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Integration versus Independence
While physicians are moving toward employment and away from private practice, there are some advantages to going it alone. New business models may be able to capture the best of both worlds. 
For much of its history, American medicine has been a game, professionally and economically, for independent players. There were exceptions, of course. Large multispecialty group practices and faculty practice plans assembled hundreds and, in a few instances, a couple thousand physicians under a common organizational roof. Yet, these groups employed just a small percentage of the nation's physicians. The vast preponderance have remained independent, often proudly and defiantly so. Until recently anyway.

The consolidation of independent medical practice is proceeding at a rapid clip and has moved into a new phase. The first phase, focused on primary care, sputtered and backfired in the late '90s, then picked up steam. The current phase is adding specialty practices to the consolidation mix. The often reluctant agents of this consolidation have been hospitals highly motivated to secure their referral base by acquiring and employing physicians. An absence of young physicians interested in being self-employed seemingly signals the demise of independent practice.

The absorption of medical practice into hospital organizations is a watershed event. It reflects a shift toward much larger corporate entities that assemble intellectual and financial capital under one roof with physicians, nurses, managers and executives all living off one payroll. When it comes to managing the cost, quality and access of care, such consolidation seemingly holds tremendous promise. The greatest enemy of improved cost, quality and access is fragmentation.

In accepting employment, physicians are giving up the benefits of independence for the benefits of organization. Organization has its virtues. Through group effort, it gets things done that would be difficult or impossible for an individual to accomplish alone. Relationships define something that is organized, even in inanimate objects. An organization puts relationships to work by interacting toward some purpose.

Although today many physicians are getting in line for paychecks, some are stubbornly refusing to pull their shingles down. And among those opting for employment, there is a certain sullen reluctance. Maybe it's my imagination, but they've already got the look of smoldering rebellion.

Those of us who are products of MBA and MHA programs, who have ourselves been acculturated in organizations, take their value as an article of faith. When physicians suggest that our organizations somehow impede their ability to serve their patients' interests, we shake our heads and say to ourselves, "They just don't get it." But suspicion of organizations among doctors is so widespread that it may be worthwhile, at least for a minute, to set aside our presumptions regarding the virtues of organizations and consider, if only for argument's sake, that perhaps physicians resist with reason.

Many physicians understand that a single signature on a paycheck does not ensure unity and effectiveness. Consider "one-roof" organizations you're familiar with and whether they realize the benefits of a truly unified enterprise. Dysfunction can grow under one roof as well as across many - sometimes even more so when contempt born of familiarity shifts from latent to crippling. Organizational dysfunction requires an organization. Organizations demand interaction. Interaction can be both an antidote and a poison.

Truly productive organizations maintain a healthy balance of independence and organization. When the balance shifts too far toward independence, unity of effort and leverage begin to dissolve. When the balance shifts toward over-organization, ossifying bureaucracy sets in. Physicians sense this. They have often been victims of too much independence as well as frequent witnesses to over-organization. And many remember what happened to primary care colleagues who were unceremoniously thrown overboard by hospitals during the first wave of physician employment.

Many physicians feel that the importance of management in organizations is overstated. They can find evidence to support this. After all, many a great city has risen and grown without the benefit of discernable management. The Internet emerged and operates without the benefit of centralized command and control. Wikipedia, the online encyclopedia, and the Linux operating system are continuously updated and improved by their users, not by hierarchical organizations. The result is a level of robustness and agility that "one-roof" organizations are hard put to match. Online capabilities have made "interaction at a distance" more productive and reduced the need for organizational roofs and walls.

Many executives who have seen the number of physicians they employ swell over the past few years will quickly identify an accompanying decline in productivity. As productivity declines, so do hopes of generating a reasonable margin related to physician utilization. 

Physicians also fear that something fundamental may be lost if they suppress their predisposition toward independence and embrace organization. What of quality and patient safety? With justification, physicians are often portrayed as freelancers who each do his or her own thing. Organizations standardize to create consistency. This is one of the great promises of organizations. Standardization is, after all, part of what we mean when we say something is organized. 

But every standard, protocol and policy is also a constraint. Over-organization can wash away self-initiative or dull it through lack of use. Then there's the kind of restless hunger that keeps one light bulb glowing late into the night after all the others have been turned off. In too many organizations, invention slips away and nails that stick up get hammered down. Absent self-initiative and invention, organizations become overly dependent on leadership and vulnerable to weak leaders.

Of course, the virtues of self-initiative and invention remain alive within many organizations. And that's the point. Organizations can be either liberators or jailors for entrepreneurial spirit. When biographer Helen Clapesattle reflected on the strengths of Mayo Clinic, she focused on its unique power to leverage collective effort in a way that allowed individuals to reach their full potential. This required, as Will and Charlie Mayo so often emphasized, organization and teamwork. 

What the Mayo brothers didn't often emphasize but demonstrated in practice was that organization and teamwork require toughness, including an insistence on hiring and developing team players and getting rid of those who didn't fit. Mayo Clinic has had to continuously balance the benefits of organization against those of individualism. It's been suggested that every day at Mayo starts with an argument as physicians debate what's in the patient's best interest. The patient is well served by such arguments. Mindless compliance to standards and protocols can dampen the virtuous heat of debate.

There will be a third phase of practice consolidation in which the owners of newly merged physician organizations try to make them work. Right now, I'd estimate that upward of 80 percent of hospital-owned physician enterprises aren't generating sufficient value to offset their cost. They do, of course, give the hospital some assurance that utilization generated by employed physicians won't shift to a competitor. And that's the fear that has driven consolidation to date. 

Phase three will involve creating connections between once-autonomous physicians to provide the potential for differentiated levels of quality, access, speed and cost. Phase four will involve turning "potential" value into "demonstrated" value. Or phase four may be the point at which physicians decide employment isn't all it was cracked up to be and head for the exits, leaving the promise of increased value unrealized.

It's important to remember that independent private practice has lasted for more than a century in America - much longer than the majority of Fortune 500 companies. So despite its messiness and fragmentation, the private practice model has proven durable. 

But there are many established multispecialty and single specialty group practices that have been hiding a secret. They aren't much more organized than their counterparts in independent practice. Little more than a gang of doctors with the same street address, these groups are facing the same challenges that physicians in independent practice are confronting, such as adopting electronic medical records, rationalizing compensation and allocating scarce capital, all in an increasingly hostile environment.

Growing numbers of these established group practices are responding to the challenges they face by selling out to hospitals. But when a hospital looks under the roof of its newly acquired group, instead of finding a well-oiled machine, it may discover a mob scene. To say hospitals are often ill prepared to manage what they find under the group practice roof is an understatement.

Yet, despite their shortcomings and challenges, there is one thing even a disorganized group of employed physicians can do that independent physicians can't - discuss prices and negotiate with unity in managed care contracting. This advantage may lose some of its luster. Beginning in 2008, opinions by the Federal Trade Commission (FTC) began to support the legality of independent physicians negotiating together for managed care contracts if they demonstrated a genuine level of "clinical integration." 

There are several characteristics the FTC looked for in assessing the level of clinical integration, including selective inclusion of the physician participants, genuine collaboration, a commitment to a common set of practice standards, shared information systems, and investment of significant time and dollars. Unified managed care contracting must be a subordinate purpose of a clinically integrated physician organization to pass the test of legality.

The American Hospital Association advocated for clinical integration. In some instances, physicians and hospitals are evolving existing physician-hospital organizations and independent practice associations toward clinical integration. Some hospitals are beginning to consider pursuing employment and clinical integration on two tracks simultaneously. They've recognized that the infrastructure to support employed and independent physicians is largely the same.

But clinical integration is a creature of regulation and managed care. As such, it is subject to shifting winds among regulators and health plans. New policies and leaders at the FTC could suck the wind out of clinical integration. But let's say that support for the idea of clinical integration remains strong. Will it move to sustainability? Not as currently conceived. While there are many things that physicians must do to meet the legal requirements and get a favorable opinion from the FTC, there are other things that will be necessary to meet the test of the marketplace. 

To be sustainable, clinical integration must create benefits that physicians and patients truly value. And it must create a consistent patient experience manifested under a common brand identity. In other words, clinically integrated doctors can be individuals, but they must also commit to being "one thing" consistently together.

There are other sustainable models that combine the virtues of independence with those of organization to meet the test of the marketplace. Franchise operations are a prime example in which the franchisee adopts certain standards and commitments while remaining an independent business owner. 

Dealer networks, like franchises, display a productive balance of independence and organization. Companies like Caterpillar and Harley-Davidson as well as all automakers rely on a dealer model to create a consistent channel through which to sell and service high-ticket products. The manufacturer creates and advertises the product the dealer sells. The dealer maintains a high level of independence but agrees to standardize certain things like sales and service. 

In agriculture and in a few other industries like hardware and groceries, independent business owners have banded together to standardize their operations and share the costs of management, infrastructure and marketing. IGA, True Value, Ocean Spray and Sunkist are all cooperatives. Franchises, dealerships and cooperatives, like the independent practice of medicine, have all been around for more than 100 years.

Clinical integration may evolve to demonstrate differentiated value derived from a unique balance of independence and organization. Even if clinically integrated enterprises did just a few important things really well and were loose about the rest, they may be able to outperform own-and-control employment models that fail to effectively cultivate standardization, teamwork and market differentiation.

Clinical integration raises questions that every hospital and health system CEO should consider, including, "What if it works?" If physicians can gain some of the benefits of a group practice while still remaining independent, will they lose interest in employment? And will cost and bureaucracy cripple the one-roof models assembled by hospitals? Is there a cheaper, more effective and more sustainable model? In my view, the best response is the two-track model that links clinical integration with employment, providing options for physicians who want to remain independent as well as those who want to be employed.
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