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Economic Powerhouses in Medicine
Prosperous health care centers fuel the economy of cities across the nation, generating jobs for millions of workers. 

For many, it has been an unchallenged fact that health care in America is wasteful, mismanaged and a drain on the economic vitality of the nation. It has become a common exercise to calculate the cost of health care as a percent of the total cost to manufacture products such as automobiles. And this cost is consistently identified as a threat to the competitiveness of American products in a global marketplace.

There is an alternative view that is seldom articulated. It observes that in American cities, big and small, the largest employers are health care enterprises. Despite constrained reimbursement, deep regulation and exceedingly complex operating environments, these enterprises are the vital engines of growth. Not only are they often their community's largest employers, they generate billions in spin-off work for suppliers such as architects, contractors and technology vendors, not to mention hundreds of thousands of merchants, restaurants and hotels.

In turn, the income of health care employees fuels local, regional and national commerce. As Charles Morris commented in an article in the Atlantic Monthly: "In 1950, health care workers earned about two-thirds the average wage. By the mid-'90s, however, health care wages had risen to about 109 percent of the economy-wide average. Health care spending, moreover, unlike spending for cars, television sets, clothing and oil, tends to stay home. The alarm over rising health care spending suggests that the money is somehow dribbling away into outer space rather than being recycled into the pockets of a growing new class of professional workers."

Many who reject the standard business school metric for value generation of, "increases in shareholder value," favor a yardstick with broader social impact such as growth in full-time employment. Measured by these social standards, providers in the health care industry demonstrate remarkable value. The Cleveland Clinic, for example, has doubled the number of its full-time staff every 15.6 years since it opened in 1921.

Health care enterprises drive a torrent of discovery and innovation that, in turn, lead to a cascade of direct and indirect economic benefits. They educate and train a professional workforce whose skills expand capability and efficacy. Since 1900, the life expectancy of Americans has increased roughly 30 years. According to the Centers for Disease Control and Prevention, mortality due to heart attacks was reduced by half from 1980 to 2000, with rates falling from 345.2 per 100,000 people to 186.9 per 100,000. Breast cancer deaths have declined from 32.3 per 100,000 people to 25.4 per 100,000. This progress has come at a price - $634 billion in 2000 alone. However, without these improvements, there would have been 400,000 more deaths that year, 2.3 million more people with disabilities and 206 million more days spent in hospitals.

Between 1970 and 1998, the economic impact of gains in overall life expectancy had an estimated value of $2.6 trillion, or nearly half the GDP over that time span. While some of the increase in life expectancy can be attributed to public health initiatives, much of the credit (researchers suggest up to two-thirds) must go directly to American doctors, nurses, scientists and hospitals. According to Delos Cosgrove, M.D., CEO of The Cleveland Clinic, more than $57 trillion has been added to the U.S. economy through extended life spans, hospitals have created jobs for 5 million people, and the knowledge base related to heart disease continues to double every 2.5 years, making most treatment methods obsolete every seven years.

As Morris suggested: "To a great extent, the bad reputation of health care stems from economic scoring systems that track what's easiest to count. Gouging coal out of mountains to run power plants so that we can waft cool air over the brows of investment bankers is totted up as industrial production - an unambiguous increase in national wealth, like jet skis and video games. But new hips that allow people to walk, intraocular implants that restore their vision, stents that put them back to work, are classified as nonproductive 'services' that somehow make us poorer. Wealth and productivity are necessarily more ambiguous in today's world than when we measured progress in bars of iron and ears of corn."

Several years ago, the state of Maryland invested $20 million in the Bunting-Blaustein Cancer Research Center on the Johns Hopkins Hospital campus. The new labs allowed the institution to expand the amount Hopkins spent on cancer research by $23 million a year. Setting aside the economic benefit such research creates in health improvement, the expansion also supported 690 new jobs and $31 million in spin-off income for other businesses, organizations and individuals in Maryland. The return on the state's $20 million investment has been calculated to be more than 270 percent per year. Each year, patients and families from around the nation and from 126 other countries spend more than $20 million in Maryland's hotels, restaurants, retail stores, gas stations and other businesses. Year in and year out, Hopkins researchers crank out hundreds of patents and patent applications, which are, in turn, commercialized by existing Maryland companies and dozens of startups.

The Johns Hopkins University, of which Johns Hopkins Medicine is a part, is the largest private employer in Maryland and in 2002 cut paychecks to more than 41,000 of the state's residents. In that year, for every person directly employed by the Johns Hopkins University institutions, there was at least one other Marylander putting dinner on the table with wages that were generated either directly or indirectly from the university. And just in Maryland, direct expenditures by Johns Hopkins University institutions generated more than $3 billion in new net income in 2002. Spin-off (indirect) spending added another net $4 billion. That $7 billion in 2002 was more than double the contribution in 1990.

Job and health gains represent societal improvements made in an environment that can only be described as uniquely forbidding. Unlike most industries, in health care a profitable product line can be, and often has been, immediately and completely transformed into a financial loser with a flick of a regulator's pen or because a health plan analyst has decided it exerts too much pressure on an insurer's bottom line. Shale Stiller, a trustee at Johns Hopkins Hospital, once observed, "Financing academic medical centers is the most complicated financial thing I've ever seen. It's like an algebraic formula with eight unknowns that keep changing."

The popular press, as well as the business media who ought to know better, consistently lump providers and insurers together when they talk about health care costs. When the media raise alarms about rising health care costs, they are often talking about rising insurance premiums. In doing this, and generalizing the rising costs to the entire health care industry, they fail to recognize a common reality. Rising insurance premiums often do not reflect rising reimbursement for providers. Indeed, insurance premiums and provider reimbursement often move in the opposite direction and frequently have no direct relation to each other. Health plans have little interest in preserving margins for hospitals or income for physicians.

For most hospitals and many physicians, government reimbursement via Medicare often constitutes more than half of their income. This percentage is growing as the population ages. To put government influence on health care financing into perspective, it's helpful to recognize that the Balanced Budget Act of 1997 reduced payments to providers by 20 percent, or roughly $250 billion over the ensuing five years. Imagine the impact on any other sector of the American economy if suddenly 20 percent of its income evaporated.

That shrinking pool of government reimbursement is increasingly accompanied by a very large regulatory stick. Medicare regulations represent an overwhelming and ambiguous burden. It has become a quagmire even for the most honest and dedicated health care professionals. Princeton economist Uwe Reinhardt once suggested that "Medicare regulations have just become too complicated to understand" and, like the IRS code, now have the "capacity to criminalize the behavior of perfectly decent citizens who would never willfully break rules if they understood them."

Complaints about the cost of litigation in health care are not mere political hyperbole, particularly as they relate to malpractice. In northeast Ohio, for example, the private practice of medicine, at least as it is represented by independent solo physicians and small groups, was driven to collapse thanks in no small part by malpractice costs. Adding to the financial costs of litigation are the psychic costs for physicians and their staff members. Lawsuits consume not only dollars, but energy and emotion that might be directed elsewhere, including to patients.

An unrelenting spirit of discovery remains a defining tradition of American health care. It motivates and continuously reshapes the delivery of care. New technology and new clinical methods, despite their undeniable blessings, create relentless change, which in itself represents a formidable challenge.

In his book, Becoming a Doctor, Melvin Konner, M.D., described the rate of change during the period from approximately 1983 to 1987: "Consider a few of the changes that have occurred just within four years of my first day at medical school. Liver transplants, previously a rarity, have become relatively practical and commonplace.

"The immunosuppressant cyclosporine has dramatically altered the success rates of all kinds of transplants.

"Traditional antacid therapy for ulcers has been laid aside in favor of systemic drugs like cimetidine, which within two years of its approval became the most frequently prescribed drug of any kind in the United States.

"Calcium-channel blockers, a completely new class of drugs, were approved and became a mainstay of cardiology.

"Noninvasive widening of clogged arteries in the heart began to rival bypass surgery as a treatment method for one of our most common serious illnesses.

"AIDS, a new and fatal disease, was identified, shown to be taking on dangerous epidemic proportions, and linked to a virus not just of a species but of a whole biological category previously not considered to be among the causes of human illness.

"Lithium, an extraordinarily simple elemental substance, overtook antischizophrenic drugs as the treatment of choice for intermittent forms of psychosis.

"Alzheimer's disease was recognized as the leading cause of senile and presenile dementia and a major health problem of our time.

"The basic science of recombinant DNA became an essential part of every physician's knowledge, promising as it does a vast variety of new and powerful drugs, as well as the imminent prospect of that science fiction therapy, 'gene surgery.'

"Magnetic resonance imaging - known also as nuclear magnetic resonance, or NMR - became the gold standard of radiology, promising to replace CAT scanning (itself a quite new modality) in several important areas of diagnosis.

"And in vitro fertilization made the transition from a science fiction laboratory technique to a proven and accepted method of treatment for infertility, making hundreds of 'test-tube babies' a reality."

Of course, that was more than two decades ago. The rate of change Konner experienced has only accelerated since then.

Political, economic, technological and social forces interweave with the most complicated organism in the universe to generate a level of complexity several times that of any other industry. It is no small thing that in the face of such a complex and often threatening environment, the health care industry in America has been able to maintain a tradition of altruism, optimism and accomplishment. And despite the immense challenges they have faced, a surprisingly large number of health care enterprises have achieved reputations the strength and durability of which are unrivaled in other sectors of the American economy.

A look at four prominent institutions, revealing the characteristics that compel them to succeed 
Johns Hopkins, Mayo Clinic, The Cleveland Clinic and Duke Medical Center are all physician-led, results-oriented, cohesive organizations that attract talent and encourage innovation. 

Annually, U.S. News & World Report creates a list of America's best hospitals. It identifies the best by various means, including assessments by respected health care professionals. If you adjust their methodology slightly to give greater weight to the two diseases that kill the most Americans - heart disease and cancer - the list has for years included Johns Hopkins, Mayo Clinic, The Cleveland Clinic and Duke Medical Center as the top four. In 2003, the more than 100,000 employees of these four organizations cared for more than 10 million people and generated more than $11 billion in revenue. They also provided more than three quarters of a billion dollars in charity and uncompensated care.

What characteristics do these four enterprises share that have allowed them to build such powerful reputations? To answer the question, I began a three-year study: I spent time at each organization, conducted interviews and dug deeply into existing sources of information. It became clear that these four extraordinary enterprises do indeed have much in common.

I also concluded that these organizations are not only great health care enterprises in terms of the quality of their leadership and the extent of their contribution to social good - they are among the most important enterprises to have arisen in the United States over the past 100 years. They represent powerful role models for all leaders confronted with complexity and dramatic rates of change.

Although my focus was on their common characteristics, it's important to recognize that these four organizations share some important distinctions. While Mayo Clinic and The Cleveland Clinic have sustained strong commitments to education and research, historically neither was closely associated with a university. Hopkins and Duke, on the other hand, were founded on the university model. In the nomenclature of the health care industry, Mayo Clinic and The Cleveland Clinic are described as "large multispecialty group practices" while Hopkins and Duke are described as "academic medical centers."

Furthermore, each of these enterprises serves very different markets. Hopkins has operated in a dangerously decayed section of urban Baltimore. The Cleveland Clinic is located in a similarly deteriorated neighborhood in Cleveland. Mayo, on the other hand, grew up serving farming communities with a relatively small population base. While Duke served North Carolina's tobacco belt and its urban centers of Raleigh-Durham. It is remarkable that these vital enterprises prospered in such challenging surroundings. It is just as surprising to find Mayo springing out of the Minnesota wheat fields, for example, as it is to find Hopkins growing in a blighted ghetto.

Beyond these few differences, however, lie powerful similarities. These four enterprises share a set of characteristics that have been fundamental to their success: 

· In each of these organizations there can be found extraordinary unity of effort. Key to this unity is a cohesive culture in which everyone - at every level and in every corner of the enterprise - understands and supports the core purpose. Thus, at The Cleveland Clinic there is a bulletproof commitment to "act as a unit" articulated at that institution's founding. At Mayo, unity is evidenced by a shared belief in Dr. Will Mayo's assertion that "the best interest of the patient is the only interest to be considered." At Hopkins, common commitment to core values caused it to re-embrace its tradition of "entrepreneurial discovery."

When Duke was founded, it took its "root stock" directly from Hopkins in the form of the physician leaders and faculty it recruited. But it then molded the Hopkins tradition into its own unique personality as a scrappy upstart in the rural south.

For these four organizations, purpose and principles are not distant and dusty abstractions. They prescribe organizational life and behaviors that either make you a valued contributor or compel you to leave.

· In these four organizations - indeed, I will argue in all complex, technologically based organizations - it is not enough to be a good executive. The notion of the "universal executive," who can lead any kind of enterprise, is a myth. To be effective, a leader must be authentic. And to be authentic, a leader must have a deep and intimate exposure to the real work of the organization and those it serves.

An authentic leader understands in a personal way and from experience how and where the organization creates value. For these organizations, value is created at the interface with patients. Each of these four institutions has been led by a physician from its founding. Prior to taking on their leadership responsibilities, the physician executives demonstrated their authenticity as clinicians, teachers and researchers. Each had been to the rodeo and ridden the bull. Technical professionals such as software programmers, engineers and physicians are inherently distrustful of leaders who are not intimate with the work of the organization and they are loathe to follow them.

· In each of these four organizations, the work matters. Innovation matters. Results matter. In each of these organizations, there is an emphasis on application: Discoveries must be able to earn a living by producing results for patients. This results in transparent meritocracies of peers who are qualified to judge one another's performance. Those whose performances don't make the grade are compelled to go elsewhere quickly.

There is in each organization an expectation of collaboration. This expectation is fueled by a commitment to teamwork. But teamwork is balanced against a respect for individualism. It is an article of faith that individuals do best when their talent is multiplied by cooperation with others. Thus, these organizations serve as amplifiers of individual talent and entrepreneurialism.

· In each organization, physician CEOs pair themselves with professional managers. This partnership is articulated at Mayo as: "We are physician-led and professionally managed." While none of the organizations is apologetic about its commitments to physician leadership, each is deeply respectful of professional management. And for this, they turn to seasoned lay executives.

Fred Loop, a former CEO of The Cleveland Clinic, described his organization as a "commonwealth of intellect and a republic of ideas." Each of these organizations recognizes the importance of attracting, supporting and connecting smart people in ways that liberate and apply their intelligence, experience and ideas.

At the heart of these commonwealths and republics is an infrastructure that employs physicians, faculty members and researchers and leverages their capabilities under "one organizational roof." This infrastructure supports cultural cohesion through the disciplined recruitment, assimilation and alignment of talented individuals. Beyond translating talent into better care, this infrastructure translates it into discovery and innovation. Each of these organizations is a hotbed of patents and new business spin-offs. Loop's successor as CEO, Toby Cosgrove, earned 17 patents during his tenure as one of the nations most productive and respected cardio-thoracic surgeons.

· Because these organizations and their physician leaders deal in biological phenomenon (the human body), they have developed a unique way of seeing and meeting organizational challenges. They embody a management philosophy that is biologically based. It is a distinctive way of thinking that is fundamentally different from that cultivated in business schools and used in other fields.

While the average life span of an American corporation is 30 to 40 years, all four of these organizations have been around for a century or more. The basic structures of biological organization have existed since the dawn of time. Biological structures endure because they have "constructive tension" in them. They are not balanced. All evolution results from an intrinsic imbalance between the benefits of sitting still and the advantages of moving out. Because they deal with life and death, they often operate at the extremes. This translates into a unique ability to routinely deal with the nonroutine. They are accustomed to quickly and effectively shifting into high gear yet not operating in haste.

· In these four organizations, balancing commitments to teaching, research and patient care yields constructive tension that ensures continuous re-examination of priorities and avoidance of the poisonous status quo. Constructive tension is also derived from seemingly paradoxical commitments. These organizations have figured out how to be simultaneously tight and loose, fast and slow, flexible and inflexible, structured and entrepreneurial. This makes them both adaptable and durable.

As suggested earlier, it is my view that these are not only great health care organizations, they are potentially the United States' four greatest enterprises. Those institutions that aspire to move from good to great would do well to look beyond the same tired list of benchmark businesses to these extraordinary health care organizations.
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