% 30% 34%
% Unbranded 61,662 68% 67% 70% 66%

% Owned by small chain (� 40 units) 100,829 33% 34% 34% 32%
Owned by large chain (> 40 units) 100,829 28% 31% 27% 26%

% Branded 28,114 40% 43% 35% 41%
% Unbranded 28,114 60% 57% 65% 59%

This table reports descriptive statisics for our sample. There are 100,829 nursing home/year observations from
the period 1999–2008.

18We conducted various other tests to help verify our classification procedure (available from the authors). Exist-
ing theories of the informational role of branded chain units argues that branded chain ownership signals or
bonds a consistent level of quality (not necessarily a high level) to customers. For example, a customer at a given
McDonald’s outlet expects a similar menu and quality of products as found at other units in the chain. Consis-
tent with these arguments, our supplemental regression tests reveal that the homes we have labeled as branded
are associated with more consistent quality than our unbranded homes (less variation around the average num-
ber of deficiency citations in government inspections for the branded and unbranded cohorts, respectively). Also
consistent with the claims of Carter (2006) and Rosenfeld (2009), the marketing materials on the historic web-
sites of our unbranded units generally did not provide references or links to the central corporate owner.

312 Brickley et al.



Hospitals owned less than 1 percent of the homes, and approximately 50 percent of the

homes had family monitoring committees (not shown in the table).

B. Tort Reforms

Our primary source for information on the yearly status of state laws that cap noneco-

nomic damages is the State Tort Reform Database (Avraham 2015). Other sources

include Aon Global Risk Consulting (2008) and various web searches. As in Avraham

(2015), we define as treatment states those states that enacted laws during our sample

period (1998–2008) that capped noneconomic damages to $500,000 or less per occur-

rence. Prior to the enactment of these laws, these states either had no caps on these

damages or had caps greater than $500,000.19 Table 2 presents a list of our 12 treatment

Table 2: Treatment States

State Action Year*

Alaska Enactment of $250,000 Damage Cap 2006
Florida Enactment of $500,000 Damage Cap 2003
Georgia Enactment of $350,000 Damage Cap 2005
Idaho Enactment of $250,000 Damage Cap 2004
Illinois Enactment of $500,000 Damage Cap 2006
Louisiana Extended $500,000 Damage Cap to NH’s 2003
Mississippi Enactment of $500,000 Damage Cap 2003
Nevada Enactment of $350,000 Damage Cap 2003
Oklahoma Enactment of $300,000 Damage Cap 2004
South Carolina Enactment of $350,000 Damage Cap 2006
Texas Enactment of $250,000 Damage Cap 2004
West Virginia Enactment of $250,000 Damage Cap 2003

This table lists the states that passed laws placing caps on noneconomic damages in malpractice lawsuits between
2003–2006. The list is compiled from a dataset maintained by Avraham (2015) and described as the “clever” ver-
sion of the database. The “clever” database excludes laws with very high caps or with liberal exclusions from the
law.
*If a law is passed in the second half of a calendar year, it is coded as being enacted in the following calendar
year.
SOURCE: Avraham (2014)

19As suggested by Avraham (2015), we do not include laws that waived damage caps for “serious injuries.” Alaska
had a law capping damage caps prior 2005, but the caps were lifted for injuries involving permanent physical
impairment or severe disfigurement. We include Alaska as a treatment state, since it enacted a new law capping
noneconomic damages at $250,000 without this exclusion. Ohio, which enacted a damage cap in 2003, is not
included as a treatment state because its caps were “lifted for serious injuries.” Aon Global Risk Consulting
(2008) discusses the liberal waivers in the Ohio law and finds in its actuarial analysis that “Ohio tort reform is
not having a material effect on the trend in patient care liability” in nursing homes. We focus on caps on non-
economic damages because of their particular importance in nursing home litigation. The state law database also
contains information on other tort reforms in addition to caps on noneconomic damages. Our sample period
does not allow us to provide meaningful evidence on the marginal effects of different tort reforms on organiza-
tional decisions in the industry. In any case, our interest is on how an important change in the legal environment
that reduced the threat of litigation affects the ownership and branding of nursing homes and not on the spe-
cific effects of any one given reform. Large punitive damages have also been levied against nursing homes in
some cases. Four states adopted meaningful caps on punitive damages in malpractice cases during our 1999
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states, the sizes of their caps, and years of adoption.20 Eleven states adopted new laws

that introduced or lowered caps on noneconomic damages to $500,000 or less in mal-

practice cases. Louisiana had an existing law that limited noneconomic damages to

$500,000, but it did not cover nursing homes. In 2003, Louisiana extended the damage

cap to nursing homes.

The $500,000 caps enacted by Florida and Illinois applied to individual defend-

ants, such as physicians and their businesses, but did not cover nursing homes as institu-

tions (the Florida law did not include institutions, while the Illinois law imposed a $1

million limit on institutions). While these laws arguably made it easier for nursing

homes to hire qualified medical directors and other staff (something they reportedly

had trouble doing in high-litigation environments), they did not apply to corporate

owners more generally. In our sensitivity analysis, we document that our results are not

driven by the homes in Florida and Illinois.

IV. Stage 1 Empirical Results: Period Prior to

Tort Reform

This section provides evidence on judgment-proof behavior during the earlier part of our

sample period when nursing homes in various states were experiencing a dramatic increase

in litigation risk. For this analysis, we focus on the years 1998–2004, since the first reforms

did not occur until 2003 and ownership changes are likely to occur with a lag.

A. Litigation Risk Measures

For descriptive purposes, we classify states as either having “high” or “low” litigation risk

in the 1998–2004 period based on past research studies. Following Johnson et al.

(2004), we classify Arkansas, California, Florida, Georgia, and Texas as “high-litigation”

states and all others as “low-litigation” states. This simple dichotomy is useful for graphi-

cally displaying and highlighting changes that occurred over the early years in our

sample.

For our regression analysis, we utilize three proxies for litigation risk that vary

across time and states. The first is the lagged statewide average of nursing home malprac-

tice insurance expenses for the year expressed on a per-resident, per-day basis

through 2008 sample period. Missouri, which adopted a cap on punitive damages in 2006, already had a noneco-
nomic damage cap in place. Idaho adopted new caps on noneconomic and punitive damages at the same time.
Ohio adopted a cap on punitive damages in 2005 without adopting a cap on noneconomic damages. Idaho is
included as a treatment state in our analysis because it adopted a noneconomic damages cap. The other three
states are not. The Wisconsin Supreme Court ruled in 2006 that the specific damage cap law in place in the state
at the time was unconstitutional. Circumventing the typical legislative process, the Wisconsin Assembly passed a
bill imposing a new cap. A new law with a somewhat higher cap was signed into law in 2006. The Oregon
Supreme Court ruled in 1999 (one year into our sample period) that the Oregon damage cap law was unconsti-
tutional. We have used these two states in some sensitivity checks, but not in our primary tests.

20The State Tort Reform Database codes laws enacted during the second half of the year as being adopted in the
next calendar year. The table reflects this convention. We obtain similar results when we use the calendar year of
adoption.
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(calculated from government-mandated cost reports).21 The second is the lagged

statewide average paid losses of nursing homes for the year expressed on a per-resident,

per-day basis. The third is statewide medical malpractice filings per 1,000 active

physicians.22 The results are similar for all three measures. In this article, we report

the results for the first measure.

Approximately 55 percent of the homes in our sample left the insurance expense

lines in their SNF cost reports blank. CMS representatives informed us that a missing

value typically implies that the home did not incur an expense in the category. Indeed,

it is relatively rare to observe an actual zero recorded for one of these lines in the cost

report. The large number of homes not purchasing insurance implied by the missing

values is consistent with previous evidence that many nursing homes did not purchase

insurance during this period. The lack of insurance, coupled with a relatively small asset

base, would have made many of the smaller homes relatively judgment proof against

large claims.23 Based on our discussions with CMS, we treated missing values as zeros in

our calculations of average insurance expenses and average paid losses. The regressions

reported in the article employ these calculated values. We have also conducted all tests

using average insurance expenses and paid losses calculated by treating missing values

as missing. All tests produce highly similar results.

B. Descriptive Evidence on Judgment-Proof Behavior

Figure 1 displays the average lagged malpractice insurance expenses in high- and low-

litigation states over the 1999–2004 period (1998 is not included because we do not

have lagged values for this year). The average expense was relatively small in all states in

1999 (less than 50 cents per resident per day). Insurance expenses, however, increased

substantially over the period. In 2004, the average expense in the high-litigation states

was nearly $3.24 compared to about $1.38 in the low-litigation states. A difference in

means test rejects the null hypothesis of equal means with a p value< 0.01. The collec-

tive evidence in this figure is consistent with our maintained assumptions that tort risk

increased substantially in the nursing home industry over the period and that there

21The SNF cost reports for our analysis period include three insurance-related expenses: malpractice insurance premiums
(money paid by the provider to a commercial insurer to protect the provider against negligence claims made by their resi-
dents), malpractice paid losses (money paid by the health-care provider to compensate a resident for professional negli-
gence), and malpractice self-insurance (where the health-care provider acts as its own insurance company and allocates
expenses to the home for the year). Self-insurance includes the purchase of policies from parent-sponsored captive insur-
ance companies. Our calculations of average insurance expenses are based on the sum of insurance premiums and self-
insurance. These variables are obtained from Worksheet S2, Line 45. Using the U.S. individual nursing home data over
our sample period, the daily malpractice insurance expense is $156 at the mean with standard deviation 674.

22The medical malpractice filings information is obtained from the National Practitioner Data Bank.

23Among the for-profit nursing homes with zero insurance expenses, the bed size is 112.8 at the mean and 103 at
the median with standard deviation 56. The bed size for those with nonzero insurance expense is 117.9 at the
mean and 114 at the median with standard deviation 52. The distributions suggest that small nursing homes
tend to have no records or recorded as zero.
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were substantial differences between the states we have classified as high versus low

risk.24

To provide descriptive evidence related to the Ownership and Branding Hypothe-

ses, we examine the extent to which large chains sold homes or otherwise restructured

in response to increased tort liability. Figure 2 displays the 2004 ownership/branding

status for homes that were owned by large chains at year-end 1998, categorized by high- and

low-litigation states. The differences in changes between the two sets of states over the

six-year period are striking and consistent with the Ownership Hypothesis. The top pan-

el reveals that the percentage of homes that continued to be owned by large chains in

2004 is much higher for the low-litigation states (70 percent vs. about 45 percent).

Correspondingly, the percentages of homes that were owned by small chains, indepen-

dent owners, or no longer existed in 2004 were higher for the high-litigation states. The

other two panels, which display separate results for branded and unbranded homes owned

by large chains in 1998, present similar pictures. Of particular note is that 60 percent of

the branded homes in 1998 continued to be branded in 2004 in the low-litigation states,

while only 25 percent of the 1998 branded homes continued to be branded in the high-

litigation states in 2004.

Many of the changes displayed in Figure 2 involve changes in both ownership and

branding (e.g., a large branded chain selling a home to a small chain or independent

owner who does not brand it). It is interesting to consider whether the increased threat

of litigation motivated the dropping of brand names without a corresponding change in

Figure 1: Trends in insurance expenses in high- and low-litigation states (1999--2004)
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This figure depicts overall litigation risk trends from 1999 through 2004 based on observed insurance expenses
(per resident per day). Insurance expenses are equal to insurance premiums plus self-insurance (one-year lag).
The figure depicts separate trends for states classified by Johnson et al. (2004) as “high-litigation states” (AR, CA,
FL, GA and TX) versus all other states (“low-litigation” states).

24The fact that many nursing homes declined to purchase insurance in high-litigation states actually works against
our finding higher average insurance costs in high-litigation states. In spite of this downward bias, we still find
that insurance expenses were significantly higher, on average, in high-litigation states.
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Figure 2: Ownership and branding status in 2004 of homes owned by large chains in 1998.

a

b

c

(a) Distribution of ownership status in 2004 for 3,196 homes that were owned by large chains in 1998. (b)
Distribution of ownership/branding status in 2004 for 1,269 homes that were branded by large chains in 1998.
(c) Distribution of ownership/branding status in 2004 for 1,927 homes that were not branded by large chains
in 1998. High-litigation states are AR, CA, FL, GA, and TX (Johnson et al. 2004).

317Malpractice Laws and Asset Shielding



ownership. Table 3 compares the changes in branding status of chain-owned homes that

did not undergo ownership changes over the sample period. The table reveals that

about 19 percent of the initially branded homes in high-litigation states dropped their

brand names, compared to only 12 percent of the homes in the low-litigation states.

This statistically significant difference is consistent with our hypothesis that an increase

in litigation risk makes branding of homes relatively less desirable. The table also shows

that some homes in each set of states converted from being initially unbranded to being

branded. Consistent with our Branding Hypothesis, the percentage of unbranded

homes that became branded is smaller for the high-litigation states (2.3 percent vs.

5.5 percent). This difference is also statistically significant with a p value< 0.01.

C. Regression Analysis

For the purposes of our regression analysis, owners are divided into three categories:

large chains, small chains, and independent owners (IO). The Ownership Hypothesis

predicts that large chains are relatively less likely to own homes in high-litigation environ-

ments. All models are estimated using panel data with nursing home and year fixed effects.

Nursing home fixed effects control for home-specific factors, including state-specific factors,

that might affect ownership and do not vary over time, while the year fixed effects control for

factors that change over time and affect all nursing homes (such as changes in federal gov-

ernment policies). Data variation results from changes in the ownership and branding status

within a given nursing home during our sample period. Additional covariates, which poten-

tially vary over time for a given nursing home, are included in the estimations. These include

individual nursing home and market characteristics (measured at the county level), which

control for various determinants of ownership/branding from the consumer demand side

(as suggested by the existing literature on chains, as well as nursing homes). We cluster the

standard errors by nursing home (results are robust to clustering by chain).

Table 3: Changes in Branding Status of Homes that Did Not Change Ownership

During the 1998–2004 Period

Units with Initial Status: Branded Units with Initial Status: Not Branded

Total

Converted from Branded

to Not Branded
Total

Converted from Not

Branded to Branded

Frequency Frequency Percent Frequency Frequency Percent

Low-litigation states 2,164 259 11.97 4,607 254 5.51
High-litigation states 878 166 18.91 2,089 48 2.3
Chi square test

35.3 (p<0.000) 39.1 (p<0.000)

This table focuses on chain-owned homes for which ownership did not change over the years 1998–2004. It dis-
plays the number of homes that were branded or unbranded at year-end 1998 partitioned by low- and high-litiga-
tion states (AR, CA, FL, GA, TX). It also diplays the number of homes in the two sets of states that converted to
the opposite branding status by year-end 2004. Chi square tests of the hypothesis of equal proportions of conver-
sions between the two sets of states are provided.
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Table 4 displays our regression results. For presentation purposes, we focus on

models where average statewide insurance expense is used as the proxy for litigation

risk. The first two columns of Table 4 report our results for large chain affiliation.

These correspond to linear probability models of the conditional, binary choice of

ownership by a large chain versus a small chain and independent owner, respective-

ly.25 Consistent with the Ownership Hypothesis, the results indicate that litigation risk

significantly increased the likelihood of nursing home ownership by a smaller organi-

zational form. The coefficient on the proxy variable for litigation risk is negative and

significant at the 1 percent level in both cases. An increase in litigation cost of $1 per

patient per day is associated with a reduction in the likelihood of large chain owner-

ship of approximately 4 percentage points. Not surprisingly, few of the other controls

are significant given that many of them have little intertemporal variation. Among the

significant controls, we find that large chain ownership is more likely in counties with

higher per-capita income and greater market concentration (HHI) among nursing

homes.

Table 4 also presents tests of branding behavior, which predicts that chains are

relatively less likely to brand homes in high-litigation environments. We estimate models

for three distinct samples (Columns 3–5 in Table 4). The regressions in Column 3 are

estimated using our full sample of chain observations while the regressions in Column 4

are estimated using the subsample of homes owned by large chains. Column 5 is esti-

mated using large chain-owned homes that did not change ownership over the sample

period.26

Turning to the results, we also find strong support for the Branding Hypothe-

sis. The coefficients on the variable of interest are negative and significant at the 1

percent level in all three estimations. In the full sample, an increase in litigation cost

of $1 per patient per day is associated with a reduction in the likelihood of branding

of approximately 4 percentage points. The significant coefficient in Column 5 of

Table 4 indicates that the likelihood of branding falls as litigation risk increases, even

when ownership of the home is held constant. Most of the control variables are

insignificant.

25We employ linear probability models (LPMs), rather than probit or logit models, because we include nursing
home fixed effects in our estimates. We have estimated models without fixed effects using both LPMs and multi-
nomial probit models, and the results are qualitatively the same.

26We view the results for the subsample of homes where ownership did not change as particularly important. We
have argued that small chains have incentives not to brand homes when they purchase them from large chains in
high-litigation environments for reasons related to liability risk and concerns about veil piercing. It could be,
however, that small chains are simply less likely to brand homes because they do not have known brand names.
If this were the case (and the primary driver of our branding results), then what we interpret as support for the
Branding Hypothesis may simply be support for a “large chain exit” effect, and not a deliberate effort by chains
to suppress branding in high-litigation environments. Focusing on the subsample where ownership did not
change helps to rule out this alternative explanation.
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V. Stage 2 Empirical Results: Post Tort Reforms

The collective results in the first stage of our empirical analysis are highly consistent with the

Ownership and Branding Hypotheses. However, our methodology does not allow us to rule

out the possibility that omitted time-varying factors within a state are causing the observed

changes in ownership/branding. In this section, we test whether the previously documented

trends in ownership and branding are reversed or abated when tort reforms were adopted

that reduced the litigation risk within a given state. Data availability and knowledge of enact-

ment dates allow us to conduct a standard DD analysis of the effects of these reforms. Evidence

Table 4: The Impact of Litigation Risk on Ownership and Branding: 1999–2004

Large Chain Ownership Branding of Chain-Owned Homes

Variable LC vs SC LC vs IO Full Sample Large Chains LC Excluding M&A

Malpractice expenses per
resident per day

20.044*** 20.035*** 20.043*** 20.038*** 20.027***

(0.005) (0.004) (0.005) (0.007) (0.006)
Nursing home characteristics

Beds 0.0002 0.0003* 0.0004 0.0001 20.0001
(0.0003) (0.0002) (0.0003) (0.0004) (0.0005)

Percentage of Medicaid 20.025 0.01 20.016 20.006 20.0004
(0.019) (0.011) (0.016) (0.023) (0.024)

Hospital-based 0.09 0.071 20.056 0.154 0.008
(0.059) (0.088) (0.056) (0.118) (0.032)

Monitoring committee 0.002 0.004 0.008* 0.011** 0.015***
(0.005) (0.003) (0.005) (0.005) (0.006)

Market characteristics

Ln Income per capita (County) 0.185*** 0.117*** 20.052 20.066 20.096
(0.063) (0.039) (0.054) (0.064) (0.071)

Ln Elderly population (county) 0.004 20.003 20.049 20.04 0.014
(0.050) (0.035) (0.044) (0.094) (0.089)

HHI (county) 0.174*** 0.131*** 0.086** 0.052 0.070
(0.053) (0.037) (0.041) (0.055) (0.070)

Adjusted state Medicaid rates 0.0002 0.0001 0.001*** 0.0002 20.0001
(0.0003) (0.0002) (0.0002) (0.0003) (0.0003)

Year dummies Y Y Y Y Y
Nursing home dummies Y Y Y Y Y
Observations 41,518 41,281 41,518 19,711 16,957
R-square 0.818 0.946 0.856 0.902 0.920
Number of nursing homes 9,013 8,507 9,013 4,635 4,262

Robust standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1.
This table presents LPM estimates of our basic ownership and branding models with nursing home and year
fixed effects. Litigation risk is defined as the statewide average nursing home malpractice insurance expense per
resident per day, lagged one year. Columns 1 and 2 report OLS estimations of large chain ownership (>40
units), while Columns 3–5 report the OLS results of branding of chain-owned homes. Ownership types include
large chain (LC), small chain (SC), and independent (IO). The Ownership Hypothesis predicts that large chains
will be less likely to own homes in high-litigation legal environments. The Branding Hypothesis predicts that
chains will be less likely to brand their homes in high-litigation legal environments. The models are estimated
using panel data from 1999–2004.
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of such an abatement or reversal would provide more convincing evidence that there is a caus-

al relation between the tort environment and the ownership and branding of nursing homes.

A. Model Specification and Estimation

Researchers studying the effects of changes in state policies frequently observe that the

variables of interest follow different trends in the treatment states than in the control

states during the pretreatment period. Figure 3, which compares the trends in large

chain ownership and branding between treatment and control states over our sample

period, shows this is true for this study. Consistent with our earlier results, the treatment

states, which include Georgia, Florida, and Texas (previously categorized as “high-

litigation” states), witnessed more significant declines in both large chain ownership and

branding than did control states during the preenactment period (1998–2003). The fig-

ure also suggests possible reversals in the ownership and branding trends in the treat-

ment states following the enactment of the damage caps, as predicted by the Ownership

and Branding Hypotheses. The observed differences in trends across states imply that it

would be inappropriate to assume that all states follow similar trends in the

Figure 3: Trends in the difference in large chain ownership and branding between

treatment and nontreatment states in years surrounding the enactment of the law.

This figure shows the “event-time” trends in the difference in the percentage of homes owned by large chains
and branded between treatment and nontreatment states around the enactment year of the state laws. Year 0 for
the treatment states is the year the law capping noneconomic damages was enacted. Year 0 for the nontreament
states is 2004 (the median year in which caps were enacted by the treatment states).
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pretreatment years without additional dynamic controls. This issue is often addressed in

DD studies by including state-specific time trends in the models (for an example from

the tort reform literature, see Currie & McLeod 2008). We employ this strategy.

Changes in ownership and branding take time to implement, and it is reasonable

to assume that the effects of new damage caps occur over multiple years in the poste-

nactment period. We employ two DD specifications that allow for dynamic effects. The

first is a simple piece-wise linear model that allows for a change in the time trends in

the treatment states following the enactment of a law. The second is a distributed lag

model, which allows for more general dynamic effects during the postenactment period.

The two models are as follows:

ORG2POLICYi;t5ai1b1YEARt1b2ðSTATEs � TIMEtÞ1b3Xi;t

1b1YEARS jSINCE jENACTMENTs;t1li:t

(1)

ORG2POLICYi;t5ai1b1YEARt1b2ðSTATEs � TIMEtÞ1b3Xi;t

X5

n51

bnDAMAGEjCAPs;t–n1li;t

(2)

In both specifications, ORG2POLI CY i;t represents the ownership or branding status of

the nursing home i in year t; ai are nursing home fixed effects; YEARt is a vector of year

indicators; STATEs � TI MEt is a vector of state-specific linear time trends; Xi,t is a vector

of individual nursing home characteristics in year t, which potentially vary over time

(including state-level policies), and li;t is a random error term.

In the first specification, Y EARS jSI N CEjEN ACTMEN T s;t allows the slope of

the state’s time trend to change after a law is enacted. It takes on the value 1 in

year 1 1, 2 in year 1 2, and so on. Support for the main hypotheses is indicated by a

positive coefficient on this variable. The second specification replaces the single post-

enactment trend variable with five lags of the dummy variable 5 1 if the state has a

damage cap in the given year, DAMAGEjCAP s;t2n . Five lags are employed since five is

the maximum number of lags possible, given our sample ends in 2008 and the first

enactments occur in 2003. Lag 1 5 1 in all postenactment years, Lag 2 5 0 in the first

postenactment year and 1 in subsequent years, and so on. The estimated cumulative

effect of the enactment of a damage cap over the following five years is equal to the

sum of the five estimated coefficients for the damage cap variables. Support for the

hypothesis is indicated by positive coefficients on the lagged variables with a sum that

is significantly different from 0. The key identifying assumption in both models is

that the homes in all states would continue to follow their state-specific ownership

and branding trends without a change in the law. Given this assumption, the b coeffi-

cients capture the effects of damage cap laws on the ownership and branding of nurs-

ing homes.

The inclusion of nursing home fixed effects, which control for permanent factors

(including any fixed differences in state legal environments) that could affect the own-

ership and branding of the specific home, implies that only homes with observations on

322 Brickley et al.



both sides of a newly enacted law contribute to the identification of the coefficients of

interest.27 Fortunately, our sample contains many homes in the reform states that meet

this condition. Year fixed effects control for variables that changed over time that could

affect the organizational decisions of all nursing homes (e.g., changes in federal

Medicare reimbursement policies). Finally, other controls (Xi,t) include total beds, num-

ber of residents, occupancy rates, percent of patients funded by Medicaid and Medicare,

variables measuring patient condition, county population, county per-capita income,

and state-level Medicaid rates. Our initial estimations revealed that these variables are

generally insignificant and do not affect the estimated coefficient of interest. This is not

surprising given the inclusion of nursing home fixed effects and the fact that most of

the control variables do not change significantly over time. Since they do not add mean-

ingful explanatory power to our models or affect our results, we drop them from the

final estimations that are reported in this article.

OLS with standard errors clustered at the state level produces a consistent esti-

mate of the variance-covariance matrix. Bertrand et al. (2004) and Hansen (2007) pro-

vide evidence that statistical tests based on OLS and state clustered standard errors are

relatively well specified when there are at least 10 treatment states. We have 12 treat-

ment states and use state clustered errors in all our tests.

B. Results

Table 5 presents our estimates for the simple piece-wise linear specification, which

allows for a common change in the slopes of the linear time trends in the treatment

states after a law is enacted. The dependent variable in the regressions in the first two

columns is an indicator for large chain ownership (> 40 units). The first includes all

observations in the sample, while the second restricts the sample to chain-owned

homes. Consistent with the Ownership Hypothesis, the estimated coefficients on Y EARS

jSI N CE jEN ACTMEN T s;t are positive and significant in both samples (at the 1 and 5

percent levels, respectively). The point estimates suggest that the probability of a home

being owned by a large chain increases about 2 percentage points per year after the

enactment of a damage cap law (relative to its past trend). These results are consistent

with the Ownership Hypothesis.

The dependent variable in the remaining two columns of Table 5 is an indicator

for being a branded unit. Again we estimate the model for the full sample and for the

subsample of chain-owned homes. We include a large chain indicator variable (5 1 if

the home is owned by a chain with more than 40 homes) as an additional explanatory

variable to help assure that the branding results are not simply a reflection of the previ-

ously documented trend in increased large chain ownership after the enactment of the

laws (large chains are more likely to brand than small ones). The results of interest are

similar if we exclude this variable. The estimated coefficient for the time-trend shift is

positive in both cases and is significantly different from 0 at the 1 percent level for the

27For example, states that had caps in place prior to our timeframe do not contribute to identification. The
effects of these caps are included in the nursing home fixed effects.
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full sample, but not the subsample of chain-owned homes. The point estimates suggest

that the probability of a home being branded increases about 1 percent per year after

the enactment of a damage cap (relative to its past trend). The significant results for

the full sample are consistent with the Branding Hypothesis.

Table 6 reports the results for the distributed lag specification. The dependent vari-

able in the first two columns is the large chain indicator. Again the first estimation is based

on the full sample, while the second is based on the subsample of chain-owned homes. All

the estimated coefficients for the lagged damage cap indicator are positive in both models.

Three of the estimated coefficients are individually significant for the full sample, while

two are significant for the subsample of chains. The hypothesis that the coefficients for the

five lagged terms are jointly equal to 0 is rejected at the 1 percent level for both samples.

The hypothesis that the sum is equal to 0 is rejected at the 1 percent level for the full sam-

ple and at the 5 percent level for the chain subsample. The sum of the coefficients on the

lagged variables predicts that the likelihood of being owned by a large chain five years after

enactment increases by 111 percentage points (relative to the past trend). This estimate is

consistent with the first specification, which predicted a postenactment increase of about 2

percentage points per year. The distributed lag model, however, suggests that the primary

effect on large chain ownership occurs after the law has been in place for more than one

year. This is not surprising given that the buying and selling of homes takes time. These

results provide additional support for the Ownership Hypothesis.

The dependent variable in the remaining two columns of Table 6 is the branded

home indicator. The estimated coefficient for the first lag is negative for both the full

Table 5: DD Analysis of Damage Caps: Model 1 (Piecewise Linear)

Large Chain Ownership Branding

Variable

Large Chain vs.

Other

Large Chain vs.

Small Chain Full Sample Chain Owned

Number of years since enactmenta 0.019*** 0.023** 0.011*** 0.01
(0.006) (0.012) (0.004) (0.006)

Owned by large chain (>40 units) 0.170*** 0.090***
(0.024) (0.018)

NH fixed effects Y Y Y Y
Year fixed effects Y Y Y Y
State-specific time trend Y Y Y Y
R-squared 0.78 0.79 0.76 0.8
Observations 111,213 68,384 111,213 68,382

This table presents DD regression results of large chain ownership (> 40 units) and branding behavior in the
aftermath of legislation imposing damage caps. The identifying assumption is that state-specific time trends in
ownership and branding would continue in the absence of this legislation. Columns 1 and 2 report estimations
of large chain ownership, while Columns 3 and 4 report the results of branding of chain-owned homes. This
specification allows for a shift in the preenactment time trends in the treatment states upon enactment of a dam-
age cap. The models are estimated using panel data from 1999–2008.
aVariable equals N in all postenactment years, where N 5 the years since enactment of the damage cap law
(1, 2, 3, . . .) and zero in all other years.
Robust standard errors in parentheses.
*** p< 0.01, **p, 0.05, *p< 0.1.
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sample and subsample of chains, while all others are positive. Two of the coefficients

are individually significant for the full sample at the 5 percent level, while one is signifi-

cant for the subsample of chains. The hypothesis that the coefficients are jointly equal

to 0 is rejected for both samples at the 1 percent level. The hypothesis that the sum of

the coefficients is equal to 0 is rejected at the 1 percent level for the full sample, but

only at the 10 percent level for the second (p< 0.05 on a one-tail test). The estimated

total effect for the increased probability of being a branded home over the five-year

postenactment period is approximately 6 percent. Again the estimates suggest that the

effect of a new law occurs after it has been in place for more than a year. These results

provide additional support for the Branding Hypothesis.

Table 6: DD Analysis of Damage Caps: Model 2 (Distributed Lag)

Large Ownership Branding

Variable

Large Chain vs.

Other

Large Chain vs.

Small Chain

Full

Sample Chain Owned

� 1 year since enactment of cap 5 1 0.005 0.012 20.009 20.022*
(.030) (.045) (.008) (.013)

� 2 years since enactment of cap 5 1 0.028*** 0.037*** 0.009 0.010*
(.007) (.011) (.006) (.006)

� 3 years since enactment of cap 5 1 0.017 0.019 0.028** 0.031
(.010) (.015) (.012) (.021)

� 4 years since enactment of cap 5 1 0.018** 0.016* 0.013 0.015
(.008) (.009) (.008) (.015)

5 years since enactment of cap 5 1 0.043*** 0.040*** 0.020** 0.023**
(.016) (.012) (.010) (.011)

Owned by large chain (> 40 units) 0.170*** 0.090***
Nursing home fixed effects Y Y Y Y
Year fixed effects Y Y Y Y
State-specific time trend Y Y Y Y
Sum of the coefficients for the five

postenactment variables
0.111 0.124 0.061 0.057

p value for F test of the hypothesis that the
coefficients for the five postenactment
variables jointly 5 0

.001 .006 .000 .000

p value for F test of the hypothesis that the
sum of the coefficients for the five
postenactment variables 5 0

.002 .038 .006 .069a

Observations 111,213 68,384 111,213 68,384
R-squared .78 .79 .77 .80

Robust standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1
This table presents DD regression results of large chain ownership (> 40 units) and branding behavior in the
aftermath of legislation imposing damage caps. The identifying assumption is that state-specific time trends in
ownership and branding would continue in the absence of this legislation. Columns 1 and 2 report estimations
of large chain ownership, while Columns 3 and 4 report the results of branding of chain-owned homes. Thiecifi-
cation is a distributed lag model that allows for a shift in the preenactment trends in the treatment states over
the five years following enactment of a damage cap. The models are estimated using panel data from 1999–2008.
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C. Robustness Checks

1. Endogeneity Concerns

A concern in all studies involving changes in laws is the potential endogeneity of the

statutory actions. In our case, it is possible that omitted variables that motivate state

legislatures to enact damage caps are also associated with omitted factors that affect the

ownership and branding of nursing homes. There are three factors that potentially

reduce this concern. First, aside from Louisiana, all the damage cap laws are general

medical malpractice laws that affect participants throughout the health-care sector in

the state, including, among others, physicians and hospitals. The laws were not obviously

motivated by or related to specific ownership and branding patterns in the nursing

home sector. Second, the laws were enacted by states from a variety of regions of the

country and at different points in time. Third, states tend not to operate quickly. Never-

theless, concerns about endogeneity and violations of modeling assumptions remain.

The key identifying assumption in our models is that homes in all states would

continue to follow their state-specific ownership and branding linear time trends with-

out a change in the law. Deviations from these trends in the years just prior to the

enactment of a law would suggest that this assumption is potentially invalid.28 The fact

that we find in our distributed lag estimations that the significant changes in the trends

occur beyond the first year after enactment mitigates this concern to some degree. As

an additional test, we estimate distributed lag models that include indicator variables for

each of the two years prior to the enactment of the laws. This check helps ensure that

changes in underlying trends in treated states were not due to some underlying omitted

factor (that might operate on both sides of the legislation boundary) and in fact only

occurred after the laws were passed. Table 7 reports these estimations. The questions of

interest are whether the coefficients for the years preceding the law are significant and

whether they have a material effect on the magnitude and significance levels for the

postenactment variables of interest. The answers to both questions are no. The estimat-

ed cumulative effects of the law in the postenactment period are reasonably similar in

magnitude to our previously reported results. The hypotheses that the coefficients on

the lagged terms are jointly equal to 0 and sum to 0 are rejected in all eight tests (five

at the 1 percent level; one at the 5 percent level; two at the 10 percent level). In con-

trast, the two leading terms are not jointly significant. Six of the eight estimated coeffi-

cients for the leading terms are negative and none are significant individually at the 5

percent level. The estimates also continue to suggest that the effects of the law and both

ownership and branding do not occur before the second year of enactment. These

results help to confirm that the changes in ownership and branding only occurred after

the laws were enacted and not before.

28Correlated pre-and posttrends do not necessarily imply endogeneity. They could reflect anticipation that the
reform would be enacted (Malani & Reif 2015).
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2. Large State Checks

Another potential concern is that the specific provisions in the law of one large state or

a random shock affecting all homes in the large state around the enactment of the law

are driving our results. If so, our findings would not suggest a more general association

between damage cap laws and organizational choices. Similar to Currie and MacLeod

Table 7: DD Analysis of Damage Caps—Robustness Check 1: Inclusion of

Preenactment Indicators

Large Chain Ownership Branding

Variables

Large Chain vs.

Other

Large Chain vs.

Small Chain

Full

Sample Chain Owned

Two years prior to enactment of cap 5 1 20.016 20.020 0.004 0.014*
(0.016) (0.025) (0.005) (0.008)

One year prior to enactment of cap 5 1 20.013 20.020 20.009 20.008
(0.012) (0.021) (0.007) (0.008)

� 1 year since enactment of cap 5 1 20.005 20.002 20.012 20.021*
(0.028) (0.042) (0.008) (0.012)

� 2 years since enactment of cap 5 1 0.027*** 0.035*** 0.009 0.010*
(0.007) (0.012) (0.006) (0.006)

� 3 yearssince enactment of cap 5 1 0.015 0.017 0.027** 0.031
(0.009) (0.013) (0.012) (0.021)

� 1 year since enactment of cap 5 1 0.016** 0.014 0.012 0.015
(0.008) (0.009) (0.008) (0.015)

5 years since enactment of cap 5 1 0.041** 0.037*** 0.019* 0.022**
(0.016) (0.013) (0.010) (0.011)

Owned by big chain (> 40 units) 0.170*** 0.090***
(0.024) (0.017)

Nursing home fixed effects Y Y Y Y
Year fixed effects Y Y Y Y
State-specific time trends Y Y Y Y
Sum of the coefficients for the five post-

enactment variables
0.094 0.101 0.055 0.057

p value for F test of hypothesis that the
coefficients for the five postenactment
variables jointly 5 0

.003 .017 .000 .000

p value for F test of hypothesis that the
sum of the coefficients for the five
postenactment variables 5 0

.004 .063 .010 .058

p value for F test of hypothesis that the
coefficients for two preenactment
years jointly 5 0

.535 .626 .333 .180

Observations 111,213 68,384 111,213 68,384
R-squared .78 .79 .76 .80

Robust standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1.
The DD models in this table add indicator variables for each of the two years prior to enactment and the year of
enactment to Model 2 of Table 6 as a robustness check. Columns 1–3 report estimations for large chain owner-
ship (> 40 units), while Columns 4–6 report the results of branding of chain-owned homes. The models are esti-
mated using panel data from 1999–2008.
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(2008), we reestimate our basic distributed lag model using subsamples that exclude

selected large states. The results are reported in Table 8. The first two columns contain

the results for large chain ownership and branding when we exclude all the homes in

Texas (the state with the largest number of homes). The last two columns display the

results for the subsample that excludes Illinois and Florida homes. These two states had

the second and third most homes in our sample, and they had laws that covered individ-

uals, but not nursing homes as institutions (at or below the $500,000 level). In all these

checks, the hypotheses that the lagged coefficients are jointly equal to 0 and that they

sum to 0 are rejected at conventional significance levels.

3. Alternative Definition of “Large Chain”

We have defined a large chain as one owning more than 40 homes. This choice was justi-

fied based on the distribution of chain sizes in our sample. A chain that owned an average

Table 8: DD Analysis of Damage Caps—Robustness Checks 2: Eliminating Large States

Excluding Texas Excluding Illinois and Florida

Variable

Large Chain vs.

Other Branded

Large Chain vs.

Other Branded

� 1 year since enactment of cap 5 1 20.013 20.013 0.018 0.001
(0.036) (0.009) (0.018) (0.007)

� 2 years since enactment of cap 5 1 0.034*** 0.005 0.027*** 0.013*
(0.008) (0.006) (0.009) (0.007)

� 3 yearssince enactment of cap 5 1 0.005 0.033* 0.017 0.026*
(0.011) (0.018) (0.012) (0.014)

� 4 years since enactment of cap 5 1 0.014 0.011 0.010 0.008
(0.012) (0.012) (0.009) (0.010)

5 years since enactment of cap 5 1 0.044*** 0.018** 0.013 0.009
(0.013) (0.009) (0.015) (0.015)

Owned by large chain (> 40 units) 0.175*** 0.154***
(0.026) (0.017)

Nursing home fixed effects Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes
State-year time trend Yes Yes Yes Yes
Sum of the coefficients for the five post-

enactment variables
0.084 0.054 0.085 0.057

p value for F test of the hypothesis that
the coefficients for the five post-
enactment variables jointly 5 0

.000 .004 .002 .004

p value for F test of the hypothesis that
the sum of the coefficients for the five
postenactment variables 5 0

.019 .025 .030 .025

Observations 100,944 100,944 99,982 99,982
R-squared 0.78 .77 .78 .75

Robust standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1.
The table presents estimates of the basic distributed lag model based on subsamples that (1) exclude Texas
homes (the state with the largest number of homes; and (2) exclude Illinois and Florida (the states with the sec-
ond and third most homes and that adopted laws that apply to suits against individuals, such as physicians, not
institutions). The models are estimated using panel data from 1999–2008.
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of 41 units during its years in our sample would have ranked 50th out of 1,242 chains

(top 4 percent). A chain with 41 homes and 4,500 total beds would have ranked in the

top 25 on Provider Magazine’s list of the “Top 50 Largest Nursing Homes” for December

31, 2010. To check the sensitivity of our results to variations in this choice, we reestimated

our basic distributive lag model predicting large chain ownership in the full sample using

definitions of 50 and 100 homes for large chains, respectively. The estimates and signifi-

cance levels are qualitatively similar to what is reported in the article.

4. Potential Data Errors

As with most studies of the nursing home industry, OSCAR is our primary data source

for individual nursing home characteristics. OSCAR is known for being reasonably reli-

able, but errors in the original reports filed by nursing homes or in recording the data

are known to occur. Nursing homes sometimes convert from for-profit to nonprofit sta-

tus or vice versa. We are suspicious of homes in our dataset that are listed as being

owned by a nonprofit organization (e.g., the Catholic Church), but recorded as a non-

profit home in most years and as a for-profit home in one or more other years. We sus-

pect that these are reporting errors. Our sample is designed to include only for-profit

homes. To be conservative, we reestimate our basic models, as well as all our robustness

checks, using the subsample that excludes nursing homes that are recorded as having

switched between for-profit and nonprofit status. This criterion eliminates 7,490 observa-

tions (6.7 percent of the sample). The coefficients of interest in all cases are of similar

magnitude and significance to those reported for the full sample.

VI. Conclusions

Previous empirical research on the incentive effects of medical malpractice tort laws has

focused on defensive medicine and the supply of physician services. This study extends

the literature by providing statistical evidence on asset-shielding responses in pro-

plaintiff legal environments and subsequent tort reforms in the nursing home industry.

We consider two asset-shielding behaviors: the sale of homes owned by large

chains in high-litigation environments to smaller, more judgment-proof owners and the

reduced use of brand names that link individual homes either to the central corpora-

tion or sister units. The first stage of our empirical analysis reveals that both large chain

ownership and branding of nursing homes fell in states with pro-plaintiff legal environ-

ments (relative to other states with less threatening legal environments) during the

1999–2004 period—a period of greatly increasing litigation risk in this industry. Twelve

states enacted tort reforms between 2003 and 2006 that placed meaningful caps on non-

economic damage awards. The second stage of our empirical analysis uses a standard

difference-in-differences methodology to provide evidence of the effects of these tort

reforms on the ownership and branding of homes. We find that the trends in asset-

shielding behavior abated or reversed in the states that enacted tort reforms. The collec-

tive evidence provides relatively strong support for the hypothesis that the legal environ-

ment in the state affects both the ownership and branding of nursing homes.
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While our study has focused on the nursing home industry, similar incentives to

shield assets from malpractice liability exist in other health-care subsectors. More gener-

ally, other firms and professionals, such as attorneys and accountants, have similar

incentives to shield assets from tort liability. Our study suggests that it is important to

consider these incentives in evaluating the effects of tort laws in other environments.

While our emphasis is on asset shielding and tort laws, our study also provides

new evidence related to a larger set of topics from the organizational economics litera-

ture. First, it provides new evidence on how the legal environment can affect the hori-

zontal ownership structure of some service industries. Second, our findings suggest that

future research on brands and chains should move beyond the traditional focus on sig-

naling/bonding of quality to customers to consider additional audiences and issues,

such as potential litigants and tort liability. Third, the article contributes to research on

the choice of business names.
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