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A Model of Cooperation

There are better ways to bring physician practices into a health care organization than owning and controlling them.

A few years ago, I was taken aback by a comment from the CEO of a large Midwestern health system. I was consulting on a physician integration project and we were meeting with a number of influential primary care physicians, some of whom had recently sold their practices to the health system in question. The CEO described the recently acquired practices as his property. To the gathered physicians, it was a chilling comment. It was also an early indicator of trouble - not only for this particular executive, but also for health systems, hospitals, and physicians nationwide.

An overbearing tendency towards control can lead to train wrecks as hospitals and health systems buy and operate physician practices. So can a mind-set that sees physician integration reduced to a transaction. A transaction mentality opens the door to the usual cast of characters associated with deals - lawyers and accountants who often have little appreciation for the physician enterprise or the soul of medicine. In retrospect, practice acquisition in the '90s may have been one of the industry's greatest management failures. It was a sad irony that many millions were spent to acquire so many of the physicians upon whose loyalty and trust hospital success depended - only to have alienated them in the end as hospitals dumped them.

Many hospitals and health systems divested the practices they purchased. But many held on. And a few built their primary care groups into a vital element of their organizational mix. In my experience, there are four truths critical to the positive development of physician integration efforts: 1) that "operating losses" will only moderate over time; 2) that the contributions of a closely aligned primary care network far exceed its operating losses as a result of maintaining market share for "a hospital and its affiliated specialists"; 3) that physician practices are completely different enterprises from hospital enterprises; and 4) that a primary care group can be a significant lever when it comes to negotiating a managed care contract.

Hospitals that recognized those four realities began to realize the promise of their primary care organizations and demonstrated some consistent characteristics:
· Primary care development was not accidental or defensive. It was a driving strategy consciously articulated and supported at the highest levels. The CEO, executive team, and board demonstrated visible commitment to primary care as a strategy. 

· Physician leadership was cultivated. The top executive for the group has typically been a practicing physician supported by a professional management team. 

· Although practice assets were owned by the health system, physicians were treated as partners rather than employees.  The "physician organization" was regarded as a distinct operating unit on par with the hospitals on the organization chart. As a result, the systems of which they were a part avoided the trap of being too "hospital-centric."
Many lamented the short life span of the "physician-hospital organizations" (PHOs) that struggled into existence in the '90s. But these organizations eventually provided a very high return on investment because they created the forum in which hospitals and physicians began to talk to each other about issues that really mattered - issues like managed care, practice management, quality improvement, and physician relationships. It was in many of these early PHO meetings that primary care physicians, specialists, and hospital executives really began to get to know each other for the first time. And it was out of such conversations that a foundation for further cooperation was often put in place. Eventually some PHOs began to transition into clinically integrated enterprises. Just as PHOs provided lasting benefits, so too did efforts to coalesce primary care groups. As the result of these efforts, for example, a physician perspective came to be represented for the first time in health system executive suites and board rooms. Executives who once responded only to the requests of specialists and subspecialists now balance their responses against an increasingly influential primary care voice. This, in turn, has brought depth to important conversations on issues such as prevention and alternative medicine.

It is in these primary care physician organizations that a new cadre of physician executive began to cut its teeth on real management challenges and learned to relate constructively to lay executives and board members. Such organizations enabled practice standards and protocols to be developed and applied. It became more feasible to aggregate data across populations. And health plans were often compelled to take a different negotiating stance when they faced a hospital executive backed by dozens of primary care physicians who could sign the same contract.

In those organizations that have retained and supported their primary care groups, the '90s were a period of sorting things out. Compensation systems were adjusted, information systems were put in place, and collegiality fostered. Some primary care groups made conscious decisions to get better rather than bigger. But the question still lingers - "What's next?" I believe strongly that what's next can be summed up in one word: cooperation. An attitude of cooperation, rather than a mind-set of ownership and control, will be needed to get at least five big jobs done:

· Standardizing operations. It is unlikely that the operating challenges for primary care vary much from one locale to another. People don't like to wait anywhere in America. A scheduling system that works in Orlando will work in Chicago.

· Creating a retail experience. There's a reason that a customer walking into a Starbucks in Philadelphia will get a similar experience when she walks into a Starbucks in Denver. Consumers value consistency and reliability above all else when it comes to service. Retailing and other service enterprises have much to teach medicine about enhancing patient satisfaction. And the lessons are going to be the same no matter where they're applied.

· Demonstrating value. An ability to demonstrate value, both in terms of quality and cost, will be the playing field of the future. Lose and you can kiss substantial market share and reimbursement good‑bye. Demonstrating results will require standardized clinical approaches and consistent tracking systems. The human body is not wildly variable by zip code. What works in Seattle will generally work in Atlanta.

· Developing brand identities, awareness, and preference. There is also a reason Starbucks uses "power branding." Its logo is everywhere. On its walls. On its products. On its people. On the outside of its buildings. A brand is a physical manifestation of your promise to the consumer. The more intangible your product, the more powerful your brand needs to be (think Federal Express). Building a powerful brand can be very expensive. So can building awareness for the benefits associated with a brand. But a well developed brand is an asset of immeasurable and lasting value.

· Realizing leverage in managed care contracting. Most health plans can always be counted on to do two things: 1) raise premiums until the employers scream, and 2) lean on providers for discounts. It takes backbone and market clout to turn this situation around. Primary care physicians generating superior clinical results in combination with exceptional levels of satisfaction in accessible locations can provide backbone and clout in negotiations with health plans. Too often, however, primary care groups consist of 10 physicians in one market, 40 in another, and 30 in a third market. Unconnected, these groups enjoy little leverage. But linkage can change the picture. There is a pressing imperative to develop a method for linking the primary care groups within systems and across otherwise independent health systems.
Fortunately, a model for moving to a powerful level of cooperation already exists. This model can serve as the mechanism for achieving a renaissance in physician and hospital influence - that model is the cooperative.  
Cooperatives have a long, if not highly recognized, role in the American economy. More than 100 million people are members of 47,000 cooperatives in the United States. A cooperative is a unique business enterprise in that it belongs to the people who use its products or services. It operates exclusively for the benefit of its members. REI, the popular retailer of recreational equipment, is a cooperative. So are Ocean Spray (cranberry farmers), Blue Diamond (almond farmers), and Sunkist (citrus farmers). (These cooperatives are not the nebulous fantasy the Obama Administration described during the 2009 reform efforts.) All four of these organizations demonstrate that cooperatives can do some things very well:

· They can help producers of products and services create more productive operations through standardization and creation of economies of scale associated with group purchasing and marketing. 

· They can assemble expensive marketing, retailing, and branding knowledge and make it available to members at a lower cost than any of them could obtain on their own. Indeed, cooperatives have created some of the most powerful brands in the world. 

· They can aggregate information that can be used for performance benchmarking by members and for making critical management decisions. 

· They are able to attract and concentrate strong management. 

· They can provide members with financial credit, equipment, production supplies, and purchasing clout.
· They can lobby on behalf of their members' interests. 

· They can negotiate on behalf of their members.

The first cooperative in the United States was established by Benjamin Franklin in 1752 when he formed the Philadelphia Contributionship for the Insurance of Houses from Loss by Fire. It remains the oldest continuing cooperative in the nation. Later, in 1922, Congress passed the Capper-Volstead Act, which allowed farmers to act together to market their products without fear of violating antitrust laws.

Today, there are more than 20 cooperatives in operation in the United States that have annual sales in excess of $1 billion. About 30 percent of U.S. farmers' products are marketed through cooperatives while more than half of the electric distribution lines in the nation are operated by cooperatives. Some of the best-known operations in the grocery and hardware retailing businesses are cooperatives. And it may come as a surprise that "consumer cooperatives" pioneered prepaid group-practice health care.
The cooperative model lends itself well to the highly individualistic and democratic tendencies of physicians - and to those same tendencies in many hospitals and health care systems. Powerful cooperative models can be created without sacrificing local autonomy and ownership. The cooperative provides a basis for meaningful linkages that need not be tied to geographic markets. For example, a cooperative could serve as the glue for a dozen small primary care groups across several states. Physicians could, through such a cooperative, create a common brand identity, fund a common ad campaign, and design and install common information and operating systems, while pooling performance data for purposes of benchmarking and decision making. Such an approach would be much more powerful and affordable than efforts on the part of independent hospitals and physicians to do these things on their own, often incurring not only higher costs but potentially reinventing the wheel dozens of times. As Ben Franklin remarked, "Either we hang together or surely we will hang independently."
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