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Big
The bigness explicit in a regional integrated delivery system must be balanced against the benefits of meaningful smallness.  Anything less than an optimal‑size organization will suboptimize care.
We've hit the big time again.  The pendulum is swinging towards bigger in health care just as it has in the past.  And that bigness isn't being built from internal resources or through the acquisition of new customers.  It's being built through external couplings.  One organization merging with or acquiring another.  

Mergers are cyclical and are typically triggered by technological, regulatory and tax changes.  The mergers that created General Motors early in this century were precipitated by improved assembly-line technology.  It was tax legislation that favored debt financing that helped propel leveraged buyouts in the '80s.

What's drives mergers in health care?  According to The Wall Street Journal, there are two factors that caused an uptick in the mid‑'90s:  "the emergence of great purchasing power among certain customers and the Clinton administration's wish to overhaul the whole system."
In the mid '90s, The Wall Street Journal and Newsweek both predicted that in a decade 50% of all drug companies would be bought up or shut down, and within five years 80% of hospitals would be part of a network.  Trumpeted Newsweek, "The age of the medical monolith is here."  It didn't happen.
Both The Wall Street Journal and Newsweek articles overrated the power of Wall Street investors to reshape health care delivery.  After all, the vast preponderance of hospitals in America are nonprofit and the largest chains are Catholic.  Most physicians are either small independent proprietors or employees of the nonprofits.

Managed care has clearly been a driver of market consolidation in health care and so is outguessing health care reform.  But there's more at work here than that.  In bits and pieces, a unifying vision has begun to emerge in health care.  It has these fundamental cornerstones:

· A regional approach to organizing and delivering health care.

· A true economic partnership between physicians and hospitals.

· Reduction of fragmentation to provide higher quality and lower cost.

· Integration of a comprehensive continuum of health care services.

This vision was not crafted in the boardrooms of Wall Street.  It was put together in the boardrooms of a variety of hospitals and clinics.  Whatever level of reluctance may have characterized commitment to this vision initially, many health care providers moved to it with forceful conviction.  It's a vision often couched in catch phrases like "Integrated Delivery System."  The implications are profound:

· A regional approach means subordinating local focus without losing touch with the needs of local communities and constituencies.  The bigness explicit in a regional Integrated Delivery System must be balanced against the benefits of meaningful smallness.

· A true economic partnership means that new relationships of trust, financial risk sharing and ownership must be forged between physicians and hospitals.

· Cost and quality cannot be effectively managed in the long run while the delivery of care remains fragmented by function, specialty and structure.  New organizations not yet even imagined must be invented and then implemented with courage and commitment.

· Massive investments in information systems and standardization represent the glue necessary to bring fragmented services together and coordinate them.

All these implications must be considered and factored into coherent strategic plans by hospitals and doctors.  But it is the movement to regionalness, and with it to bigness, that may deserve the most attention.  Some observations on bigness:

Large size alone cannot be regarded as protection against the pressures of the future.  Beyond GM and IBM, there are plenty of other examples of big companies who took a tumble.  Of the 100 American firms heading the Fortune 500 list (based on sales) in 1956, only 29 were still in the top 100 in 1994.  Of the 100 largest non-American firms, only 27 were still there.  Within the span of a single working life, over two-thirds of the world's largest companies were displaced.

Pure sales revenue is one indicator of success, but there are other more relevant indicators.  In the 1992 Fortune 500 list, the top three places ranked by sales were held by GM, Exxon and Ford.  Ranked by profits, their positions were 479, 1 and 477 respectively.  In 2009, the top three were Exxon, Walmart and Chevron.  Consolidated numbers are used to impress, although usually with the same effect as a fireworks display.  The explosion is impressive and draws audible admiration from the crowd, but it's not always long lasting.  Big numbers can awe, but they usually say little about the underlying strength.

In the midst of growing difficulties, GM spun off a semiautonomous unit targeted to small, affordable cars.  The organization showed early signs of success.  But the mother company preserved its old culture and structure, which gradually slipped further into demise and eventually sucked Saturn back into the muck.

Dinosaurs provide evidence enough that size alone is irrelevant to survivability.  Ants and other insects have outlasted the brontosaurus.  As microbiologist, Joshua Lederberg, once pointed out, our "only real competition for domination of the planet remains the viruses." 
Organizations should be as big as they need to be.  At some point, there is a diminishing return on size.  Something as simple as a doctor's exam room demonstrates this point.  An exam room can be too big.  There is an optimal size in which physicians and nurses take the least number of steps to reach everything they need to care for the patient.  Hanging the pressure cuff on the wall of a room that's bigger than it needs to be only puts the cuff further out of reach.  A wash basin that can be reached in a single step is better than one that takes three.  Steps leading to a house need not be taller than the natural lift of a foot.  Anything bigger than that is a waste of materials, requires more energy and may even be dangerous.  The same is true for organizations.  There is a scale that is a best fit to its inhabitants and to those it serves.  All things have a right size.  That right size is a function of environment and purpose.

In the movie, Big, Tom Hanks gave a memorable performance as a child who suddenly finds himself in a man's body.  This extrapolation of childhood into the trappings of adulthood made Hanks a unique character of considerable charm.  But he also became a business asset because of the capacity of the child in him to imagine successful toys.  Big organizations lose their recollections of smallness and its benefits.  They don't make a conscious decision to become bureaucratic and ossified; they just fail to make a decision to stay small.  Inevitably, it is not smallness or bigness that delivers advantage; it is what you do with both.  Ideally, it would be best to capture in one organization the spontaneity of childhood and the wisdom of age.

In 1934, G.F. Gause of Moscow University postulated his famous principle of competitive exclusion:  "No two species that make their living the same way can coexist."  The principle can be extended to size.  Why would two things seeking to make their living in the same way (e.g. two integrated health care delivery systems) need to be the same size if in order to survive they must in some way be different to begin with?  In truth, you don't need to be any bigger than you need to be to create meaningful and sustainable value for a portion of the marketplace large enough and financially attractive enough to provide an adequate return on your investment in serving it.  There's no point being any bigger than that.

Smallness has its merits.  But the late Harvard professor, Ted Leavitt, put smallness in its place in his book Thinking About Management:  "It is easy to exaggerate what small new firms do.  Their economic importance is obvious.  Yet remarkably few actually possess exceptional enterprise or new ideas.  Mostly they are imitative, repeating what others have already done.  Mostly they represent modest attempts to attain independence and self-employment via well-established routes.  Few last long, and fewer thrive."

In Germany, historically the mittelstand (midsized companies) produce two-thirds of the gross national product.  Studies of these companies have found that they do a better job balancing the power of their technologies against the demands of their markets.  It is their size, not too big, not too small, that allows them to accomplish this.  In addition, employees are closer to direct customer contact and thus, according to Robert Tomasko in his book, Rethinking the Corporation, in the mittelstand, "the percentage of employees with intimate knowledge of customer needs is several times higher than it is in larger companies."
	Three Questions

Executives would do well to pause and consider the questions put forth by strategists Gary Hamel and C.K. Prahalad in Competing for the Future:  

"Are you competing to dominate your industry's future?  To find out, ask yourself three questions we often ask senior managers:  First, what percentage of your time is spent on external rather than internal issues - understanding, for example, the implications of a particular new technology vs. debating corporate overhead allocations?

"Second, of this time spent looking outward, how much is spent considering how the world could be different in five or ten years, as opposed to worrying about winning the next big contract or how to respond to a competitor's pricing move?

"Third, of the time devoted to looking outward and forward, how much is spent in consultation with colleagues, where the objective is to build a deeply shared, well-tested view of the future, as opposed to a personal and idiosyncratic view?

"The answers typically conform to what we call the 40-30-20 rule.  In our experience about 40% of senior executive time is spent looking outward, and of this time about 30% is spent peering three or more years into the future.  And of the time spent looking forward, no more than 20% is spent attempting to build a collective view of the future (the other 80% is spent looking at the future in the manager's particular business).  Thus, on average, senior management is devoting less than 3% (40% x 30% x 20% = 2.4%) of its energy building a corporate perspective on the future.  In some companies the figure is less than 1%.

"Our experience suggests that to develop a prescient and distinctive point of view about the future, a senior management team must be willing to spend 20% to 50% of its time over a period of months.  It must then be willing to continually revisit that point of view, elaborating and adjusting it as the future unfolds.

"To get to the future first, top management must either see opportunities not seen by other top teams or be able to exploit opportunities, by virtue of preemptive and consistent capability building, that other companies can't.  We find few senior management teams that can paint an enticing picture of the new industry space their company hopes to stake out over the next decade, few that spend as much time on opportunity management as they do on operations management."


Size isn't easy to define.  If there are upper limits on size, there must be lower limits too. There is an optimal size to achieve any defined business purpose.  Charles Handy, in The Age of Unreason, has suggested, tongue-in-cheek, that everything can be outsourced but the "CEO and his cell phone." 
Joke or not, Handy raises an important but not easily answered question - What is size?  Is it measured by the number of employees?  By the total revenues that go to a single bottom line?  By the size of building footprints?  Or is it better measured by number of relationships aligned around a common business purpose?

Caterpillar Tractor Co. is a large multinational corporation that employs thousands worldwide.  But what about all the companies that enjoy synergistic relationships with Caterpillar?  Like most major manufacturers, Caterpillar outsources significant aspects of its production.  To truly appreciate its real size, you've got to consider all the paychecks outside the Caterpillar payroll that flow when a tractor gets sold.  Anyone who lives in or around Central Illinois knows that when Caterpillar contracts, the entire local economy aches.

Bigness fails not because of size but because of failures in structure.  There are no proven limits to functional size.  It is not purely out of ego and commercial interest that skyscrapers edge ever higher.  It is because they are doable.

Matthys Levy and Mario Salvadori in an immensely entertaining book, Why Buildings Fall Down, observe: "Once upon a time there were Seven Wonders of the World.  Now only one survives, the mountain-like Pyramid of Khufu in the Egyptian desert near Cairo.  The other six have fallen down.  It is the destiny of the man-made environment to vanish; but we, short lived men and women, look at our buildings so convinced they will stand forever that when some do collapse, we are surprised and concerned."

And why do they collapse?  According to Levy and Salvadori, "The accidental death of a building is always due to the failure of its skeleton, the structure."  When buildings do accidentally collapse, it is invariably because of human error.

Buildings fall down or are torn down but rarely are organizations purposely demolished by their occupants.  People live in organizations just as they do buildings and, therefore, stand the chance of being adversely affected when they fail to stand.  When buildings failed and people were hurt, the consequences were well established in 15th-century English common law: "If a carpenter undertakes to build a house and does it ill, an action will lie against them."

Interestingly, the same sort of provision (albeit much harsher) can be found in other orders of law including the Code of Hammurabi (1792-50 B.C.): "If a builder builds a house for a man and does not make its construction firm and the house which he has built collapses and causes the death of the owner of the house, that builder shall be put to death."  Of course, the physics of building construction are well known while the science of constructing organizations is felt to be unknowable.  And although the architects and builders of today's organizations ought not be forced to consider the prospect of crippling fines or death, they certainly ought to give deep consideration to the consequences of their handiwork.

As the size of health care organizations increases, there is little to suggest that greater mass will give them greater longevity or, more importantly, cause them to be more effective in meeting the needs of the market.  And although we live in a somewhat gentler time, leaders of health care organizations would also do well to hear the echoes of Hammurabi.  After all, we're not making hamburgers here.

The right size for health care organizations is a question that concerns more than just health care leaders.  It is a concern for the cities and towns where health care is the largest employer.  It is a concern for Washington policymakers and legislators since health care has been the steadiest, most certain area of economic growth nationally for more than two decades.  And it is a concern for patients and their families as they consider the implications of a mis-sized organization on day-to-day care.  A suboptimal organization by definition will suboptimize care.  Here then are more observations on size, optimal and not so optimal.

Bigness comes and goes.  Not surprisingly, Columbia/HCA and its CEO, Rick Scott, once saw great advantage in bigness including directing "volume to suppliers where they would be interested in giving you a better price and access to capital."  According to Scott, "No one wants to lend money to one individual hospital."

The presence of one or more Columbia/HCA hospitals in a market once had a chilling effect on the other hospitals in town. The concerns were usually the same.  Columbia/HCA played hardball.  It provided equity to physicians.  It had seemingly limitless access to capital.

But HCA alone was once much bigger than Columbia/HCA - it divested a significant number of its hospitals along with its hospital management business.  Divestiture is a sequence played out with amazing consistency in other industries.

United Airlines was once bigger.  It was called Allegis for awhile. That's when it owned Hertz and Westin and was committed to becoming the world's first and largest fully integrated travel company (sound familiar?).  Unfortunately, the board became disillusioned with United's "big" strategy and fired its architect - the CEO.

Chrysler was once much bigger.  And so was General Electric.  Bigness comes and goes.  International Harvester was once as big as its name.  What happened?  Its marketplace didn't go away.  But International Harvester did.  Well almost.  It stayed in the truck business and now operates under the name of Navistar.  Meanwhile, John Deere and Caterpillar have continued to survive in International Harvester's original core business - construction and farm equipment.

The swings from small to big and back again always represent opportunities.  It is at these swing points that management often turns over.  New relationships become possible and new thinking can be more easily injected.  Old assumptions are often challenged and dispelled.  Fortunes are made around these fluxes too.  HCA has been through several of these swings and each time big shareholders leveraged their wealth.  In both the for profit and the nonprofit sectors, executive compensation and prestige increase with the size of the organization.  A move to big or small may not represent a long term strategy as much as it reflects the pursuit of short term opportunities.

In other instances, smallness is a conscious strategy made possible by the perils of bigness.  Steel was once so big in America it was just called "Big Steel."  But bigness collapsed and left miles of steel mills as rusty relics in Pittsburgh and Cleveland.  Developers pondered new uses for the shuttered plants including movie studios, malls and museums.

But then a really off-the-wall idea surfaced.  Some guy wanted to use one for, of all things, a steel mill.  Or more precisely, a mini-mill.  Mini-mills were the front edge of a major innovation and turnaround in the steel industry.  In the early '90s, a new mini-mill's initial start up capital cost was $200 million compared to $1.2 billion for a conventional mill.  There were several keys to the success of the mini-mills: state‑of‑the‑art technology, making steel from melted scrap, nonunion labor and flexible mills near their markets.  The mini-mills moved into niches in a greatly transformed steel industry.

Big organizations experience big swings.  When big organizations sink, they sink fast.  When they hit bottom, they hit hard.  The extra weight they carry lends momentum to the descent. They also suck down things with them including smaller suppliers.  And big organizations that crash get more attention when they hit bottom.  Small organizations, on the other hand, often disappear unnoticed and uncounted.

As amazing as the descent of the once seemingly invulnerable GM, was the speed with which it occurred.  Seemingly overnight, GM was in desperate straits.  With breathtaking speed, it blew through the deep pockets that everybody thought would sustain them through any missteps and allow them to overwhelm smaller competitors. 

Of course, GM had been on the road to trouble for some time.  It had underestimated the Japanese.  When Mike Campbell, a character in Ernest Hemingway's The Sun Also Rises, was asked how he went bankrupt, he replied, "Two ways.  Gradually then suddenly."

Dispersion is not the same as size.  Something can be expansive but still be membrane thin.  It can be spread wide and dangerously thin.  Every organization, like every organism, is in a struggle for continued existence.  And the lifespan of organizations is relatively short (churches and universities have some of the longest organizational lifespans).  In a real sense, organizations continually fight extinction.  In his book, Extinction, David Raup had some interesting things to say about his subject:  "Extinction is a difficult research topic.  No critical experiments can be performed and inferences are all too often influenced by preconception based on general theory.  There are some things about extinction, however, that we can say with reasonable confidence - things founded on solid observations of fossil and living organisms:

· "Species are temporary.  Indeed no species has existed for but a small fraction of the history of life.

· "Species with very small populations are easy to kill.

· "Widespread species are hard to kill.  Extinction must occur over all breeding populations.

· "Extinction of a widespread species is favored by a first strike in which extreme stress is applied suddenly over a wide area.

· "Extinction of widespread species is favored by stresses not normally experienced by the species.  Organisms cannot adapt to conditions they experience only rarely.

· "Simultaneous extinction of many species requires stresses that cut across ecological lines."

What's the implication of Raup's message for organizations?  If the dynamics of evolution and extinction apply to organizations, it is better to be widespread.  It is not good to be too small.  A careful eye should be kept on sudden changes that are likely to impact a substantial portion of the organization or which have not been experienced before.  And finally, changes that impact the entire environment in which a class of organizations operates can wipe out one or all of the organizations - no matter what their size.

Big organizations are hard to make smaller.  Downsizings are usually the result of a conscious decision on the part of management or the board to reduce costs by getting smaller.  They occur all at once or in definable chunks.  "Upsizings" are typically not the result of such deliberate moves.

Growth is often insidious - an employee at a time, a new plant here, a new wing there.  But merger and acquisition brings on sudden growth.  Such upsizing is often accompanied by head count reductions - or downsizing.  It is as tempting in health care as it has been in other industries to focus sizing efforts on eliminating unnecessary jobs rather than eliminating unnecessary work.  The two things are not the same.

According to The Economist, more than half the 135 major U.S. companies that undertook major downsizings in the late '70s failed to demonstrate increases in their value compared to their competitors.  A study of thirty automobile industry companies by University of Michigan professors found that white collar productivity showed little improvement while administrative costs in American car companies remained far higher than those of their global competitors.

Another study found that of 1,000 companies that had pursued downsizing: 90% wanted to reduce expenses but less than half did; almost three-quarters were seeking productivity improvements but only 22% got them; more than half sought to improve cash flow but fewer than 25% achieved it; more than half tried to reduce bureaucracy and increase speed of decision making but only 15% did; and fewer than 20% felt they achieved any increases in competitive advantage as the result of their downsizings.

Many organizations that claim to be downsizing may be undergoing what Herman Bryant Maynard and Susan E. Mehrtens described in The Fourth Wave as "implosion":  "Implosion is the process of repeatedly liquidating assets, business units, manufacturing capability, technologies, research efforts, market development programs, and people to improve short-term earnings and cash performance.  Once the process starts, it becomes increasingly difficult to stop because the liquidated assets are no longer available to generate profits, and thus more assets must be liquidated to meet the new short-term expectations.  Unfortunately, one day there are no more assets to convert and the corporation collapses."

Turfdom and bureaucracy are the opiates of size.  Gifford and Elizabeth Pinchot, in The End of Bureaucracy and the Rise of the Intelligent Organization, wrote that they have heard many times the following lament from their clients: "It is much harder for us to do business with another division of our own company than to deal with an outsider.  Vendors have to do what we want or we find someone else.  With our own divisions, if we ask for something that they don't want to provide, we end up in a political battle that escalates to the highest levels and threatens all of our careers."
Most often, the best response to too much size and complexity is to break it into pieces so that management can be focused.  Such reduction is the focus of many a reorganization plan.  Too often the result is simple fragmentation.  According to Tomasko in Rethinking the Corporation, when David Johnson took over as CEO at Campbell Soup, he found that "his predecessor had fragmented the company into forty business units, each self-contained and responsible for everything from inventing new products to making, selling and shipping them. The walls dividing Campbell's businesses had grown higher than those separating the company from its marketplace competitors!  And financial results, not surprisingly, were only half the industry average."
Long before IBM entered its phase of realignment and rebuilding, a former corporate director of marketing for the behemoth lamented, "The process of getting an announcement from IBM is tortuous and complex.  There are literally tons of groups that can knock it out."  Another former IBM executive suggested that to get a product announced at IBM it took more than 250 signatures.  A company executive at the time observed that IBM had tremendous competitive advantages but Compaq had something because of its size and lack of bureaucracy that IBM didn't - flexibility that came with smaller size.  "In a rapidly changing marketplace," he said, "flexibility is a better tool to have on your side than financial resources."

At IBM, the walls between departments and the barriers to internal linkages were so great that ideas couldn't flow.  When he took over as IBM's new CEO, Lou Gerstner, issued an edict and emailed it to all employees.  It read:  "Henceforth, it will be our policy to share with our IBM colleagues enthusiastically and without added cost whatever we develop."
Sustainable size is built on the bedrock of core competencies and capabilities.  The Pinchots worried about the move to outsourcing:  "Though we believe outsourcing can be extremely valuable, we are concerned that part of the drive toward outsourcing comes from the low levels of efficiency, service and innovation provided by internal functions and staff groups in bureaucracies.  There is a risk that too much outsourcing can weaken the long range core competencies of an organization.  Often we need to find a way to do things effectively inside, not just give up on doing them."
The Pinchots' observation suggests that the organization must be at least big enough to incorporate and support unique capabilities that meet the needs of customers.  This is the muscle and bone.  In sizing organizations, the fundamental considerations must be the needs of customers and the core competencies of the enterprise.  This requires organizations to reverse engineer themselves backwards from the marketplace with a constant admonishment:  "Be different in a way that's meaningful and valuable for those you serve."  Against this standard, the organization can be sliced, trimmed, appended and expanded without losing its reason for being or its unique advantages.

As Gerstner attempted to remake IBM, he focused on three things, emphasizing them over and over again - the marketplace, execution and teamwork.  In Synchro Service, Richard J. Schonberger and Edward Knod provided a surprisingly short and straightforward list of what translates into value for customers and, therefore, what ought to provide the focus for core competencies, processes and capabilities:
1. "High levels of quality

2. "A high degree of flexibility (to adjust to changes in volume or type of services demanded)

3. "High levels of service

4. "Low costs

5. "Short response times, including time to market for new services

6. "Little or no variability (deviation from target)"

Such focus must transcend into products and services people want.  All the corporate analysis and soul-searching must translate into new product concepts like the minivan did at Chrysler or a unique family car like the Taurus did at Ford or a hot new compact like a Saturn did for GM.

Size requires constant attention to systemness.  In responding to size, there is an alternative to fragmentation.  And that's to step back from the organization and assess its overall dynamics.  Mergers and consolidations require a rethinking of the organizations that have come together.  Too often this translates into deciding which marketing department survives or which managers make the cut.  Rarely is there a fundamental assessment of whether the marketing function itself needs to be transformed.

Mating dinosaurs is bound to produce baby dinosaurs, each genetically ill-equipped to respond to a radically changed environment - unless, of course, there is some mutation, a useful adaptation that is reinforced and perpetuated by the environment.  There is a difference, of course, between dinosaurs and organizations.  Organizations are peopled things with the capacity for choice and significant change.  They aren't reliant on a fluke in their DNA strand to save them.  

Those organizations in the business of delivering care have gone through a consistently and predictable chain of name changes.  From home to hospital.  From hospital to medical center.  From medical center to regional medical center.  And now when two or more hospitals come together, they're likely to call themselves health systems.  Yet there is usually, in these new health systems, a startling abundance of fragmentation and disconnection; a compelling absence of systemness.

The real challenge of size is to rationalize it; to arrive at a right size by consciously drawing lines connecting the capabilities of the organization with the demands of the marketplace.  Then draw circles around the essential and have the insight and courage to declare the rest a luxury or a distraction.  A merger or consolidation provides a remarkable opportunity to connect the dots and make the picture whole and coherent.  

In Fast Cycle Time, Christopher Meyer underlines the importance of system thinking as an alternative to "conventional thinking":  "The hallmark of conventional thinking is that it breaks wholes into parts and focuses its attention on the parts.  It is a reductionalist thought process.  Once broken down, the parts are examined for fault.  If fault is found, that part is either fixed or replaced.  The assumption behind the entire process is that if all the parts are in good working order, success will occur…
"Our educational system teaches the complexity of business by breaking it into single-discipline study areas such as marketing, finance, computer science, electrical engineering, and so forth.  We graduate with degrees that both certify our specialization and often become our self-definition.  Then we join a company and are exhorted to meet customers' needs.  Customers, however, don't break their needs into component parts.  

"An alternative mindset is systems thinking, which considers the connections between the parts to be as important as the parts themselves.  Systems thinking tells us that the parts must be connected and in balance to produce desired results.  Conventional thinking defines problems as 'this or that,' whereas systems thinking defines them as 'this and that,' systems thinking is the root of understanding how process works."
Bigness in health care requires breaking down the walls between doctors' offices, specialties, hospital departments, insurers and providers.  No organization will stray too far from its purpose or be too blinded by its size if it builds itself around the patient.  By asking how the patient arrived at the point of needing care, whether through illness or injury, then building processes that link talent and capabilities into unified efforts to reduce or eliminate illness and injury, health care organizations that are of the right size can be designed and sustained.
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