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Ownership - The Longest Lever
Health care is an industry confronted with a profound lack of ownership.

Ownership is the longest lever.  In the affairs of nations.  In the work of business.  And in the quality of interrelationships.  Everybody needs to own something.

Over the span of thousands of years, nations (or their predecessors in tribes and city states) have fought over territory.  Land or resources lost or gained.  The disenfranchised, deprived of ownership, have pushed aside governments and people in order to own property or gain access to the affairs of state.

America's great promise has been the right to own both property and a voice.  This promise lured a great flood of immigrants.  Once here, they often found themselves, liberated from older, much more onerous chains, but entangled in a new, more subtle set.  Theoretically, they were free to own as much as their talents and energy would provide.  But being newly arrived, they were bound to be workers in a chain of production owned by somebody else.  

Ownership of value making production in America began to undergo a fundamental transformation after World War II as the concept of management began to take root.  Capitalists and stockholders turned over the means of production to a new class of professional manager.  Just as importantly, they started to hand over some ownership.  Executives were given the option to buy stock at low prices or given stock as a reward for performance.  

The thinking was simple.  Managers with an ownership stake will align their interests, talents, and energy with the interests of the company and with fellow stockholders.  There is ample evidence that this piece of economic theory plays out very effectively in practice.  Managers respond differently to customers when they realize there is a direct connection between their satisfaction and the value of their ownership stake in the company.  They regard workers differently too.  Suddenly, productivity becomes a primary mechanism for increasing stockholder value.

But what about the worker?  He watches management and board members scurry to punch up the stock price.  One person's rational economic behavior can look like simple greed to others.  Management and worker are often out of synch.

In Japan, workers were often blessed during that country's "economic miracle" with the prospect of lifetime employment (a commitment made after World War II to limit the growth of unions).  Out of necessity, management in Japan came to regard employees in a different light than their counterparts in the United States.  After all, when you hire an employee for life, you realize they cannot be abandoned at a whim.  Nor are they likely to jump to another job.  So you begin to invest in them.  Education becomes an investment in an asset you'll have for a lifetime.

In the United States, the gap between workers and management has always been accentuated by unions.  A crippling adversarial relationship evolved with both sides regarding the other as the enemy.  As long as the labor pool was restricted to national boundaries and economic conditions propelled expansion, unions could withhold labor to raise salaries and benefits.  That changed as the economy became more global and low cost (and eventually higher quality) competition from all parts of the globe began to exert itself.  Low cost labor in other countries was willing to do what high cost Americans would not. 

At about the same time, the large dreadnoughts of American industry began to take on water.  GM and IBM found themselves in deep straits.  Hundreds of thousands of workers and managers were washed away.  Those that remained could suddenly, more easily see the outline of the same boat they were all in.  Union influence weakened.  Nowhere was that decline more symbolically played out than at Caterpillar Tractor Company where when the union struck, managers and replacement workers filled their ranks.  Profits and productivity increased.  At one Caterpillar plant, the company's new work force moved two end loaders to the front gate where strikers picketed, raised the machine's articulated arms and crossed them to form an arch like two fists held high in victory.  American management and American labor got the message.  The days of industry-wide strikes were over.

All those displaced managers and workers had to go someplace.  Most of them went into smaller companies or started their own.  Executives used to sitting on top of hierarchies suddenly found themselves learning to type and make photocopies.  Workers who could once afford to undercut management found the distance between management's fall and their own demise jarringly short.  

Most importantly, employees once separated by corporate layers and functions, found themselves suddenly interdependent.  The line that was drawn during the Industrial Revolution, between those "who think" and "those who do," was being irrevocably erased as big organizations flattened and leaner organizations sprung up.  With the erasure of that line began the obsolescence of the traditional concepts of "manager" and "worker."

But what of ownership?  That too changed.  The number of employee-owned companies grew at a dramatic rate; more employees became entitled to buy company stock at favored rates.  This was not benevolence.  It was hard-headed pragmatism.  American industry suffered at the hands of Japan's lifetime workers.  Unable to guarantee lifetime employment, American companies began to hand out something they felt could be just as powerful - equity.  Growing numbers of American employees, management and stockholders began to share something that could bring them into alignment.  And they began to bridge the destructive divides that were the legacy of robber barons and sweat shops.

Of course, ownership describes much more than just a financial stake.  The long lever of ownership extends to every aspect of the human experience and particularly to the work of organizations.  People need ownership.  The traveler who wanders to a distant land owns that unique experience.  It gives her value.  It defines her as an individual.  The employee who contributes a solution to a problem has an ownership position in that solution and will be motivated to implement it (as long as his ownership is recognized and valued).  

Customers who participate in the design of new products and services develop a sense of ownership in them and are strongly motivated to buy them as well as to advocate that others buy them.  Contribution and participation are essential ingredients of ownership.  And they are powerful complements to financial investment when building ownership.  But all three together are the most powerful of all.  Contribution, participation and financial investment are interdependent parts of a whole.  Companies that are completely owned by their employees have not been immune from labor strife.  Despite their financial ownership, employees can still be isolated from opportunities to contribute to and participate in direction and operations.  Owners without input and involvement can be just as prone to riot as the totally disenfranchised.

Health care delivery has historically been characterized by a profound lack of ownership.  Hospitals and health systems are overwhelmingly nonprofit.  As a result, workers and management cannot have financial ownership in most of the industry.  The nonprofit sector has been forced to rely largely on contribution and participation to build ownership.  In health care, this is a more powerful combination than it is in other industries because it is often reinforced by altruism.  

The nonprofit sector has been fueled by a rich and proud tradition of ownership in an ideal - a deep responsibility to deliver the benefit of health to the communities they serve.  Yet, nonprofit organizations have cut themselves off from the powerful promise of marrying altruism with contribution, participation and financial ownership.  There is nothing standing in the way of this transforming alchemy but attitude and tradition.  

Nonprofit organizations have the ability to operate their own for-profit subsidiaries.  And many such organizations have been created, but financial ownership has rarely been shared with the individuals upon which their success depends.  Even nonprofits can tie financial rewards to performance.  The practice has become widespread in the executive suites of nonprofit hospitals but generally has not been extended further into the ranks of other employees.

A mutation in the evolution of health care has created another ownership barrier.  At a critical point in their history, physicians surrendered ownership and management of hospitals to religious orders, communities and charitable organizations.  This was not an act of benevolence.  It was an act of convenience and economics.  For the most part, doctors didn't want to be bothered with management and governance responsibilities.  

In the early days of American medicine, physicians didn't get paid for care they delivered in a hospital.  Many early hospitals were warehouses for the indigent - wealthy patients received their care at home.  Over time, the hospital became central to the care of all strata of society and physicians began to charge for the services they rendered there.  

What evolved was an odd situation in which doctors, particularly surgeons, looking very much like both worker and manager, arrived at the hospital, which looked very much like the factory, and produced output.  The odd thing was that the doctor had no ownership in the hospital (the means of production) and management of the hospital had no authority over the doctor.  Nurses often found themselves precariously balanced between the two.  

The end result was, not surprisingly, a profound lack of alignment between physicians and hospitals.  To make things worse, the ownership of the financing mechanisms for the work of both the hospital and the doctor became centered in a third unaligned component of the health care industry - the insurers.

For many nonprofit health care organizations, for-profit companies, particularly those that have links to Wall Street, have come to represent "the great darkness," threatening the demise of all that is good and decent about American health care.  When growth of the for-profit hospital companies plateaued in the late '80s, resistance to them began to lose much of its emotional center.  But just as much of the nonprofit sector began to dismiss the for-profit hospital companies as a flash in the pan, Rick Scott made his appearance and took Columbia HCA on an unprecedented growth run.

While nonprofit hospitals organized to resist the surge in for-profit healthcare companies, they too often forgot to attend to their own levers of ownership.  Some placed severe strains on the credibility of their arguments against the for profits by beginning to look and act more like a for-profit organization than a nonprofit.  And the reservoir of public sympathy and support for the nonprofit sector began to erode.  Communities began to feel increasingly isolated from the large, nonprofit health care organizations that were supposed to exist for community benefit.  Communities lost their sense of ownership.  Meanwhile, the for-profit organizations had the mechanisms and the willingness to share financial ownership not only with top management but also with employees and doctors.

To be sure, there's plenty of dissension, division and distraction in every for-profit company, but there is also a consistent unity of interest.  Everyone who owns the company's stock is likely to check its price in the morning.  When the CEO speaks of dangers to the value of the company, employees listen because it's often the value of their college funds and retirement he is describing.  

It's long been suggested (or at least implied) that for-profit companies are incented to cut corners on care.  After all, corners cut mean higher profits or so the thinking goes.  What's left out of this assessment is the powerful discipline the price of stock can play in keeping employee/stockholders focused to quality, customers, competitors and their own productivity.  

The marketplace is a tough disciplinarian.  Market share points lost because of mismanagement of the competitive mix translates into lower earnings.  And lower earnings translate into a lower stock price.  To be sure, nonprofit organizations track their market share, but they rarely have to face hard-nosed stockholders who wonder why the stock price is off three points.  

Historically, nonprofits have had to rely on altruism and professionalism to deliver the commitment that satisfies customers, improves quality and reduces cost.  Such a commitment is undermined when those expected to demonstrate it are inadequately enfranchised through ownership, either psychic or fiscal.  

Hospitals are sensitive to the fundamental role that physicians play not only in producing care but in making referrals and generating a reputation.  Hospitals have attempted to bring doctors to the table to form joint physician‑hospital entities and they are employing them in even greater numbers.

Hospitals often tell the doctors ownership doesn't matter.  Perplexed doctors know intellectually and intuitively that there is a direct and powerful relationship between ownership and control.  Wearing its charitable robe, the hospital begins to mumble about physician greed and power lust, failing to see the appearance of the same attributes in themselves.

Given the inability of nonprofit hospitals to devise mechanisms to provide a financial stake to physicians and employees, an emphasis on other forms of ownership might seem in order.  A greater emphasis on providing meaningful opportunities for contribution and participation, for example.  Yet, both nurses and doctors still remain underrepresented on the boards of many nonprofit hospitals and health systems.  And too often they have little opportunity to contribute to the strategic direction of these organizations.  

It's as if governance and direction could operate isolated from the real work of the organization.  Not only has this unwillingness to share ownership reinforced the destructive barriers between management and medicine, it has made ever more problematic the fundamentally important relationship between nurses and doctors.

Management owns its piece of the whole.  Physicians own theirs.  Nurses have theirs.  And the insurers have theirs.  As a result, patients get drawn and quartered by competing interests unable to see their mutual purpose.  It is far better that people have ownership in something whole than a piece of something.  Like a man who owns only the water rights and has no interest in the fields the water irrigates, owners of a piece insufficiently connected to the whole will tend to maximize the piece, often to the detriment of the whole.

Not all doctors have been disenfranchised, of course.  Hospitals have offered opportunities for contribution and participation to those physicians with the most direct income-producing capability.  Procedure-based specialists have long been solicited for input regarding facilities and equipment.  Unfortunately, primary care physicians, the source of the lion's share of patient referrals to these specialists, have found the hospital an increasingly foreign place dominated by technology and politics at odds with the whole patient orientation that is the natural focus of most of their practices.

Of course, many hospitals feel they have the primary care challenge beat.  They pull out the lengthening list of physicians who have accepted employment.  They fail to recognize that every employee without ownership is portable.  More than one hospital system watched in dismay as the expensive physician acquisitions they undertook unraveled.  Physicians often left employment with one system and sought it with another.  Indentureship has not been a viable business strategy for a long time in America, yet many hospitals and health plans act as if it is.  What would have prevented such rapid erosion of a costly investment?  A little ownership, fiscal or psychic would have gone a long way.  

Too many hospital executives continue to try to manage in splendid isolation from the real work of their organizations.  They should remember that even indentured servants often received more than the price of an ocean passage for their years of committed labor - they got land.  And on this land they frequently built personal fortunes for themselves and not inconsequentially often too for those who had paid their indenture.  

"Employment-based" physician organizations continue to lose millions for the hospital systems that have cobbled them together.  It might have been far better (and considerably less expensive) to have used ownership instead of cash to build a sustainable partnership.

Today, a growing number of nonprofit hospitals and health systems that have worked hard to stay in control find themselves losing control.  There's a paradox in all of this, of course.  To maintain some control, you may need to give some control away.  To retain ownership, you may be compelled to share it.  It's never too late to build meaningful ownership by embracing three imperatives:

1.  Expand the involvement of those closest to the customer and the work of their organization in governance, strategic direction and the design of business and work processes.

2.  Provide opportunities for employees and aligned physicians to have a stake in the financial success of the organization.

3.  Regularly and systematically recognize the contributions and participation of those that help the organization succeed.
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