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Picking the Right Foe

The strained relationship between providers and health plans is one of the forces pushing HMOs into a less influential market position.

Presumptions can be dangerous things. There was once an almost universally held presumption that the health care market was hurtling toward capitation and the channeling of large pools of enrollees by health plans. Then the market moved instead to "choice." The distance between those two market destinations can be measured in light years.

Unfortunately, hundreds of health care organizations and thousands of physicians invested heavily, intellectually and financially, in the capitation/channeling presumption only to feel the earth shift under their feet as choice made its power felt. Too invested to undertake the costs of switching to a new model, many expensive ships wrecked on the rocks of market reality.

It has long been my view that the HMO concept is fundamentally flawed. It incorporates a middleman between sellers and buyers to perform functions sellers and buyers are capable of performing themselves. A competitive marketplace abhors a middleman because such organizations inevitably represent an extra layer of cost. Markets evolve naturally toward efficiency.

Markets don't buy price and they don't buy quality; they buy a combination of price and quality - they buy value. Here's an easy test for value-added in the health care industry. Ask: "What percentage of an organization's employees put hands on patients versus those who never touch a patient?" For most HMOs, the ratio is close to 0. (The exceptions are prepaid group practices like Kaiser and Group Health.) Many doctors and their patients have long wondered what all the people in those tall health plan buildings do.

The ability of HMOs to reduce costs remains unproven. Reductions in medical inflation are arguably as much due to provider responsiveness to concerns about rising costs as to meaningful management (or intimidation) by health plans. When employers and government complain about medical inflation, providers are smart enough to see the handwriting on the wall and adjust their behavior.
Health plans took credit for reduced medical inflation in the late '80s and early '90s when it is likely that the real cause was growing numbers of employees who lost jobs with rich benefit packages during a period of rampant corporate restructuring and downsizing. As downsized employees returned to the work force, they often were unable to find jobs that offered health care benefits as comprehensive as they previously had.

In addition, companies have become increasingly reliant on part-time workers. Costly health plans were replaced by less costly alternatives (and often no alternatives at all). The ultimate result was a dramatic decrease in health care costs.
Providers have been guilty of inefficiency, over treatment and fragmentation. But only the people who provide the care can fix these problems. A new generation of physicians is becoming well versed in the intricacies of system thinking, quality improvement and process engineering. Physicians are, by their nature, oriented to evidence-based decision making. Evidence will compel them to fix the systemic problems in health care.

Buyers of health care are demanding evidence of value and providers are beginning to provide it. When evidence of value is demanded and delivered, buyer and seller may begin to elbow HMOs out of the way.

Consumers are the ultimate buyers of health care. Health plans, insurers, governments and employers buy health care on behalf of consumers (alternatively described as patients, enrollees, employees and voters). Consumers have several kinds of currency they can bring to bear on the question of what kind of health care they receive. The first obviously is monetary. They can vote with dollars they expend.

But consumers also have political currency. If a government charged with buying health care on their behalf purchases it in a way that negatively impacts the quality of care they receive, you can expect consumers to begin to spend their political currency. The elderly tend to vote at a rate at least twice that of the nonelderly. That's a lot of political currency, and it will balloon as the baby boomers and their parents continue to age.

A third currency that consumers can spend is their labor. Unions have not been shy about making health care a major negotiating issue. Messing with health care coverage has led to strikes at a number of companies. Many unions resisted efforts to institute mechanisms as benign as minimal copayments. And employers remain sensitive to the impact of changes in health benefits on employee morale and productivity.

Over the next decade, the aging U.S. population will get chronically and acutely sick in growing numbers.  It's likely that satisfaction with health plans will continue to turn for the worse as the number of enrollees who get really sick grows and the constraints on utilization are clamped on. As the baby boomers and their parents age, they'll build experience with the utilization techniques. Having a health plan insert itself between patients and their physicians will intensify consumer concerns.

When you're sick, you need to see a doctor, not a health plan. Most consumers regard their health plan and other financing mechanisms as an obtuse and largely irrelevant sideshow relative to the value they are seeking from physicians and other care givers. If Americans don't trust doctors quite as much as they used to, research suggests they still trust them more than any other professional. HMOs will attack that fortress of public sentiment at their own peril. Some consumers may be uncomfortable with the knowledge that their cardiologist makes a million dollars a year, but many likely feel even more uncomfortable knowing that the guy who runs their health plan makes several times that.

While the relationship between HMOs and consumers will continue to be less than friendly, the relationship between employers and the health plans they offer employees will be no love fest either. Many employers question the contributions of health plans to reducing costs and voice considerable dissatisfaction with the lack of cost and outcomes data they receive. Nonetheless, most employers do value health plans as coordinators in the purchasing and management of health care benefits. Many employers would rather have a health plan administer the provision of health care benefits than have to do it themselves.

Those who suggest that employers aren't interested in direct contracting with providers should remember that customers don’t value what's generally not available. And meaningful direct contracting opportunities have remained largely unavailable to employers because providers have failed to muster the coordination and resolve needed to offer them.

A history of the strained relationships between providers and health plans is another dynamic of importance. Early encounters by providers with HMOs were like those of a novice who wanders into a prize ring and finds himself in a boxing match with a professional. They often found themselves on the mat, disoriented and seeing stars. That changed. After being punched repeatedly, some learned to duck, weave and punch back. 

While projections of managed care penetration in many markets, particularly in the West, became a self‑fulfilling prophecy - largely as the result of passive and fragmented leadership on the part of providers, in other parts of the country pockets of resistance emerged. 
In Milwaukee, when Aurora Health System, a 13-hospital organization that employs more than 1,150 physicians in more than 140 locations, was faced with a take-it-or-leave-it proposition from a dominant health plan, Aurora chose to leave it and used its considerable regional reputation for quality to bring employers and physicians with it. In Chicago, 11-hospital Advocate used its physician organization to shove back shifting its contracts to more friendly health plans and winning a major restraint of trade battle.
There are two clear realities in the sea of complexity that is the health care market: You can't provide medical care without doctors, and consumers value a relationship with a physician above any other when it comes to care for themselves and their families. Physicians have considerable latent power to influence their situation by using the fundamental point of leverage in the health care marketplace - the consumer.
Hospitals and doctors own the most powerful brands in health care. Go into any market and conduct research to find out who owns the largest share of the health care consumer's mind; you'll find it's always the providers. (As suggested earlier, staff-model HMOs like Kaiser and Group Health really operate as providers of care and describe themselves as "prepaid group practices.") Despite millions of dollars in advertising by health plans, consumers still view providers as the center of gravity for health care in their communities.

Strong consumer preference frequently translates into higher reimbursement rates for megabrand providers. Expanded access through primary care reinforced by marketing increases consumer preference that translates into more market clout for providers and diminished leverage for health plans.

There is untapped potential for providers to exercise leverage in other pivotal areas as well. In dozens of industries, including automobiles and appliances, manufacturers provide their own financing. There's no reason why providers shouldn't do the same. Is this an example of letting the fox into the henhouse? No more so than letting GM finance your car or allowing GE to give you a loan for your freezer.

Providers are smart to stay out of the HMO business. Most health systems and group practices that have started their own HMOs and insurance products have often found themselves with conflicted business purposes. They violate Peter Drucker's timeless advice: "Decide what business you're in." They should stay focused on their core business, and that's where they should make their money. But that doesn't mean they should abandon the ownership of key elements of managed care infrastructure. They should use contracting expertise, information systems and integrated quality improvement, to manage the care they offer to generate improved cost and quality.

Many hospitals and physicians feel that they are at a huge disadvantage when it comes to having the meaningful data they need to manage the cost and quality of care they provide. They often feel intimidated when health plans confront them with data they are ill-equipped to refute.

The sad irony is that the really meaningful data still resides within physician practices, hospitals, outpatient centers and home health agencies. It is produced as the result of direct patient interactions and sits trapped in medical charts and, increasingly, in financial and clinical information systems. Providers have a still untapped opportunity to aggregate and analyze the data they already have in hand. Absent this, they'll remain victims of data provided by others. HMOs are not vast repositories of useful data. The information that health plans do have, for the most part, is transaction data. Whatever clinical data they have, they have gotten from the providers themselves.

In many markets, there are no longer significant numbers of primary care physicians still in private practice. They've been acquired by hospital-based health systems. It's no secret that the health systems that have purchased primary care practices continue to lose lots of money on them. It's not a sustainable situation.

Theoretically, there are two routes to profitability in primary care. The first is to cut costs. Here's the bad news: There's not a lot of expense to cut in most primary care practices. The second, and here's where the real potential rests, is on the revenue side. Organizations that own a significant percentage of the primary care physicians have the leverage to convert this advantage into negotiating clout with health plans. Health plans cannot offer a competitive product without sufficient numbers of primary care physicians well-distributed throughout the market.

Some health plans will try to bypass primary care physicians by allowing direct self-referral to specialists, some of whom may be in oversupply in many markets. But specialists who participate in such arrangements may see their referrals from primary care colleagues dry up and could end up being treated as commodities.
Other health plans may try to replace primary care physicians with nurse practitioners and physician assistants. Consumers are not likely to be enamored of the notion of receiving the preponderance of their primary care from physician substitutes.

Providers with a strong primary care base will begin to steer patients to health plans that give them the most favorable reimbursement. This will have an adverse effect on the ability of health plans to preserve their margins. But the potential negotiating advantage of providers doesn't end with a solid primary care base. Acquisition of primary care practices was only the first phase in an ongoing and accelerating trend toward consolidation of medical practice, which is expanding to include specialists as well.  Hospitals will continue to purchase specialty practices and add them to the primary care practices they already own. This consolidation of specialty care increases the negotiating clout of providers relative to health plans.

HMOs are substantially not about management, and they are not about health. Physicians have erred in surrendering "managed care" to HMOs because it embodies the essence of what their profession has always been about. Physicians are trained to manage care through diagnosis, treatment and prevention. Intense fragmentation of the medical profession and the health care industry remain significant barriers to realizing the full promise of medicine.  Involvement of HMOs as intermediaries only worsens that fragmentation.
The phrase "managed care" remains so closely associated with HMOs that it is probably impossible to rehabilitate. Providers must reorder the wording and dedicate themselves to "care management," a concept that embodies the intellect, the compassion and the results that have always been the legacy and the hope of American health care.

Here are six ways to assess how close a health system is to establishing a position of advantage and influence in its market such that it can achieve meaningful levels of leverage in relationship to health plans:

Meaningful linkages among physicians.

Can its physicians speak with one voice or are they fragmented into impotence in small practices?

Meaningful linkages among hospitals.

Are its hospitals organized and able (legally) to withhold their capacity from health plans that pressure them for price concessions?

Meaningful linkages between hospitals and physicians.

Are doctors and hospitals able and willing to stand shoulder-to- shoulder in negotiations with health plans?

Extent of employer activism and clout.

Are employers educated about health care services and have they formed coalitions to negotiate more favorable rates with health plans?

Extent to which consumer choice is encouraged.

Are employers and others who buy care on behalf of consumers facilitating choice among enrollees?

Extent of geographic fragmentation.

Despite their best efforts, health plans (and providers) will have a tough time treating markets with wide geographic dispersion and dense populations (like Chicago) as if they are a single market. Traffic gridlock and a tendency to identify with a suburb (or county) render homogeneous marketing strategies impotent.
One of the greatest untapped opportunities for improved hospital and physician financial performance is imbedded in assertive negotiations with health plans. Either doctors and hospitals get the margin, or the insurers do. It's as simple as that.
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