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A Six-Cornered Triangle

A simplistic, old model of health care has become vastly more complex. 

The American health care system was once thought to be well described by a triangle. On one corner were physicians, on another were hospitals and on the third were insurers. But in truth, there is a fourth corner: the demographics and preferences of consumers. There's a fifth, too - technology. And sitting on a sixth corner is the government, which was already firmly in control of 40 to 50 percent of the revenue stream in American health care long before recent reforms became law. 

Clearly, what happens on the sixth corner matters. There's no such thing as a free market and never has been, at least since government made its power felt in the world. Teddy Roosevelt spoke softly but carried a big stick. That big stick was made for guys who probably needed a big stick to get their attention - guys with names like Morgan and Rockefeller. 

Two of the corners, the hospitals and the physicians, are beginning to aggregate to an unprecedented degree. This may not be good news for the insurers, but then they went through massive consolidation themselves over the past decade to the detriment of hospitals and physicians, who received lower reimbursement rates as a result. 

Another revolution was already under way before the passage of health care reform: the consolidation of private practices. In two centuries of American medicine, nothing like this has ever occurred. Since colonial days, with only a few exceptions, physicians have been fiercely, defiantly independent. Out of that independence came rough and ready entrepreneurialism that helped fuel many advances. On the other hand, in that independence too can be found a great vulnerability. Physicians have been too divided in an environment that demanded unity of methods and influence. Now physicians are moving behind the shelter of the tallest walls they can find - the hospital. 

The realm of the six corners is complicated, of course. Very complicated. It is filled, as complicated things always are, with great potential for unintended consequences. In such circumstances, you can predict short, but you can't predict long. Two thousand-plus pages of reform have been tossed into the six corners. How it reshapes things is impossible to fully predict. 

There is one phenomenon that seems to have already emerged, however. Advocates for all sorts of arrangements seem to have quickly concluded that health care reform provides a strong argument for the arrangements they've been advocating all along - arrangements like medical homes, accountable care organizations and bundled payments. Also seeing encouragement in the 2,000 pages are those pushing hospital mergers. Reform is already being used as a boogieman to stampede the industry in one direction or another.

Stampedes are rarely good things, especially for the herd. Because when the herd starts to move, it often thunders forward without much thought to where it's headed and why. The cattle in the middle of the herd are dragged along by those around them. The cattle at the front of the herd are often not leading so much as they are being pushed by those behind. And the animals at the back follow because there's a sense of safety in the crowd. All of which raises an inevitable question, "Why would anyone want to stampede the herd?" 

When it comes to mergers and acquisitions, there is a large and lucrative industry that makes its living based on the volume of deals in the pipeline. Invariably, it seems like these are the guys waving their hats and stirring up the cattle. Mark Pascaris, vice president with Moody's Investors Services, recently shared this view of the implications of health reform: "Health care reform is a long-term net negative for the not-for-profit hospitals, especially single-site and small hospital systems … centralization is a market force well under way but is one that may be exacerbated by health care reform."

The number of merger deals involving hospitals over the past decade has remained relatively flat, averaging around just 50 per year. The number in 2009 was actually down compared with 2008 and so was the average dollar amount per deal. The pattern of 50 deals a year persists all the way back to 2000 and 2001 when the number of deals spiked at 85 and 82, respectively. Even those numbers fail to provide a clear picture on the status of mergers and acquisitions involving nonprofit hospitals, as 40 to 50 percent of the deals in any year involve investor-owned hospital companies trading hospitals back and forth.

A hospital merger or acquisition is typically a very expensive proposition, with fees often measured in the millions. Furthermore, organizations that enter into the due diligence required for a merger often end up in a period of frozen distraction during which the world continues to evolve. The cost of a merger can be measured not only in professional fees but also in time, emotion and lost opportunities. Combine this with prevalent evidence that across all industries roughly half of mergers fail to live up to expectations.

The term integration gets kicked around a lot. Too often it's treated as just another way to describe the outcome of hospital mergers. Lists of America's "most integrated" invariably include a number of organizations that are about as integrated as a sieve. Their balance sheets may be consolidated but that's just about the extent of their integration.

Integration has integrity at its root. Integrity describes a state of being undivided - connected and whole. If fragmentation is the enemy of quality, affordability, access and speed, then integration is the antidote. Although the processes and mechanics are important to integration, so are good will, trust and commitment. Integration is as much a mindset as it is a structure.

The benefits of a merger are always speculative, and so are concepts like accountable care organizations. Yet there are solid examples of situations where a spirit of integration is providing tangible results. 

In June 2009, surgeon Atul Gawande wrote a timely article in The New Yorker - timely because the Obama administration was actively prospecting for places where health care worked and where it didn't. Gawande provided examples of both. In McAllen, Texas, he found a place distinctly out of synch with the rest of the country when it came to standards of care and costs. But Gawande also highlighted Grand Junction, Colo., as a place where things seemed to be working remarkably well. 

The New Yorker article and a subsequent visit from Obama put Grand Junction on the health reform map. What I see in the Grand Junction story is a remarkable level of confluence in an overriding priority - the patient's interest enriched with a healthy dose of good will, communication, collaboration and physician leadership all involving a health plan, a hospital and a physician community. 

There's not much between Grand Junction and Denver to its east and Salt Lake City to its west. Isolation from competitive urban markets probably helped create an environment where collaboration could thrive. But then McAllen is relatively isolated as well. Ultimately, the Grand Junction difference seems to come back to openness of attitude. Steve ErkenBrack, the CEO of Rocky Mountain Health Plan in Grand Junction, recently shared his view that the new reform law, despite its thousands of pages, is short on specific "what to dos" and because of that provides a fair amount of running room for providers to figure things out for themselves - room to experiment.

Experimentation is often associated with the scientific method, a process that involves the disciplined articulation and testing of a hypothesis. But discovery often arrives in a much more ad hoc and accidental way. To the embarrassment of many adherents of the scientific method, Charles Darwin followed a very unscientific path to his theory of evolution. As important as disciplined process is, so is an openness of attitude fueled by curiosity, and yes, sometimes a little self-interest.

For example, utilization and costs are exceptionally low and quality exceptionally high in Madison, Wis. Although Madison is not nearly as isolated as Grand Junction, there are some telling similarities. 

Madison's St. Mary's Hospital, part of SSM Health Care of Wisconsin and winner of the first Baldrige award for quality in health care, has had the benefit of a long-standing and productive partnership with one of the largest multispecialty group practices in the Midwest, the Dean Clinic (part of Dean Health). Together, the Dean Clinic and St. Mary's SSM Health Care of Wisconsin own the state's largest HMO. They also co-manage and co-brand many of the clinical service lines they offer. Their large joint-ventured network of employed physicians provides care throughout rural communities surrounding Madison. 

As in Grand Junction, the St. Mary's-Dean partnership demonstrates an uncommon level of good will, communication, collaboration, physician leadership and trust, not to mention a remarkable degree of unity. When the CEO of SSM Health Care of Wisconsin, Mary Starmann-Harrison, and the CEO of Dean, Craig Samitt, M.D., go to the same meeting, they often show up in the same car. Some of the St. Mary's-Dean relationship shows up on the organization chart. Most of it doesn't. It's imbedded in a spirit of integration.

When the Clinton administration made a run at health care reform in the early '90s, a whole industry sprung up, focused on running seminars on the implications of expected changes that never materialized. The difference today, of course, is that the Obama package has been enacted. Not surprisingly, the "what to do" industry is beginning to gear up again. 

While it will be important to understand the likely impact of reform, it will be equally important to avoid the stampedes, whether it's toward a merger or toward some surefire magic bullet. A stampede is a very dangerous place to be. Dangerous for the cattle because if you fall out of pace with the herd, you can get trampled; dangerous too for any noncattle who may be innocently minding their own business in the path of the oncoming herd. 

Attorney Michael Peregrine has provided sage advice related to the attitude board members should maintain when deliberations turn to a potential merger or acquisition: He suggests "constructive skepticism." That advice should apply to any arrangement that promises to be "the answer." Integration that matters will ultimately occur locally. It will be derived from many coordinated initiatives rather than one master stroke. And it's going to be a lot of work. 

The American Revolution was fomented in taverns. The conference rooms and boardrooms of hospitals may provide the points of confluence for reform that matters, but only if they engender a true spirit of integration and an attitude of openness.
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