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Introductory Remarks
LAD F. GRAPSKI

Cuatrman Lap F. Graprskl: Good morning and
welcome to the Eighteenth Annual Symposium on
Hospital Affairs.

Over the years, it has been the practice to use
three criteria to select the topics for the Annual
Symposium, .

L. Does the topic deal with a subject of general
current interest and importance to managers of
hospitals?

2. Is it addressable from a sound scientific or
intellectual perspective rather than from a how-to-
do-it focus?

3. Can the chosen topic be cast in a framework
which makes it of immediate relevance and useful-
ness to the registrants?

Even though a committee brought this program
together, it is my judgment that this year’s topic
certainly meets all of these criteria. The symposium
this year was planned by a group, which I had the
privilege of chairing. In addition, if you wish to
complain about it, please see my friends, Milo
Anderson, Dick Wittrup, Ron Spaeth, Dan Ford
and Dick Gustafson.

We met here in Chicago last December to dis-
cuss the topics and speakers for this year’s session.

I want to thank all of the committee members for
their contributions. The attendance this morning is
some evidence that perhaps we hit the mark very
well.

Our title is: “Survival in Utopia (Growth With-
out Expansion).” The question we want to raise is:
What can a hospital do to insure its survival and
viability as an organization when funds for growth,
expansion, or innovation are either cut off or se-
verely rationed, when governmental agencies severe-
ly constrain the options and alternatives that are
available to us, the public pressures us to reduce
cost almost regardless of the effect that the reduc-
tions have on the programs that we have or the
quality of the programs, while at the same time so-
ciety holds the utopian view of equal access for all
citizens to quality health care?

The late Sixties and early Seventies were extraor-
dinary years for hospitals. While federal support
for construction was growing, the Medicaid and
Medicare programs and a developing concern for
equal rights and equal access extended federal as-
sistance and monies into new areas including both
inpatient care and outpatient care, research and
facilities construction. The expectation of an ever-
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expanding federal commitment to the development
of new programs and facilities and to hospital
growth developed.

Between ’65 and *75 federal expenditures for
care, manpower development, research and con-
struction increased from $20.5 billion to nearly $35
billion, an increase of more than 70 percent. Simul-
taneously, the health care industry as a whole grew
from 5.9 percent of the gross national product to
just short of 8 percent of the gross national product,

During this ten-year period, successful adminis-
trators were those who dreamt big dreams for their
institutions, had the confidence to take chances, and
had the salesmanship to garner financial support
from government, from foundations, from private
donors, to expand their programs and their institu-
tions. If successful, they were frequently permitted
substantial authority and power and management.
Agpressive Ieadership, vision and venturesomeness
were the cardinal virtues of the manager.

Abruptly. this climate has changed. Since 1972,
29 states have adopted Certificate-of-Need laws. In
the last two years, 17 states have established rate
review commissions, The Social Security amend-
ments of 1972 constrained behavior financially
through surveillance of quality programs such as
the PSROs and through the establishment of Section
1122 organizations.

Public Law 93-641, the Health Planning and Re-
source Development Act, has heen termed by many
as the Federal Certificate-of-Need Law. It ties eligi-
bility for federal funds in local areas to the require-

ment that the individual institution conform to the
plans made by the private or public planning group
in the area.

Our autonomy has been greatly reduced, Qur
freedom of action has been severely curtailed. Our
organizational prerogatives have been constrained.
Much of the health and strength of our institutions
has been conditioned by our ability to continue to
develop new programs, to innovate, to expand fa-
cilities and services; in short, to grow. This appears
te be no longer possible.

Our task at this sympostum is to explore these
issues and to attempt to develop strategies to insure
the survival of our organizations in the face of them.

This symposium is divided into three sessions,
The first, this morning, will review the decade of
good intentions, look at some of the regulatory ac-
tivities that are taking place and where they might
lead and review a case study, that of the City of
New York, which has many lessons for all of us.

This afternoon, the second general session, we
will look at both the inter- and intrahospital ap-
proaches to the issues as to how do we mobilize for
survival, and finally tomorrow morning we will hear
from seven knowledgeable individuals who have on
their own evolved strategies for survival which they
are applying in their own settings,

Our task there will be to evaluate and explore
the applicability of their approaches to our needs.
The program is so arranged to provide ample op-
portunity for audience participation and discussion,
and I very heartily encourage it.




A Decade of Good Intentions
ODIN W. ANDERSON

CuairMAN Grapskl: Odin Anderson hardly needs
an introduction to this group. As the Director of
the Center for Health Administration Studies and
a faculty member in the program of Hospital Ad-
ministratiofi, we have had the privilege of hearing
from Odin many times before. He tells me that he
has seldom worked as hard or enjoyed the writing
of a speech as much as he did this one. His title is:
“A Decade of Good Intentions,” and the speaker is
most qualified to discuss it. Odin Anderson!

Dr. Opin W. AnpErsoN: Thank you very much,
Lad.

It is always a pleasure to participate in the
Annual Symposium and meet old friends and col-
leagues and share our common tribulations such
as they may be and look toward the future.

Today the National Health Planning and Re-
sources Development Act of 1974 is a very clear
example of the close relationship between a par-
ticular political system and the problem solving
style generated by that system. This Act could not
have taken place, or in the form it did, in any other
country. The Act tries to interlock the various levels
of government and the many interest groups into a
fairly loose framework for internal bargaining,

I will try to clarify what 'you undoubtedly know
in your bones—the political and health service con-
text in which you operate—but do not take the time
possibly to raise the level of your conscioushess as
a negotiator and bargainer. I presume to be a neu-
tral observer, but given my audience to the degree
[ stray from neutrality, I will be neutral on your
side.

WHERE WE ArRe Now

Until a few years ago, it was the common and
valid assumption that our health services delivery
system was dominated and shaped by the providers,
presumably to the advantage of the providers. Be
that as it may, also until recently, both the govern-

ment as buyer and the public as patients and buy-
ers increasingly sought and bought services from
this delivery system. We have experienced a eu-
phoria of expansion by relatively open-ended re-
imbursement methods.

This, of course, is changing. The providers very
suceess as a leading growth industry is now result-
ing in government and consumer interventions of
various sorts to contain costs. We have shifted from
a simple relationship between providers and buyers
to a complicated arena of the major interest groups
—-government among them—to an arena with an
emerging complex of rules in order to give the con-
sumer and government more influence over the pro-
viders and the organization of the delivery system.

3till, the Act at an early point in the text makes
this charge to the providers: “Since the health care
provider is one of the most important participants
in any health care delivery system, health policy
must address the legitimate needs and concerns of
the provider if it is to achieve meaningful results;
and, thus, it is imperative that the provider be en-
couraged to play an active role in developing health
policy at all levels.”

So, take this particular section literally and
seriously.

In interpreting the Act, it is evident that the
frying pan is at the local level in the Health Ser-
vice Areas and the Health Service Agencies, It is
on the Governing Board that groups at interest will
be eyeball to eyeball in accommodations and com-
promises,

The specific body where you will be sending your
voting representatives presumably fully instructed
is the governing board.

I will not go into details on the many provisions
of the Act, but will point to the pivotal aspects
which affect you directly, where you can have
the greatest influence and where you will be under
the greatest pressures as providers.

There are two advisory boards above you; omne
on the national level and the other on the state
level. The board on the national level is advisory
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to the Secretary of HEW and the board on the state
level is advisory to the governor.

The national advisory body called the National
Council on Health Planning and Development, is
entrusted with setting guidelines for health plan-
ning on a national level.

You may recall your own professional associa-
tion, the American College of Hospital Adminis-
trators, in essence recommended the creation of a
national planning body in the publication of the
Special Study Commission on National Health In-
surance.

The report reads: “Recommend the creation of
a national planning body lodged in the highest level
of the g'ﬁo_ifernmental structure and committed to
continuous and comprehensive planning (in 1974).”
This was the very year that the Nationa] Planning
Act was passed.

“The function of such a body should be to pro-
vide information and advice pertinent to the exer-
cise of the clecisiommaking prerogatives of Congress
and the Executive Office. The strategic planning
mission should be the development of a long-range
perspective on the nation’s health goals, the defini-
tion of meaningful objectives in concrete and quan-
tifiable form, and the identification and assessment
of alternative approaches to their fulfiliment.”

(Remember, this is from your own professional
association. )

Already in the Act there are ten priorities set
by Congress for the National Council to follow and
which presumably you are also to follow on the
local level, Abbreviated, these priorities are hardly
Ne€w any more; they have become the conventional
wisdom of Proper priorities, like emphasis on:

1. Primary care services,

2. The development of multi-institutional Sys-
tems for coordination and consolidation.

3. The development of medical group practices,

4. The training and increased use of physician
assistants,

5. The development of multi-institutional ar.
rangements for the sharing of support services,

6, Promoting of activities leading to improved
quality such as PSRO,

7. The development by health service Institu-
tions of the capacity to provide various levels
of care on a geographically integrated basis,

8. The promotion of activities for the prevention
of diseases,

9. (And this I quote fully) “The adoption of
uniferm cost accounting, simplified reimburse-
ment, and utilization reporting systems and
improved management procedures for health
services institutions,” which of course, will
affect you most directly.

And last, and certainly most difficult, and T won-
der if it is even desirable sometimes,

10. The development of methods to change life-
styles {(namely, 1 suppose, to remove ciga-
rette vending machines from your hospitals
and serve banana cream pie only once a
week ).

T return to the governing body of the Health Ser.
vices Agencies, the administrative hodies in the
health services areas,

Contrary to the recommendations of the College
and to precedents in the hospital planning councils,
this governing body, is both a Planning and admin-
istrative body. The College prefers that the plan-
ning be enforced on the state level rather than from
HEW to the local level.

Planning on the local level should be divorced
from enforcement and implementation, The govern-
ing body, however, has the power to enforce the
plans formulated by it by majority vote. It is on
this body that the consumers are hoped to have
their major influence since they are in the majority
(a majority, but not more than 60 percent of the
members),

The Health Service Areas concept, however, is in
agreement with the recommendations of the College
to estahlish regional areas with known populations
in which the tota) range of services can he planned
in relation to the determined needs of their popu-
lation. The Act joins planning, administration,
and enforcement at the Health Services Area level.
This will be your primary day-to-day arena in plan-
ning for the health services of the area in delibera-
tion with the members of the governing board, the
majority of whom are consumers,

Who is the consumer? The Act reads: (para-
phrased) “A majority but not more than 60 percent
of the members, shall he residents of the Health
Service Area served by the Health Service Agency
who are consumers of health care and who are
broadly representative of the social, economic, lin-
guistic and racial populations and geographic areas
of the Health Service Area and major purchasers of
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health care.” This last I assume are employer and
employee groups. “The remainder of the members
shall be residents of the Health Service Area served
by the agency who are providers of health care.
They represent (a) physicians ( emphasis on prac-
ticing physicians), dentists, nurses and other health
professions, (b) health care institutions (emphasis
on hospitals, long-term care facilities, and health
maintenance organizations, presumably medical
prepayment plans which provide service), health
care insurers, health professional schools, and allied
health professions. (Not less than a third of the
providers of*health care shall be direct providers. )
In addition, members can also include publicly
elected officials and representatives of public and
private agencies concerned with health.”

Given the ten guidelines, it is apparent that hos-
pital care is to be de-emphasized in favor of more
out-of-hospital types of services, and you are asked
to participate in your own gradual demise.

Paraphrasing Churchill when he became Prime
Minister during World War I, those of you who
will he appointed to membership on the governing
bodies of Health Service Agencies will likely say, “I
did not become a member of the governing body to
officiate at the weakening of the hospital system,”
Le., if you take your charge seriously in the context
of interest groups as revealed in the composition
of the governing bodies. This is what I mean by
neutral on your side.

Your professional association, expectedly, makes
the pronouncement: “The health services delivery
system is anchored in the health care institutions
serving local communities, At this level responsible
decision-making is erueial. Legally and in the mind
of the public, hospitals are focal points of corporate
responsibility for the provision of services. It is
incumbent on these organizations to ensure/tl'rat the
process of governance reflects community needs
and interests and maintains the fiscal accountability
of the governing body, the institutional manage-
ment, and the medical staff, severally and jointly.”

It would seem then that the maintenance of a
strong hospital base is necessary to carry out the
priorities listed by Congress in the Act. It is the
primary springboard for corporate and large scale
action in the health field.

HOW WE GOT THERE
At this point, I will leave you on the brink of
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your near future and return to it later and retrace
in very broad strokes the stages of development in
the early rudiments of health planning in this coun-
try up to P.L. 93-641, I believe this is necessary to
assess the momentum of events toward a structur-
ing of the health services system. We continue to
be much a product of incremental change. Even
the current Act illustrates this in that there are no
mandatory objectives only a mandatory process to
attain a few agreed on priorities among many ob-
jectives as the various interest groups spar with
each other,

This, I think, is the essence of the governing
board and the health service area level,

1 recall asking the late Dr. Edwin Crosby what
bargaining power he had with the federal govern.-
ment. This was during the Medicare debate. He
answered, “Seven thousand hospitals.”

Most of these hospitals are community-type hos-
pitals with a network of interrelationships with the
community power structures. The community-type
voluntary hospitals continue to be the backbone
of the hospital delivcry system with the privately
practicing physician. The dominance of the volun-
tary hospital and the private physician has a long
history unique to this country.

By 1920 or so the main outlines and character-
istics of this essentially private delivery system were
clear. Since then, this system has encountered third
party payers, and increasing regulations as costs
have increased. Now the extreme plurality of this
system is being questioned. There is a trend toward
reducing the number of decision-making points
through reimbursement methods and sources of
funds and regulation of rates and supply. Each
hospital is thus finding its discretionary decision-
making area increasingly restricted so as to become
more related to other hospitals in the system than
previously. This is presumed to make for a better
overall system.

At this point you are asked to give, hut not to
take. The frst attempt al an overall systems ap-
proach in the supply of beds was the Hospital Sur-
vey and Construction Act of 1916 {better known
as Hill-Burton}. At the time, I do not believe it was
regarded strictly as a pianning mechanism. The Act
was a recognition by Congress that the voluntary
hospitals were not getting the capital they once were



for renovation, expansion, and hospital facilities in
rural areas,

This Act had a multiplier effect on hospital ex-
pansion in this country by providing substantial
startup costs, the bulk of the remainder being raised
locally. The planning aspect of the Act was the
states having to make a complete inventory of their
hospital facilities in order to obtain a rough idea
of access. The rural political interests were influen-
tial and successful. The support of the Congress for
the voluntary hospital was apparent and a “given.”

This Act gave the voluntary hospital a great boost
for capital funds together with the burgeoning vol-
untary health insurance for operating funds. There
was a general policy of improvement and expan-
sion. The result was one of the finest hospital physi-
cal plants in the world,

The second landmark in the history of health
planning in this country was the publication in 1961
of the report of the Joint Committee of the Ameri-
can Hospital Association and the U.S. Public Health
Service entitled: Areawide Planning for Hospitals
and Related Health Facilities, This report was a
culmination of several years of discussion between
the private and public sectors as represented by the
American Hospital Association and the U.S. Public
Health Service. The objective was to establish plan-
ning as “an influential, ongoing process, particu-
larly in metropolitan areas.”

After this document was published, the voluntary
planning movement grew rapidly. Federal money
became available to support voluntary health plan-
ning agencies around the country. Within a decade
in the Sixties the number of planning agencies in-
creased from nine to eighty. At least the minimum
result of the voluntary planning agencies was that
of compiling a great deal of information on local
community characteristics and inventories of health
services supply and expenditures, It was hoped that
this information would help devise a more rational
health system among reasonable people in the com-
munity power structure, There was a shift from
purely physical aspects of the construction of hos-
pitals embodied in the Hospital Survey and Con-
struction Act of 1946 to the valid concern with the
relationship of hospitals to each other and to other
types of health services.

Mild as these planning efforts appear, they do
illustrate the profound dislike for directed planning
from a central governmental body in this country.
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No other country has tried voluntary, i.e., unofficial
planning. In other western democratic countries, it
does not seem reasonable that health planning
should be in the voluntary or private sector with
the government as a partner, not to mention the
government paying the p]anning bill as well. Plan-
ning is a public sector concern with direct public
accountability. Obviously, this is so, in part, be-
cause other countries never developed the private
sector health care infrastructure to the same extent
as did this country. They had no parallel in a Dr.
Crosby who said that he could negotiate (at least
in his time)} from a power base of seven thousand
hospitals!

Even after eighty or so hospital p]anning councils
were established, there was no clear evidence that
the bed supply was more rationally determined than
in unplanned areas, that costs were rising less rap-
idly, or that there was less duplication of facili-
ties—the cobalt bomb being the favorite target. Ob-
viously, planning councils were being subjected to
very powerful economic and medical technological
forces over which they could not be expected to
have control,

So, inevitably, government (the ultimate source
of social control in society) enters more deeply into
the arena and hopefully is to brood over the larger
public interest more equitably than the disparate
pariles in the private sector, Still, the public sector
needs countervailing private power also. Beseech-
ing individual members of Congress is not enough.
Private sector coalitions emerge—witness the Na-
tional Coalition for Health Funding composed of
voluntary health agencies and organizational friends
of these agencies, The American Medical Associa-
tion and the American Hospital Association are not
members of this coalition, but I understand there
is liaison on mutually appropriate issues.

The vehicle for more government action in health
planning took the form of the third major landmark,
the passage by Congress of the Regional Medical
Program for Health, Disease, Cancer, and Stroke in
1965 and the Comprehensive Health Planning and
Public Health Service Amendments of 1966, The
Regional Medical Program tried to get medical
schools and practitioners together on specific dis-
eases. The Planning Act provided for comprehen-
sive planning for health services, manpower, and
facilities on the state and local levels. This Act was
originally enacted for two years—this short dura-



tion in itself symbolic of our reluctance to engage
in long-range planning. Both Acts are now super-
ceded by the legislation of concern in this sympo-
sium.

WHERE ARE WE GOING?

The future is still with us in the present Planning
Act. The evolution from the loosely and generously
conceived Hospital Survey and Construction Act of
1946, to the more detailed report of the Joint Com-
mittee of the American Hospital Association and
the U.S. Public Health Service in 1961, leading to
the proliferation of hospital planning councils, and
then to the Regional Medical Program of 1965 and
the Comprehensive Health Planning Act of 1966,
to give government more influence in planning to
the present planning act illustrate changes through
incrementalism.

Concurrently both the government and the pri-
vate sector continued to pay providers more or less
on demand through Medicare, Medicaid, and vol-
untary health insurance. Health services became
officially regarded as a right. Inevitably a generous
public policy such as this will experience a crunch,
and this was the period of the Johnsonian euphoria
when everything seemed to be possible and when
we declared war on everything including poverty.

Again very briefly what is the foreign experience
with planning?

There is a glib assumption that other countries
are ahead of the United States in health services
planning and that they have a body of knowledge
and experience from which we can learn and apply
here. This is not true. Rather, other countries are
facing the same cost and distribution problems that
we are under their governmental systems and simul-
taneously turning to planning as the primary means
to allocate health resources. The planning is just as
new in Europe and in Canada as it is here.

A health planning technology and methodology
is still in formation. Other countries have not had
any more time than have we in testing the planning
methodology. All the countries are groping for
proper norms of adequate beds, personnel, and po-
litically tolerable costs. Other countries are ahead
of us in mitigating the burden of high cost episodes
on families, the original intent of health insurance,
public or private. We share all other problems of
running a health services system.

The same situation is true in developed coun-
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tries with centralized political authority and eco-
nomic planning systems in Eastern Europe and the
U.S.5.R. They do not have validated norms either.
Rather, they establish rule-of-thumb norms of ade-
quacy under a tightly controlled administrative and
financial structure, in the U.5.5.R. case a very gen-
erously funded system,

The actors within these structures have a rather
clear idea of the boundaries of the system, the
catchment areas, the physicians and the hospitals
to which they are assigned, and the global budget
during a fiscal period. There is nothing subtle or
mysterious about this method. Western countries
are also beginning to adopt this method in various
degrees of arbitrariness because in all countries we
have not yet found a more acceptable way to control
the system. All countries including the United States
are moving toward various degrees of arbitrary
structure and unvalidated arbitrary norms. The
marketplace of choice and decision becomes exclu-
sively a political one.

My conclusion after investigating the operation
and data of a wide range of health services in de-
veloped countries is that there is no relationship
between the ownership of facilities, methods of pay-
ing physicians, sources of funding or organizational
structures and the amount of money a particular
country spends on health services. My interpreta-
tion from this conclusion is that the amount of
money a country is willing to spend for health ser-
vices is a purely political decision emerging from
whatever decision-making matrix, private and pub-
lic, a country may have.

I grant that it is easier—the body politic will-
ing—to control a highly structured and planned
system than a multi-nucleated decision-making sys-
tem still true of the United States, What [ wish to
stress is that there is no inherent reason why a
highly structured and planned system is any cheaper
or even more equitable than a loosely structured
system. Well thought out public policy appears to
be difficult to implement in any system, the health
services are so complex in its many ramifications
as to demand, supply, and funding. The U.S.S.R.
has shown that a generally conceived system can be
implemented given the public policy and the mecha-
nisms to carry it out. As an example, when 1 saw
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the pyramids in Egypt last summer I said, “Well,
this is what you get when you have a public policy,
which was implemented.” It probably consumed
one-half the gross national product.

The United Kingdom has shown that a tightly
controlled system as to supply and funding can also
be carried out given the public policy and its gen-
eral acceptance.

If it makes little difference what may be the type
of organization, ownership of facilities and sources
of funds and the amount spent for health services,
where does this leave you in the National Health
Planning and Resources Development Act? I left
you at the brink of your near future in the intro-
duction of this talk; let us now speculate on your
operating strategies on how to work with this Act,
And I am anticipating a lot will be said today and
tomorrow, ’

All interest groups are exhorted to have the pub-
lic interest at heart rather than the individual self-
interest. The Planning Act, as I said before, is try-
ing to infuse a heavy consumer influence interest
in the decision-making in resource allocation and
mix of objectives beyond the usual direct appeal to
legislators. The major arena will be the Health Ser-
vices Areas and the Health Service Agencies under
guidelines from H.E.W. Siill, the consumer is no
monolithic entity. Given the specifications for the
composition of consumers there is little assurance
that, at least initially, the consumers will speak with
a concerted voice in bargaining with the providers.
You will recall, there are linguistic, ethnic, and
racial specifications. The consumers’ voice may be
fragmented against the likely more unified voice
of the providers. .

Consumers, as specified, can become as self-in-
terested for their particular constituents, as the pro-
viders are accused of being. Still, beware of the
“nonpartisan partisan” who claims to speak for the
public interest more than others. As stated by Lind-
blom in his hook: The Intelligence of Democracy:
“The avowed partisan is often a more conciliatory
adjuster than the covert partisan who thinks of him-
self as responsible for the public interest.” You
know where the avowed partisan stands enabling
more seli-conscious trade-offs.

In regard to choice of operating strategies, I wish
to share with you three models of large scale deci-
sion-making in political systems relating to the
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in which you will be involved as an interest group.

These models were formulated by Allison in his
book: Essence of Decision: Explaining the Cuban
Missile Crisis. It shows you how widely you can
range as to models of action. He studied the Cuban
missile crisis and the stages of decision-making and
the actors in it and he came out with these models
applicable here. There may be confrontation in the
implementation of the Planning Act, like there was
in the Cuban missile crisis, but I would imagine not
as lethal.

His three meodels are labeled (1) The Rational
Actor, {2) The Organizational Process, and (3)
Governmental Politics.

The concepts and tools of the rational actor
model are the building of elaborate and elegant
models of systems with operations research, input
and output measures, feed-back loops, and specifi-
cally defined objectives. The assumption is that all
we lack is proper information. It is assumed that
there is a deep and narrow consensus on objectives
and levels of attainment. All actors are rational, in-
cluding the patient who will not ask for unnecessary
services. | believe most of us carry this model
around in our heads as the ideal. In short, in doing
so, we run into models two and three in real life
which according to industrial engineer-types and
systems analysts are an aberration because they
encounter nuisances like people, bureaucracies,
and politics. I believe we are gradually seeing model
one as naive, a holy grail, or maybe not as holy.
We reconcile ourselves to trying to understand and
work with bureaucratic behavior, still keeping mod-
el one in mind as an ideal assuming that all people
are rational.

Let us turn to model two, which is concerned
with behavior of large organizations, private or
public. We are gradually disabusing ourselves of
the false notion that large organizations operate ac-
cording to model one as rational and predictable
entities which carry out a series of decisions in an
orderly manner. Paraphrasing Allison, large orga-
nizations consist of a conglomerate of semi-feudal,
loosely allied organizations, each with a substantial
life of its own such as HE.W., large medical com-
plexes and Harvard University or for that matter,
any large state university, According to Allison,
then: “Governmental behavior can therefore be un-
derstood according to a second conceptual model,
less as deliberate choices and more as outputs or
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large organizations functioning according to stan-
dard patterns of behavior.”

Continuing the quotation: “To be responsive to
a wide spectrum of problems, governments consist
of large organizations, among which primary re-
sponsibility for particular tasks is divided. Each
organization attends to a special set of problems
and acts in quasi-independence on these problems.
{You in the hospital field know the dozen or more
regulatory problems that you encounter. )

Thus, government behavior relevant to any im-
portant preblem reflects the independent output of
several organizations, partially coordinated by gov-
ernment leaders. Government leaders can substan-
tially disturb, but not substantially control, the be-
havior of these organizations.”

The PIanning Act, is, of course, firmly embedded
in the HE.W. matrix and the state and local po-
litical levels. You will have many influences to watch
out for, and they will not add up to model one. I
would assume you are fully acquainted with model
two, which I just described, but perhaps you need
to understand its labyrinthine quality more. It does
have a logic of its own which skill and patience
might unravel. Your tactics and objectives are to be
bureaueracy busters, finding loopholes here and
there short of engaging in litigations or breaking
laws.

Now let us move to model three, another level
of action, in fact, the overall context on which mod-
els one and two operate, and interpenetrate them.

The leaders who sit on top of organizations are
not a monolithic group. Rather, each individual is
a player in a competitive game. The name of this
game is politics in the large'sense of the word. Gov-
ernment behavior can thus be understood according
to this third model as results of this bargaining
game. Unlike more or less unitary action of a gov-
ernment agency in model two, model three sees
many actors as players, players who focus not on a
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single strategic issue but on many issues as well
within the larger problem such as national health
insurance and national health planning. These play-
ers do not act in terms of a consistent set of strategic
objectives but rather according to various concep-
tions of national, constituent, and personal goals,
“players who make government decisions not by a
single, rational choice, but by the pulling and haul-
ing, that is politics.”

In the National Resources Planning Act people
will share power particularly on the HSA level,
and, of course, Congress’ power of appropriation.
The process is essentially political in the profound
sense of the word, and not meant pejoratively. The
process is, in fact, a necessity. No one group is
capable of, nor should be entrusted with, the formu-
lation of a health service delivery and financing
system. In this process sometimes one group com-
mitted to a course of action triumphs over other
groups fighting for other alternatives.

In any case, what moves the chess pieces is not
simply the presumably logical reasons that support
a course of action, but the power and skill of pro-
ponents and opponents of the action in question.
This would seem to be the type of arena which the
Planning Act is trying to construct. You as admin-
istrators are challenged to function in this arena as
an advocate of your institution in relation to other
interests in a manner which you have not had to
face in the past, at least at the same intensity.

There can obviously be no manual to guide you,
but there are models of the art of successful politics
all around you, even in the hospital field. You need
to operate first as a politician in the large sense of
the word for your institution and second as admin-
istrator.

I wish you good luck!



Straws in a Wind of Change
DAVID M. KINZER

CHAIRMAN GRAPSKI: Our next speaker, Dave
Kinzer, is the President of the Massachusetts Hos-
pital Association. Massachusetts is perhaps more
deeply involved than any other state in regulation,
control and manipulation of the health care system.
What we have asked Dave to discuss is where we
are today in terms of structure and characteristics
of the health care system, what is happening in the
public arena with respect to the growing suspicion
about the need for further growth of health care
facilities and what the futyre holds for us in this
arena.

Itisa big order, Dave. I know you can handle it.

Ladies and”gentlemen, Dave Kinzer.

MR. Davip M. Kinzer: Thank you, Lad. The
last time I followed Odin Anderson on a program
was at the Duke Forum several years ago. The main
difference was that this was the second day, Satur-
day morning, and Odin was next to last and T was
last. I remember vividly what Odin said, He said,
“Now that everything possible has been said on the
subject, both relevant and irrelevant, you can now
listen to Dave Kinzer.”

This inspires me to rejoin, so let me say this.
After ]istening very carefully to everything Odin
had to say, it is clear to me, at least, that the pro-
gram, the symposium, would be just as far ad-
vanced as if | was just starling it,

My job is to talk about “Straws in a Wind of
Change,” and 1 have 10 straws that I have jdenti-
fied. T will go through them as quickly as I can.

The first is that right now we are staring down
the gun barrel on the reality of limited resources,
We know that federally we are hearing now about
the proposed $1.1 billion cut in Medicare in the
Senate and the $300 million cut on Medicaid.

I must also relate the inflammed and predatory
political environment in Massachusetts because we
are up against the same thing. Our legislature late
last year appropriated 410 million dollars for 510
million dollars’ worth of care under Medicaid. They
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mstituted a number of cuts that haven’t yet worked.

In this environment the Governor came out as
his number one priority with a proposal to control
hospital costs. In the process he cut out medieal
services for the whole general relief caseload and
blamed us. This js 25 million dollars’ worth of care.

He put in a bill, House Bill 3160 which 1 won’
describe, but it was an elaborate set of controls that,
in effect, would have pul one man at the console
with a set of dials turning the different departments
of hospitals on and off,

In this environment with the state going broke,
we have been, to say the least, slightly on the
defensive,

One of the tactics used by leaders of the Admin-
istration was in the context of the cuts to say that
one of the reasons we have had to cut off hearing
aids to old ladies is because we haven’t controlled
hospitals’ costs.

They also cut out dentistry for the relief of pain
and blamed it on the hospitals,

We have been in this hassle for over a year now,
and as recently as Monday, I had two meetings, one
with a senator who wants our support in restoring
all these cuts and the other with a senator who is
now committed, he told us Monday, to get some
kind of cost control bill passed this year because it
is an election year. It won’t be what the Governor
wants, but it will be something.

Where we are on this, in a state which has led
the country, I think, in its generosity on entitle-
ments, is at the point where there just isn’t enough
money to do it all, and say with some sense of
discouragement that there never will be again. This
is happening federally.

The implication of this, of course, is that cost
reimbursement is dead. We are going to have an-
other system.

The second straw in the wind, and it leads clearly
from my first point, is that there is no firm indica-
tion yet of political acceptance of the logical corol-
lary of the reality of limited dollars which is limi-
tations on services.



In spite of what the Governor has done, he has
indicated publicly that he wants to restore all the
benefits as soon as possible, that is, when he con-
trols hospitals’ costs.

I come from Massachusetts in the spirit of Sena-
tor Kennedy—a spirit that still has strong sup-
port—who believes that medical care is a right,

I can say to you—and there are some people here
from Massachusetts—that this is one of the things
he has done—in contrast to his stands on busing
and birth control—that has made him popular and
maintained his popularity.

I had soie exposure fairly recently to the Demo-
cratic Primary, and got involved through a friend
with advising Mo Udall on what he should say about
health. There were eight Democratic candidates at
that time, and they were competing on what they
would say. I scratched my head a hit because I like
Udall. What should T tell him that will get votes?
I ended up saying, “Mo, you have got to be for
everything: Comprehensive care, complete access,
prevention, everything, because if you say anything
else, you will lose votes,” which is true, and he said
that and every other candidate said exactly the same
thing.

I meta couple of weeks ago with the Governor
to have a friendly discussion on cost control, and
one of the things I said was that, “I believe, Gov-
ernor, you know how much money you have; I
don’t, and you have trouble here and I am sympa-
thetic. But one thing you have to realize is that
if you do what you want to do, we are going to have
to cut services,”

He got mad. He said, “I don’t believe that. We
are a rich country. We havq in Massachusetts and
around Boston the greatest resources for medical
care in the world, and I just can’t accept the fact
that the 75-year-old ladies can’t continue to get
their hip replacements. What is wrong is that you
have gol to change the health care delivery system.
| belong to the Harvard Community Health Plan,
and I like it. It costs 30 bucks a month less,” and
he went on like that. And ] decided T wasn'’t going
to argue about prepaid group practice and all of
that, but he reflected something that is very strong,
not just in Massachusetts but everywhere, It is
simply this—most politicians don’t believe that they
can’t keep their promises, which have been made
abundantly, about comprehensive care for all.

The third point, given the above, the game for
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the next two or three years will be to squeeze the
system. How much of a squeeze can be absorbed
without really hurting the system on quality and
acCess 18 now a prime question.

My own guess about this is that the system can
be squeezed about 10 percent, adjusted for an in-
Hationary impact, and I say this making three as-
sumptions that may not be justified.

One is that some incentive can be put into the
reimbursement system to save money, and on this
subject I want to relate to an individual who has
come to be called the “Sage of Boston.” His name
is Dick Wittrup. He is the only person involved in
Massachusetts that can still afford to publicly tell
the truth, and the reason he can is that he hasnt
built his hospital yet.

These are two quotes from Wittrup. (1) “The
only way hospitals can get income is to spend mon-
ey-" (2) “The only way to get hospitals to spend
less money is to give them less money to spend.”

There is great wisdom in this, even though it has
made Wittrup less than popular among his col-
leagues. The real implication of this, is that we are
going to have caps, one way or another. That is the
way we are going in Massachusetts, and the caps
are going to be on the income or expense some way
or another. Then some things change on incentives.
What has changed is the incentive not to go broke,
a very clear and driving force.

And assuming this, and I do assume it, there are
two other assumptions that may be justified. One
is there will be a major move in the direction of
consortia, consolidation, mergers. The second is
there will be more effective internal efforts with
medical staffs on being a little more selective on
who gets expensive services.

On the first one, John Danielson will talk about
the subject later. I just happen to feel, that it is
really rather unrealistic to get consortia going when
the individual components of a consortium have neo
incentive to reduce their costs. The system still en-
courages them to build their cost formula with more
services and more activities and to force them to-
gether and say, “Do less,” is pretty hard to do.

The second point is, up until now, and we all
know this, there has been no motivation for admin-
istrators generally across the country to encourage
their staffs to admit fewer patients and prescribe
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less procedures. In fact, the motivation has been
exactly the opposite.

The fourth straw in the wind: The controls now
being imposed on our hospitals are now out of con-
trol, and from the administrative standpoint have
reached the point of unmanageability.

A prime agenda item for our field must become
the reform and rationalization of our control system.

I have put on the blackboard a listing of the con-
trols that ure now operational in Massachusetts,
classified according to whether they are “cost pro-
vocative,"~*cost suppressive,” and “cost preven-
tive.” Before I try to explain this, permit me one
general comment. We have reached the point where
the outpouring of the laws and regulations we are
gelting, both state and federal, has gone far be-
yond the capacity of the individual hospital to cope
with it. Hospital administrators are throwing up
their hands and crying uncle. I have a very clear
picture of what is now happening. When the latest
regulations land on the administrator’s desk, he
opens the front cover of the document, takes one
look, and says, “Oh, God, who in my organization
can [ send it to this time?” So he sends it to the

fiscal office or the personnel office and they don’t
read it either, I know this, because questions about
regulations which prove the questioner never read
them always land with our state hospital associa-
tion. This is another perverse reason why hospital
associations are becoming indispensable, and also
more expensive.

I must confess to you that the same thing is he-
ginning to happen to me as the chief executive
officer of a hospital association. They land on my
desk, and I take one look and I say, “Oh, God,
who shall T send it to this time?”

Because an explanation of the Massachusetts hos-
pital control system would be a treatise in itself, 1
won’t even atterpt to explain how all these controls
work, or don’t work. I will just explain my classifi-
cation system.

“Cost Provocative” controls are everything gov-
ernment has been doing to improve standards that
increase our costs. Up until Medicaid-Medicare, it
was all government was doing. I include, for obvi-
ous reasons, the Joint Commission on my list. Cost
provocative cotrols had a head start on all of the

MASSACHUSETTS HOSPITAL CONTROL SYSTEM

*COST PROVOCATIVE”

*COST SUPPRESSIVE”

“COST PREVENTIVE”

1. Hospital Licensure 17. “Allowable Cost” Controls 33. Growth and Development

2. Health Manpower Licensure 18. Cost Related “Inclusive Rate”  34. PSRO

3. Professional Education Accredi- Controls {Medicaid) 33. Specialized Service Controls (Di-
tation (AMA, NLN) 19. Industrial Accident Rate Con- alysis ete.)

4. JCAH (Including SSA “Valida- trols 36. “Appropriateness” reviews (PL
tion Surveys™) 20. Charge Controls 93-641)

5. Hill-Burton Hospital CGonstrue- 21. Ceiling Controls {Section 223) 37. Benefit Controls
tion Requirements 22. Classification Controls {Section

6. Lile Safety Codes (Fire, Plamb- 233)
ing, Sanitation) 23. Medicaid Income Sanctions

7. Third Party Mandated Benefits 24. Utilization Committee

8. Hill-Burton “Charity” Regs 25, Occupancy Controls

9. Hill-Burton “Community Ser- 26, Medical Fee Controls
vice” Regs 27. Blue Cross Contract Controls

10. Minority Rights, Affirm. Action, 28. Blue Cross Premium Controls
ete. 29. Patient disincentive controls {co-

1. Employee Rights (Taft-Hartley, pay, deductibles, etc.)
Minimum Wage Unemp. Comp., 30. Controls on special charges (pa-
Workmien’s Comp., OSHA, etc.) tient records, etc.)

12. Patients Rights 31, MAC (Maximum Allowable Cost

13. Environmental Protection drug reimbursement policy)

I4. Emergency Medical Services 32, Malpractice Controls
Regs

I5. Community Mental Health

16. Cash Flow Controls (Medicaid)




others and are much more firmly entrenched on the
“system.” They keep increasing the number. The
latest on the Massachusetts scene is “patients’
rights” legislation, which guarantees the employ-
ment of more ombudsmen and patient advocate-
types in our hospitals. It also guarantees more in-
come for lawyers. I put “cash flow controls” (#16)
on my list because I don’t know where else to put it.
This represents what Massachusetts and many other
states are doing when they run out of Medicaid ap-
propriations. They solve their own cash flow prob-
lems by not-paying hospitals. This sends our hos-
pitals to the bank to borrow chunks of money to
meet the payroll, and of course the interest costs, al-
lowable under most reimbursement formulae, soon
enough hecome another element in the pattern of
inflation which our government leaders so loudly
deplore.

Of the items on my “cost provocative” list, the
most expensive have been: (1) Hospital licensure
and manpower licensure in combination which have
imposed rich and ridiculous staffing patterns on our
hospitals; {2) The life safety codes and Hill-Burton
construction standards which have escalated our
physical plant costs; and (3) “Employce Rights”
which have had enormous Impacts in recent years
that T don’t even need to talk about.

“Cost Suppressive” controls are more recent in
origin. Broadly, they are representative of contriv-
ances by government to justify paying hospitals
less than it costs them to render a service. The the-
ory is that this will force the hospitals to spend less.
A testimonial to the fact that this idea hasn’t worked
is the fact that Massachusetts, with more “cost sup-
pressive™ controls than any other state, has experi-
enced more a])rupt increases in our per patient day
expenditures than any state [ know. According to
AHA data, between 1967 and 1974, our per patient
day expenditures, acute hospitals only, went up 162
percent. Over the same time span, the average in-
crease nationally was 137 percent. For all of the
states in New England except for Massachusetts,
the average was 135 percent.

Under my “cost suppressive” heading we have
no less than six separate systems on the reimburse-
ment end eperating in parallel. Here is a somewhat
facetions description of how these six systems can
be distinguished, one from the other. Medicare de-
cides what hospital costs are “reasonable,” Medic-
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aid decides how much below “reasonable” costs
they can get away with paying, the Section 223
“routine costs”’ ceilings decide when “reasonable”
is just too much, the industrial accident rate con-
trols decides a rate that industry can afford to pay,
the Blue Cross contract control decides how much
our plan should be allowed to pay hospitals while
assuring that the Plan can stay solvent and our new
charge control system now decides how much over
costs hospitals should be allowed to charge non-
governmental and non-Blue Cross patients so that
the hospitals can stay solvent.

“Cost Preventive” controls are the newest thing,
the ones that are supposed to prevent expenditures
or commitments. They therefore tend to be the least
painful of my three categories. Certificate-of-Need
clearly falls under this heading. The hospital that
is never built isn’t very expensive. Neither is the
hospital service that is never provided. To the de-
gree that PSRO will prevent hospitalization or units
of hospital service, it also belongs under this head-
ing. The federal government invented a new “cost
preventive” control when it created its plan for
dialysis centers, which I call “specialized service
controls.” These plans effectively eliminated in ad-
vance the expense of marginal competition centers.
The “appropriateness reviews” under our new plan-
ning act could also have a “cost preventive” impact,
if they are ever to become effectively operational,
which T douht.

There are a lot of “cost preventive” controls just
in the offing. For example, I think that our Senator
Ted Kennedy’s idea of controlling the supply and
distribution of medical residencies could have a
“cost preventive” impact. If we restrain the output
of surgeons, the long range result will certainly be
less surgery.

As I said, I could talk the whole morning about
this, but I wanted to make a couple of main points
to reinforce my statement that we have Lo take this
one on because it is just an impossible mess, and
what has come out, the moral in this tale to me,
and | haven’t said this yet, is that nobody is in
charge. There isn’t any central authority that directs
policy and coordinates any of these control thrusts
with the result that one is pitted against another.

I know this point of view runs counter to some
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philosophy that AHA has had—separating planning
from certificate-of-need and that kind of thing—Dbut
it has become impossible in Massachusetts. Let me
just give you one example.

We are having a crisis in long-term care in Mas-
sachusetls, and basically the erisis relates to the
fact that the rate selling commission of our great
Commonwealth doesn’t pay enough to give incen-
tive for any nursing home to give level 1 and 2 care,
the subacute case, and while that goes on, a
CHAMP program under Medicaid is trying to
force the patients out of the hospital, and these
two things are running in direct conflict. We are
now irying to cope with a new regulation. They
just decided that for the patients who are backed
up in hospitals—and they are backed up because
the nursing homes won’t take them—there will no
longer be any reimbursement. We are fighting that
one in the courts. This relates to another thing in
our control system that isn’t working,

Over on the certificate-of-need side it has been
decided that we have too many nursing home beds,
and they are trying to control this by closing them.
They also are counting beds on the basis of how
many have been granted certificates-of-need, not
how many are actually built. In the last three years
all the certificates-of-need that have been granted
for building a nursing home haven’t been built, but
they still count the beds. So this kind of thing is
just unmanageable, and there has to be somebody
in charge. This is one example of what is increasing
hospital costs. We can’t get rid of these patients
that are waiting to get into a bed, and the cost
goes over to Blue Cross.

We have another situation that relates to this.
While CHAMP is pushing to get the patient out,
and while they are saying, “If you don’t get them
out, we won’t pay you,” thfere is every incentive for
the hospital to keep them because we are on a flat
reimhursement system under Medicaid. Under this,
the last days of care get paid just as much as the
early days which are expensive, so the administra-
tor has this consideration in the back of his head
all the time. Economically, under this system, there
is every incentive to keep the patient longer, be-
cause the allowed flat rate is a significantly sup-
pressed version of cost. The net result of all this, of
course, is nothing. It is just one example of many
anomalies in our control system that are as diffuse
and confused as this one.
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The fifth straw in the wind: There are growing
grounds for skepticism about the future viability of
the states as the locus for control systems, notwith-
standing the fact that we seem 1o be moving in this
direction.

As most of you know, all of the thrust involving
the state hospital associations and AHA both have
been to try lo develop some sensible control system
at the state level, and our gut feeling has been that
it is better to have it there than down in' Washington
because we have more influence over it. We ecan
influence it politically more effectively than if it was
down there. We all know the problem about that.

But in that connection, let me tell you a story.
When we had our series of erises in Massachusetts,
and they had to cut everything, one of the things
they did was to fire a lot of the people who worked
on the stafl of the certificate-of-need, They had to
fire a lot of the people who worked in the welfare
department to administer the Medicaid program.

The rate-setting commission was even cut down
on stafl. They had to freeze salaries, and some
people quit. So while we have this tremendously
elaborate and expensive system, the state is getting
to the point where it can’t afford it, It is very ironic,
but they can’t afford to run their own controls.

Another point, and I happen to helieve this,
though it is just my opinion, considering the terrific
pressure that is building from all the states, or
most of them, is the point that they can’t afford
Medicaid any longer. I think it is inevitable that
Medicaid is going to be federalized. Not this year,
but pretty soon, and it makes sense, but as soon as
the states get off the hook on picking up a share
of the tab, most of their incentives for running
control systems will go with it. T just don't happen
to believe that it is realistic to think that in the
long pull, in the context of national health insur-
ance, whenever that comes, the states really will be
in control of controls. It is going to be the feds
telling them what to do and them running it within
rather tight federal guidelines, as much as we would
like it to be the other way.

Another realistic consideration on this subject
relates to Massachusetts. Some of your states may
not be as badly off as we are, but the bureaucrats
that we have are so badly underpaid that it is ri-
diculous to compare their competence with the peo-
ple they are controlling, or their incompetence. They
don’t stay. We have young people moving in and



out who graduated from Harvard and approach
their jobs in the bureaucracy as a training ground,
doing their Master’s thesis by writing another set
of regulations for hospitals.

This just isn’t very stable. Literally, I can’t see
the states very soon having the capacity to attract
the kind of talent that i{s needed and the kind of
sophistication that is needed to make a control
system work very well. I include in this rate re-
view, too.

My sixth main point: In the design of our future
control systém, the most important and difficult
part of the assignment is how to set up a system
that rewards quality performance and penalizes
poor quality.

The theme of this meeting is “Mobilization for
Survival.” In the context I am talking about, I
think it is pretty clear, and it is already happening,
that all of our hospitals aren’t going to survive. As
a result of some of these Medicaid income sanetion
controls I described, we have lost four hospitals. 1
heard just two days ago that two more chronic hos-
pitals were going to be closed. None of this is going
to hurt very much because they were marginal. But
the real problem as we look down the trail on any
system we devise that allocates gross income, the
global control to hospitals, is how to reward the
good and not reward the not so good. There are
a lot of not-so-good hospitals. It is going to be
a very political exercise. I have some hopes that
the PSRO might help in this area, that is, if it lasts
long enough. We might have a handle for saying
that you can go up 10 percent in your gross income
because you do a first class performance, but look
at what you did, and we just can’t give you that
much more money. I don’t know any other handle
right now that we can use to get at this,

Point number seven: In the time frame just
ahead, when our hospital system gets its squeeze,
a solid political position for our field is to develop
consumer allinnces, getting publicly on the side of
patient rights and fighting for their rights to quality
and access.

A real fundamental change is taking place in
attitudes towards government, as we all know, and
it is being judged by the public more by its deeds
than by its words.

'Fhe game of government in Massachusetts, and
at the federal level now, is denying benefits and
entitlements and rights. The profound impact of
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this on Massachusetts is that the consumers—{and
we keep in close touch with them)—the organized
CONsumer groups are now more angry at govern-
ment than they are at hospitals. This we have ex-
ploited.

In the context of the cost control bill 1 have
described, we beat it, partly because we kept close
connections with the people who, as we told them,
are going to be denied care if the governor gets
his will on being able to have absolute control over
the hospital system.

This was one reason why we had so much sup-
port in our political effort. I say to all of you, and
Odin did touch upen this in his discussion, that
I don’t think it is so hard for hospitals to get con-
sumer support. Good, well organized hospitals are
doing it now in Massachusetts. They are learning
fast because they have to. They are developing their
own consumer movements., Their consumers are
their publics, and the auxiliaries have been helpful
and the boards. They have established good lines.
When an issue such as I described comes up, it is
easy to get the support of the legislators on the
side of the hospital. This is what has happened,
and it is always more difficult, ] have observed,
for the big city people, and it is true in Boston, to
get this kind of identification with the hospital in
the urban setting, but it can be done. I think we
have to play it because the game now is, “There is
only this much money,” and then we have got to
say over here, “Then there is only this much care.”
We have moved toward the middle on this because
“there is only so much care” gets us on the side of
the patient.

We have to be very aggressive about this, and
we haven’t been aggressive enough yet.

Point number eight: T could talk at great length
about this, but 1 won’t. It’s the terms of the new
alliance with medicine. 1 think some things are
changing here. One of the things that is changing
just by process is that more physicians are recog-
nizing their identity with the hospital. They are so
frightened with being alone in this predatory en-
vironment that they think of the hospital as a
protector (witness the malpractice situation in some
of our areas). Qur game, 1 think, with the phy-
siclans, is to he the supporter of the physician in
his professional prerogatives and his ability to carry
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out these professional prerogatives as an indepen-
dent. It is no longer protecting his right to get rich.

We have one issue before us now in Washington
in the Talmadge Bill where apparently they are
going to get to the pathologists, radiclogists and
anesthesiologists by cutting down on the ones who
are making $250,000 a year on percentage arrange-
ments. I don’t think it is our game to support the
staff specialists in this arena, and I think we have to
make it clear to the doctors that “We support every-
thing else you want to do, and we want you to
practice as free, independent practitioners in terms
of your conscience and your commitment, but don’t
think we are going to be the source of your getting
rich.” I _think that we are almost there in Massa-
chusetts. In other states, particularly the great Mid-
west, it hasn’t changed that much, but it is going
to change in that direction.

Point number nine: The bloom has gone off the
comprehensive health care rose. I have implied this
in other things I have said. This is Senator Ken-
nedy notwithstanding. The reality we face, and
again Boston furnishes a spectacular example, is
here we have in Boston 30 neighborhood health
centers, more neighborhood health centers than any
other city in the country. We have the most ad-
vanced and well developed system of home care,
lots of home care agencies. In the distribution of
our Blue Cross caseload right now (and everybody
has been saying we should do this) 80 percent of
the claims in Blue Cross are outpatient including
emergency, and Blue Cross is now almost broke.

The whole argument about primary care is more
ambulatory care, We are running out this scenario,
and the results as they are evident in our 162 per-
cent expenditure increase that I described are it
doesn’t save money. The real game is doing what is
most important and not doing everything. There are
more and more of the pros that recognize this, but
the politicians don’t,

The tenth point, and final point: I believe a case
is building in the area of patients’ incentives to
stay healthy and it is building because we have to
figure out some way to get at this problem.

I think Massachusetts is full of, among other
things, hypochondriacs. There are a lot of people
that really don’t need the service they get, but they
like to go and see the doctor,

I happen to believe, for example, that we can
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build into our rating schedule for insurance dis-
incentives to smoke. Why not charge somebody a
higher premium if they are a habitual smoker?

How about the people that are overweight? Why
can’t you tell them, “Okay, you can be fat as you
want, but don’t expect to get off easy on your
premium. We are going to charge you 30 percent
more.” Some things can be done here.

The 55-mile-an-hour speed limit did something
on reducing the cost of health care. We can do some
things, and we have to think about them. There
is some disagreement about whether hospitals should
take the lead in that, and I don’t think we should,
but I think we should be party to efforts to encour-
age more judicious use of health services.

The big dilemma, of course, is co-payments and
deductibles. I don’t happen to believe that they
deter abuse, and if they get high enough, they, of
course, will discourage people from getting needed
services.

But I think this is an important area. The ir-
resistible force has met the immovable object on the
cost issue. There isn’t enough money, and there is
unlimited demand, we have to be in there some-
how hedging the demand factor.

I happen to believe, and this is my final obser-
vation, that our system will continue to grow and
get stronger. We will weed out some weak spots.

I think the whole argument about beds is ridicu-
lous. We have had a crusade against beds in Massa-
chusetts for the last ten years, and I think the real
answer is moving over on this because of the long-
term care issue.

The most efficient way to use a hospital is to
fill it, and if there is a chronic, serious problem
in what vsed to be called extended care or subacute
care, why shouldn’t the hospitals be doing it? They
can do it better. Within a frame of reference of
limited, known-in-advance income, I think we can
do it effectively, too.

One of the things that pleased me happened just
this Monday. I got word from my man in the State
House in Boston that a senator had introduced a
hill to investigate the Massachusetts Hospital As-
sociation. In the language of the bill was a state-
ment that they want to look into our whole politi-
cal action program and the salaries of chief exec-
utives of the Association and other relevant things
because they are using nonprofit money to have
(what was implied) this great influence on decision



making. The reason this pleased me is that I don’t
know of a better testimonial to what is happening
in Massachusetts and across the country and in
AHA. We do have power. When we get going on it
we will wield tremendous influence particularly us-
ing the hospital effectively as a political instrument.

One beef T have had with administrators over
the years is they have a psychology of weakness.

STRAWS IN A WIND OF CHANGE

They cannot control their destiny, they say. What
are they going to do to us next, they ask?

I say that we can influence the outcome a great
deal by using these forces that we have once we
start believing that we have them, and we do.

Thank you very much.
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The New York Experience: Utopia in Shambles

IRVIN G. WILMOT

CuairMan Grapski: New York City is usually
ahead of the rest of the nation in almost everything
—culture, fashions, art, and now with the evolu-
tion of the natural history of its hospital system.
It may very well represent where we all will be
some years down the pike in the absence of posi-
tive preventive measures today.

Irv Wilmat, the Executive Vice President of the
New York University Medical Center, will discuss
“The New York Experience.”

MR. IrviN G. WiLMot: Thank you, Lad.

David Kinzer, I want you to know that I listened
very, very carefully to the pain that you are expe-
riencing in Massachusetts, and it is my considered
judgment that you are roughly two years, eight and
a half months behind New York.

I would like to comment on the title of the talk
which 1 did not select. I don’t know whether to
thank Joel May or the committee. I will agree to
utopia, although I think when we were living the
past, we really didn’t consider it utopia. On the
other hand, in retrospeet, the past does have some
utopian qualities over the present.

Shambles, I simply cannot accept. New York is
not in shambles, and even if it were, I couldn’t
admit it as a good New York resident.

Lad alluded to the leadership role of New York,
and I think that it is important that I make note of
that. I would remind you of the fact that one of the
rich traditions of New York is that of supplying
innovation to the field.

As you history buffs know, the first pediatric unit
in a hospital was developed in New York., New
York is responsible for the first radiology depart-
ment in hospitals. Similarly, the first social service
department, and I dare say there isnt an admin-
istrator here who isn’t grateful and would feel his
life very incomplete without the radiologist or a
group of social workers around.

So you might keep this leadership role in mind
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over the next 20 minutes that I have heen allotted
to fill you in a little hit on the New York experience.

Unfortunately, the New York hospital experience
of the past ten years is not a simple “war story.”
The complexities and interrelationships of the fac-
tors bearing on the industry in New York and which
have contributed to its present erisis are many and
varied. In total, I'm sure they are not known to any
single individual, let alone me.

As testimony, however, to the variability of the
industry, to this day, the uneveness of the “hurt”
ranges from institutions who have banked surpluses
each year to a number who have simply stopped
doing business. 1 should hasten to add that the
trend is towards the latter. Trips to the bank now-a-
days are for no other purpose than to extend the
line of eredit.

Because it is the “cans of worms™ that it is, I
simply cannot give you a detailed account of the
past decade with any sense of completeness or order.
Instead my effort will be to provide a flavor and a
feel for the New York situation. To do this I’ll sum-
marize briefly some of the conditions present in the
spring of 1976 and following that, I will attempt to
trace some causal factors unique to New York plus
a few that T think we have in common with the rest
of you.

In the spring of 1976, New York hospitals are
operating with “frozen” reimbursement rates. Rates
for the current year have been fixed at 1975 levels.
This is for both Blue Cross and Medicaid. At this
moment rates remain frozen with no hint as to when
the thawing will take place, if indeed, it does at all.

The Commissioner of Health, under powers given
to him some ten years ago, has again this year de-
veloped refined methodologies for computing pay-
ments to hospitals under the Medicaid and Blue
Cross programs.

These new regulations provide for a decrease in
the ceilings for routine service costs, and I might
point out we have been operating under these ceil-
ings or “caps” for some six years now in New York,
from a percentage of 110 percent of the group aver-
age to 100 percent of the group average. This, of



course, increases the number of hospitals in a given
group that will receive less than they have spent.

In addition to this tightening of the previously
existing ceilings on routine services, the Commis-
sioner has come up with a new approach. He has
developed ceilings for ancillary services.

These again’ are computed at the median for each
group and are applied on a per stay basis, rather
than a per day basis. Think through for a moment
the interesting ramifications of this approach to
mix, intensity and length of stay—to say nothing
of the divisiveness generated among hospitals in-
volved,

One hundred and thirty hospitals in the state are
finally being billed their malpractice insurance pre-
mium for Jast year. This premium is under the Joint
Underwriting Association that was established last
year by a special act of the legislature. These new
billings that were received represent the final rates
for the current period, and it is interesting to note
that these final rates are roughly 500 to 1200 per-
cent above the interim rates developed last fall.

Incidentally, the interim rates were based on the
prior year’s premiums plus about 10 percent. An
equal or greater premium will be due July 1st of
this year to maintain coverage for the institution.
For some institutions million dollar plus cash out-
lays wiil be required within the next thirty days.

The contract between Local 1199 and the League
of Voluntary Hospitals expires June 30 of this year.
Negotiations will begin somewhat before then.
However, this pattern-setting bi-annual exercise
should prove most interesting in this year of “no
money.”

The Hospital Association' of New York State cur-
rently has three separate Article 78 proceedings.
This under New York State law is the mechanism
by which you sue government officials for malfea-
sance of office. The three separate proceedings are
jeintly and severally against the Commissioner of
Insurance, the Commissioner of Health and Blue
Cross. These are in addition to actions in the courts
against the same defendants by individual hospitals
and groups of hospitals. | mention this principally
as an indication of the prevailing attitude between
regulators and regulatees, and hetween payers and
payees. It is considerably less than what you might
call a warm relationship.

These then are a few of the indicators of the
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quality of hospital life in New York in the spring
of 1976.

I would like to turn now to some of the events
of the past decade which may, or very honestly may
not, explain the current state of affairs. They are
thought to be causal, but certainly are not so
guaranteed.

One of the very powerful and insidious forces
imposed upon hospitals in New York is the regula-
tory function of the State Department of Health.
Regulation as we know it in New York got started
in 1964 with passage of the Metcalf-McClosky Act.
This bill provided for “Certificate-of-Need”’ proce-
dures and converted the voluntary planning that
had been underway for a number of years into one
of state control. In 1965, the Folsom Commission,
appointed by Governor Rockefeller, completed its
task of evaluating the cost of general hospital care
in the state and came forward with some fifty rec-
ommendations that were aimed at (and I quote
from the report) “moderating, monitoring and
meeting the cost of hospital care.” These recom-
mendations were quickly converted into law the
same year by passage of Article 28 of Public Health
Law. This law centralized the regulatory function
of hospitals and health facilities in the State Depart-
ment of Health and bestowed upon the Commis-
sioner very, very broad regulatory powers. Four
vears later, in 1969, the Legislature passed a “cost
control” law which mandated that the Commissioner
of Health develop payment rates for both Medicaid
and Blue Cross that were “consistent with the effi-
cient production of hospital service.” The cumula-
tive result of this legislation is an awesome and
frightening concentration of power in one office
in Albany.

The flow of regulations from the Commissioner’s
office under these laws is endless. I think the New
York list would equal or surpass that that Dave has
put on the board for you.

They cover the entire gamut of hospital and
health facility construction and operations ranging
from building standards, capital cost limitations
for both huilding and equipment reimbursement,
staffing patterns, mandated services, specified ac-
counting practices, qualifications of personnel and
so on. Regulations traditionally have been adopted
and enforced without consultation with the industry
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and without notice or the opportunity for comment.

I might add parenthetically that last year we did
get a new piece of legislation passed in Albany so
that effective this fall the Commissioner is required
at least to publish 30 days ahead of time the pro-
posed regulations for comment by interested parties.

Another element of the hospital scene over the
past fifteen years has been the birth and growth of
hospital unions. Starting in 1959 with the recogni-
tion of Local 1199, the union movement in New
York City has grown and prospered. 1199 is the
largest of-~these. However, through a very liberal
state labor law in effect prior to the inclusion of
hospitals in the NLRB, practically all professional
and nonprofessional groups within the hospital have
union structures available for them for representa-
tion if they so choose. Included are technicians,
physical therapists, occupational therapists, nurses,
unskilled Iabor, clerical personnel, house staff, at-
tending physicians and on down the line.

Without question, the labor movement has con-
tributed significantly to the increase in costs in New
York. In 1963 the average weekly wage for hospital
workers in New York City was $52.00 per week.
This, incidentally, was significantly below the na-
tional average.

In a ten-year period, this rose from $52 a week
to 8153 a week, and three years later in 1976, the
minimum weekly wage for hospital workers is $181
a week. No one will deny that some movement was
needed back in 1959, but the momentum generated
created a little greater apogee in the cost curve than
most of us anticipated.

Another ingredient of the New York scene is the
largest Blue Cross Plan in the country. Its presence
coupled with governmental programs of Medicare
and Medicaid creates a situation where institutions
derive the vast majority {not infrequently above
90% ) of their income through third party payment
mechanisms. The combination of predominantly
third party reimbursement coupled with the regu-
latory powers of the Commissioner of Health has
created a constant squeezing of income in the hos-
pital system since the effective date of the cost con-
trol law in 1970.

Unifortunately, both Blue Cross and state officials
seem quite unconcerned about the deterioration of
hospital services. Big Blue seems content to accept
whatever premium increases the Commissioner of
Insurance authorizes as long as the Commissioner
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of Health sets his payment rates accordingly. Inter-
est in the maintenance of the premium dollar and
reserves, and not particularly genuine interest in
service to subscribers seems to be the prevailing
attitude. The Commissioners apparently believe the
system is still fat and can continue to absorb all of
the financial insults they can and do concoct. In
my opinion, the day of reckoning is not too far off.

Since the enactment of the cost control law in

1969, the hospital industry of the state has been
under constant income constraints. The economic
stabilization program of the federal government in
the early Seventies compounded this process and
created a double jeopardy situation for New York
hospitals. In addition, prospective rate setting
which also came into being in 1970, and which,
incidentally, has never been allowed to develop to
the full bloom of its original concept, has contrib-
uted further financial abuse to the system. The ap-
parent reimbursement posture of the state is to
continue to cap income with the conviction that
individual institutions can survive even with in-
creasly less money to spend. For many institutions,
particularly those with significant ambulatory care
responsibilities, for which income is most sparse,
survival has been a most difficult accomplishment.
It would appear at the moment that the reimburse-
ment posture of the state will continue and that hos-
pitals will be in a survival mode for the indefinite
future. Non-survival for some will simply be a
reality. :
In addition to these features of the hospital scene
that I believe are peculiar to some degree to New
York, the city and state share also in some of the
industry characteristics found throughout the coun-
try.

New York, like several other states, is in two
parts: The rural, upstate area, and metropolitan
New York City. For the most part the upstate area
hospital services are typically those of rural Amer-
ica, the exceptions, of course, being several, and
you can count them on one hand, teaching institu-
tions in Albany, Rochester, Syracuse and Buffalo.

In the New York Metropolitan Area, there are
very wide institutional differences. Six medical
schools have their locus within New York City lim-
its. Each operates tertiary care centers and together
they account for well over 10 percent of the total
house staff trained each year in the country.

The city, as you know, has a very large indigent



population that is serviced principally by institu-
tions who serve as both doctor and as hospital.
Other hospitals, both general and special, and rang-
ing in size from 50 to 1000 beds and numbering
about 130, fill in the city landscape. With these vast
differences in size, in purpose and in function, and
with the natural differences in the upstate and
downstate perspective, the difficulties of arriving at
common problems, let alone common solutions, is
next to impossible,

Each institution in its own self-interest does what
it perceives as the appropriate and right thing for it
to do. Thgﬁf)resence of common ground on which
to combat the incursions of Blue Cross and govern-
ment regulation is but a small island in a very,
very large sea of substantial differences. Defenses
against the enemy, whoever he may be, let alone
counterattacks, are difficult to mount.

The problems connected with achieving collec-
tive action among groups of hospitals have a coun-
terpart in the microcosm of the individual institu-
tion. As all practicing administrators that are pres-
ent today know from bitter experience, the difficul-
ties and pitfalls in achieving institutional postures
fully supportable by physicians, board members,
and administrators in the community are many.
The ability of an institution, however, to develop
a mechanism whereby institutional positions can be
taken is in my view crucial. The adjustments neces-
sary now to institutional program, in terms of the
allocation and reallocation of resources and other
internal issues make this capahility mandatory. If
one is to view the future with any sort of realism at
all, the viability of this function of an institution
will form the hase for its survival.

That institutions do have instincts for survival is,
without question, true. The intensity of this instinct
may vary somewhat from institution to institution.
The variations, however, are not great and for the
most part the survival instinct has great force.

This characteristic in an institution frequently
serves to interfere with the ability to function col-
lectively with other institutions and at the same
time can bhecome a counterproductive force in in-
ternal affairs. Because of the importance of an insti-
tution to the economic, social and cultural well-
being of that body of people, which, in fact, are
the institution, survival becomes the bottom line,
surpassing by any measure any interest in collective
action, good for the whole, et cetera. For this reason
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political bodies historically have been unwilling to
confront or force the nonsurvival of an individual
institution directly.

Another feature of the hospital which makes it
especially vulnerable to the kinds of abuses cur-
rently being imposed in New York is the nature of
its product. Being a personal service, the hospital
product has great flexibility in terms of its compo-
sition. It is extremely difficult to objectively deter-
mine the qualitative differences of varying staffing
patterns, or of what constitutes a full range of diag-
nostic or therapeutic services.

Regulators are very much aware of this special
supple nature of the hospital product. It is only be-
cause of this characteristic that the “constraint of
income approach™ to controlling expenditures works.
The survival instinet forces institutions into an
adaptive mode, the result being a withering away
of the product, as income is reduced. The risk, of
course, is a withering to a non-product, or ultimate-
ly, if carried to the extreme, an institution and a
system not capable of delivering even minimum
services.

A final universal characteristic of hospitals that
I would like to mention, and 1 do believe it only
needs a mention, is that of public attitudes. The late
IPorties, the Fifties and the Sixties saw a remarkable
growth and development of hospitals and their ser-
vice capabilities. Public attitudes, generally speak-
ing, were nothing but positive, and institutions, in
fact, could do little wrong,

The Seventies has seen a reversal in this atti-
tude, almost 180 degrees. Government, be it legis-
lative or executive, and I won’t comment on the
judicial, although I believe the judicial attitudes
tend to follow social attitudes, tend to view doctors
and hospitals with a universal negativeness. The
same can be said of employers who pay most of the
health bill, and in fact, even can be detected in that
large number of grateful patients, who do not have
full third party coverage. Much could he said today
about the reason for this change. However, for our
purposes, simple recognition of the fact will suffice.

Many might feel a discussion of the New York
experience would be incomplete without mention of
the much publicized New York financial crisis. That
1 do not limit to cily but state in addition.
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The crisis is real. I can assure you of that. Its
magnitude is probably greater than any of you here
imagine, and it is certainly not over. The crisis,
however, in my opinion, had no role in creating
the experience under discussion today. Its existence,
however, has added intensity and urgency, and per-
haps some irrationality, to the process and state of
affairs deseribed.

DISCUSS! gN

The forces responsible for the New York situa-
tion are not indigenous to the state. They are pres-
ent in all hospitals, in every state, and in the nation
as a whole. In its traditional leadership role, it
would appear that New York has done it again. The
course we have charted will most likely be followed
by all. 'm not at all sure we want the gratitude you
undoubtedly wish to express. Thank you.

with Odin Anderson, Dave Kinzer and Irv Wilmot

MEMBER: I live right across the river, from Irv
Wilmot in New Jersey and | have watched with in-
terest what has been going on. I used to sit on a
review committee of Blue Cross until they decided
they didn’t need those. One thing I have observed
is that the regulatory climate is forcing the admin-
istrators, the decision makers, into a shorter plan-
ning horizon. Now we are making decisions about
expenditures for this month and not worrying about
the expenditures that might be helpful in the next
year or the year following. Consequently, what is
going to happen to the hospital plant in New York
City? Will the result be the same as the control of
Consolidated Edison that allowed them to get in the
position where they couldn’t replace their plant re-
sulting in the big energy crisis of the 1960s?

Mr. WiLmot: Without question, you are right.

The survival mode is really a short term adap-
tive process, and I have tried to allude to that in
my view for the individual institutions. The ability
of an organization to develop an internal response
mechanism that can respond fo these various incur-
sions into our business and constraints that we are
meeting is imperative. You simply can’t sit around
in the future like we may have been able to do in
the past taking three months to develop an insti-
tutional posture. The need for executive decision
making on the institution’s part is crucial, and most
institutions are poerly equipped to do this. Of
course, the regulators take full advantage of it.

In New York, and I guess it is true in a number
of areas of the country, we have hospitals that prob-
ably should go out of business. The Greater New
York Hospital Association endorsed a list of volun-
tary institutions, which happen to be its members,
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that should be phased out of business. This is a re-
markable political move. As you know from the
papers, the same thing is taking place in the mu-
nicipal system. Qur problem is that we just can’t
convince those calling the shots, and of course, in
New York the power is really centered in a com-
mission, of the necessity of closing these hospitals.
The government and the whole political process has
control over 90% of the income, and they can be
pretty arbitrary and capricious.

My personal view is you are going to see a num-
ber of hospitals in New York go out of business.
When one or two good ones get in real trouble,
then you may see some change in the attitudes.

MEMBER: What has happened to the quality of
care in New York as a result of the crunch? Are
there ways of identifying the impact on quality?

Mr. WiLmor: I don’t think a lot has happened
to quality. There are as you all know, great varia-
tions in quality. The hospital product is a very flexi-
ble thing, and the human body will withstand a lot
of abuse. There is a tremendous range between sur-
vival and the kind of care that we would like to have
for our family and ourselves.

But in this sense maybe the politicians are right,
perhaps we have spent too much money for quality.
With the imposition of ancillary cost ceilings, hos-
pitals with costs below the ceiling are going to make
out like bandits. Tertiary care hospitals, having
the EMI scanners and the like, will be forced down
to the level of the ceiling. That system carried theo-
retically to its end, would produce a single hospital
rale for every institution irrespective of size, pro-
gram or anything else. But even then, I can’t detect
any differences in the quality,



Mr. Kinzer: In Massachusetts, our costs have
gone up faster than most states with more regula-
tion, and I think our quality is still going up. At
least, I like to believe that. The hospitals that have
been zapped, were marginal, and actually the sys-
tem is a little better as a result of these actions.

MEMBER: Mr. Kinzer, I would like to pursue your
comment on the federalization of the Medicaid Pro-
gram,

You saw federalization taking place in the con-
trol process= Yet, this seems to run counter to the
political trend in the nation right now.

A couple of days ago we had two visitors from
Washington, one was the Chief of the Domestic
White House Council. They were brought out by
AHA and others, to view the field to get their feet
wet. I said that we viewed the federalization as a
blessing rather than as something to be avoided.
It came as a great surprise to them.

I am interested in your comment.

Mr. Kinzer: First of all, and I don’t think our
experience is unique—the problem with state par-
ticipation in Medicaid is that in an economic slump,
in most states, as needs go up, capaqity to meet them
goes down. The economie arguments for the Fed-
eral Government taking it all over are strong.

I have talked about this with Bob Youngquist at
breakfast. The Federal Government still has the ca-
pacity to borrow and borrow and go into debt
deeper and deeper. They can finance these humps
in the economy that the state can’t. In the current
political context the governors constitute a very
powerful force supporting federalization. Qur gov-
ernor is in the forefront of this. He wants to pass
national health insurance as fast as he can and get
off the hook. T don’t know when it will happen.

When I speak of federalization, it makes a lot of
sense to me. It is absurd that we get people to come
to Massachusetts from Alabama because the welfare
program is so much better. If there are poverty and
needs in Alabama, they should be met on an equal
basis with other parts of the country. I am stating
my own philosophy as well as my conviction that
the economic forces within the states will eventually
prevail to make the feds take it over.

MEMBER: [ think that with 627 billions of na-
tional debt, 414 billion proposed by the Congress
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for the next fiscal budget starting in October on the
new system, and 50 billion of that in deficit, we are
close to the end of seeing the federal commitment
grow. Some of the federal congressmen that 1 have
talked to aren’t very happy about picking up the
tab for anything else. They are beginning to realize
that, worldwide, no government has had enough
money to pay for all the health care that the people
will use. We are going to have to deal with this on
a different basis.

CHARMAN GRrAPSKI: We have with us the Dep-
uty Commissioner of Health for New Jersey, David
Wagner. What is your response to this?

MR. Davip WacNER: Mr. Kinzer, I enjoyed your
talk very much. First, I think that is good to point
out the foibles of we regulators and the regulatory
system. I think that it is also good for regulators
to come to meetings like this and receive their
whipping sometimes. I think it is important for
both sides of the equalion to talk, argue, fight and
work it through.

I notice Mr. Kinzer said he had been in meet-
ings with the Governor. I presume that he met regu-
larly with the regulators of the state as a representa-
tive of the Hospital Association. That, for any of
you who are from the Hospital Association, is ex-
tremely important.

We have never had the unusual situation, as in
New York, where we could pass regulations without
somebody saying something about them. We cer-
tainly try in our regulatory process to involve the
administrators and the Hospital Association on
various task force advisory committees. The thing
that disturbs me a bit is, though I am a friend of
the Director of the Hospital Association, it is more
often that we go to the Hospital Association and
the hospital administrators to be involved in our
process than they come over to see us. I think it is
also fair to say that in the year and a half that I
have been in New Jersey, I haven’t seen the Hos-
pital Association very often seeking our involve-
ment. I certainly hope that you do that more often.

There are a few things I wanted to comment on
in terms of your straws in the wind which 1 thought
were rather accurate, First, [ certainly want to say I
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appreciated the fact that you want me and others to
be better paid. I think that was your best point.

I agree with you that there is poing to be con-
tinuing pressure on the industry over the next few
years, whether you and 1 like it or not.

I agree that controls are a bit out of control, and
that we have to do something abhout that long hst
of regulatory agencies that we have up on the board.

As an individual who has been trained in politi-
cal science and not in hospital administration, I feel
we have to learn the lessons of regulation in other
industries in the United States which really haven’t
worked out too well,

[ agree with you that rate setting at the state level
is going to*be a rather short-term thing. The system
will ultimately become a federal system. It is not
necessarily bad that it started at the state level; it
enabled us to have a certain amount of experimen-
tation, learning and pain. I do disagree on one
point, I don’t think the consumers are ready to get
behind the hospitals and fight a good fight. Perhaps
they are in Massachusetts, but I think in New J ersey
and around the rest of the country that we do not
love you nor the medical profession at the moment,
and probably won't for a few years yet. Neverthe-
less, T certainIy would encourage you to try.

Hospitals should be involved in extended care or
subacute care. There is a noticeable reluctance in
New Jersey to enter this field, perhaps because of
concern about the reimbursement aspects of that
program. Still as a regulator, I would certainly
much rather deal with you in extended care than
the folks T have to deal with now. I certainly would
like to encourage you to pursue that avenue more
assiduously.

Mr. Kinzer: 1 don’t think the consumers love us.
They just hate us less than government! It relates
to some of the realities we must face. The govern-
ment and the bureaucrats are in a period of being
forced to make unpopular decisions. I don’t envy
my Governor; his job is even worse than mine right
now. I spend a lot of my time talking to govern-
ment officials from the Governor on down. One of
the problems that is built into the system that I
didn’t mention is that every time there is a reelec-
tion, there is a new set of bureaucrats, What is
really involved, and I don’t mean to be sarcastic
about this, is the re-education or the de-education
of new bureaucrats. We have the key people in our

24

administration now. They just came in about a year
ago. They are all 31 years old, and they have very
powerful positions with almost no experience in
this utter mess that they have to administer. The
real problem involved, is that it takes at least two
years to get on the same wave length talking about
the problem. The unavoidable tendency of the new
bureaucrats when they come in with these vast re-
sponsibilities and no experience, is quick solutions.
Quick solutions, as I tried to indicate in my ex-
ample of long-term care, are often self-defeating.
Their solution in this instance is not to pay us
for the patients that are sitting in our hospitals
waiting to get into a nursing home. This is not a
solution~it is a way of avoiding a solution. One
of the things that I would like to do would be to
get together right off with every new administra-
tion, this new crew that comes in, and take them in
an organized way into some hospitals to find out
what is real about all of this. Perhaps some of the
absurdities that happen as a result of trying to ad-
minister these regulations without such exposure
could be eliminated. But there is in Massachusetts,
at least—maybe there isn’t in New Jersey—a tradi-
tion of adversary relationships. The one thing that
they don’t want is for anybody to get out of their
little office and go and see what is going on in the
real medical care world. Otherwise, they are afraid
they will get captured by the system. So I agree
with you Mr. Wagner, there is a tremendous need

to keep these dialogs open. I do my best, but it is
hard.

MEMBER: It seems to me that there are at least
two forces that are contrary to moving regulation
to the federal level. First, neither the State nor
Federal government is anxious to compete for the
opportunity to tell people that they can’t have what
they thought they were going to get.

The second reason is that it is my observation,
generally, that the level of discontent ahout medical
care rises with the level of expenditure.

So that the people in rural areas who don’t get
very good care, the way we evaluate it, are rela-
tively content with it; whereas in New York, Boston
and Philadelphia where the level of expenditure is
high, the people are relatively upset.

To federalize that situation, is a circumstance
that is caleulated to make everybody mad, since the
people in the urban environments who want more



are going to have to be told that they get less, and
the people in the rural environments who are rela-
tively content are going to be upset because they
want out of the system the same as the other people
get, sort of like competing for highway money. So
it seems to me there are at least those two forces
against the Federal Government getting involved in
regulation more than they already are.

Mr. KINzER: Are you saying it is unwise for the
state to shift the Anancial obligation to the Federal
Government?

MeMBER: No, I think from the state’s point of
view, they would love to have Medicaid federalized.
There are many reasons for doing that, but it is
hard for me to imagine from a Federal Government
perspective why a Senator, President or a Repre-
sentative would want to take on this can of worms.
There are not any votes in it as far as I ean tell, and
it is inclined to make everybody mad.

I have a good personal friend who is the admin-
istrative assistant to one of the Senators, and he
asked me what position I thought they ought to
take on national health insurance. I said, “I think
you ought to be publicly for it, and privately do
everything you can do to keep it from coming to
a vote,” and, as far as I can tell, that is essentially
what is going on.

MeMBER: It seems to me we will be in a very
dangerous situation if we have the largest purchaser
of health care setting rates. 1 think we have all tried
to avoid that. I don’t know what the answer is. I
still favor the independent. state commission to cen-
tralize this activity. I agree with you that piece-
mealing of controls is a great problem, but if we
get into single government control of rates and
what-have-you, it is going to be New York revisited.
How de we avoid that?

Mg. Kinzer: I don’t know. I think this is a clas-
sic dilemma. One of the reasons [ am glad to be in
Boston is it means [ am not in California and New
York, I share your fears, but I don’t objectively see
it going in any other way.

CuairMan Grapskr: Mr. Wilmot, how about
you? Did you want to respond to the New York
situation? Is there a corollary here?
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MRr. WiLMot: New York is an example of the
government setting reimbursement rates. In my
view, we are having a very difficult time combating
the consequences of it. I don’t think we have a sys-
tem to combat them yet.

MemBER: Odin Anderson, you are a student of
health care systems around the world, and 1 realize
the United States doesn’t ask advice from any one,
but is there any prototype, anything going on in the
rest of the world in health systems, that can be of
use to us, or must we flounder through this our-
selves? Other than reading your books about this,
in a word, is there anything we ought to be looking
at that could give us some guidance?

Mz. AnpERsoN:There isn’t really anything solid
that you can be looking at, because the other coun-
tries, as [ said in my talk, are entering the same
stage.

I am thinking particularly about planning, be-
cause they haven’t been planning before. They have
all lived in an expansionary period, even in En-
gland, and so they haven’t thought seriously about
resource allocation.

[ suppose you can always look at the Swedish
experiment or rather the actions there, but it is a
completely different kind of culture. It is a culture
of rationality, of looking at figures and data, be-
sides, everybody knows each other. Their economy
is still growing, so that there is nothing to learn
methodologically other than to learn some wisdom.
I feel I am a lot wiser having studied the system,
but have few practical observations other than I
think the system itself is practical.

I also find that systems somehow do not learn
from each other. We each have to go through every
stage of accommodation and compromise because
each generation of doctors or hospital administra-
tors, even patients, are so accustomed to what we
have, that there has to be a break-through of think-
ing about it. [ can predict, I think, what is going
to happen here by looking in large part on the in-
ternational scene (particularly on the Canadian
scene, which is closer to us politically and in the
structure of health services} but if any one tells
you from abroad that they know what tf.ley are do-
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ing, in any valid, rational sense, that is nonsense.
They do what they have to do, and we are doing
what we have to do.

It really boils down to how much money the body
politic is willing to spend through a very crude
decision-making process.

Having answered your question so explicitly, I
would like to take this prerogative while I am on
the microphone to ask Mr. Wilmot a question re-
garding his institution. The same question applies to
Mr. Kinzer regarding a group of hospitals.

Do you have, or can there be, a strategy of re-
trenchment? You are all expecting retrenchment.
Are you just silting there? Aren’t there some things
that you lﬂh_l_nk are less necessary than other things
so that we can over the next five years plan an in-
telligent strategy of retrenchment?

Mgr. WiLmoT: We have been planning for five
years. In fact, we have been executing for five
years. The only strategy that we have developed,
and it is not very effective to be very frank with
you, is that of attempting to develop an internal
modus operandi to respond to the external factors.
When you get into non-clinical areas, it is not hard
to reduce the level of housekeeping. It is not hard
to take another entree away from the food depart-
ment, so that a patient can only choose two things
instead of three. One thing we are looking at now
that will save us $300,000 a year is whether we can
serve a blue plate special and get away with it. In
other words, go from what has been the great thing
in hospitals, selective menus, down to one entree.

Where most institutions of today, and mine is
included, have been totally unsuccessful, is in at-
tempting to constrain in any way clinical programs
or clinical services.

MR. ANDERsON: Would you have a suggestion

as to what should be cut back in talking about your
medical staff?

Mgr. WiLMmoT: Very frankly, I am looking for
2 million dollars savings this year to break even.

Right now, we are a large institution, but we still
spend $300,000 a year on what could be called ref-
erence laboratory work. This is exotic, esoteric work
that probably has some historical value, though it
probably has very little value for the immediate
care of the patient. We are thinking about simply
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doing away with it. But tackling the problem of
constraining cosls in your open-heari SUTgery pro-
gram becomes very, very difficult, parficularly
when the Commissioner is pushing regionalization.
Yet at the same time, they constrain the income so
that the ability to cope with the clinical changes,
given the organizational practices we have today,
is diminished. Ultimately, I am going to sit down,
and decide where the money should he spent, and
the Board of Trustees is going to bless it, and the
medical staff is going to gripe like hell.

Mr. AnpErson: You have more of a stralegy
than you gave yourself to have.

Mr. WiLMor: That is right.

CHalRMAN GRAPSKI: Mr. Kinzer, how about the
group of hospitals’ view?

Mgr. Kinzer: It is always easier to have a strat-
egy globally than if you run a hospital like Mr.
Wilmot. Starting with the assumption, which I think
is real, of a limit to income to the hospital system,
I think the game for us is to build our political
strength as fast as we can as an offset against
the process that Mr. Wilmot talked ahout. Apparent-
ly a bureaucracy and a Governor just don’t care
what the hospital thinks. This is not the situation
now in Massachusetts because our hospitals have
done a good job in getting local support from their
legislators,

The offset, or the balancing force against the
bureaucracy is elected representatives. We have a
lot of support there. It is what I describe as a coun-
ter-force that gets us more money than we other-
wise would get.

I am more optimistic than Mr. Wilmot. Assum-
ing we are successful in the political part of our
game at the hospital level, we will not have to give
up too much in the way of essential services that
are of a high quality. The inevitable corollary of
all of this is the rationing of services. There was a
great article written in the New England Journal of
Medicine by Dr. Howard Hyatt which is called,
“Who Shall Guard the Medical Cons?” He did
some arithmetic, and projected the incidence of
open-heart surgery, assuming a steady increase in
the number of surgeons and steady increase in the
number of hospitals that do it. Over a short time



span, I forget what it was, it would cost 100 billion
dollars a year.

I don’t see the political system really functioning
in the decision of who gets that surgery and who
doesn’t; who gets the pacemaker and who doesn’t.
I am afraid 1 see the hospital doing this. I think
these decisions will be made and they will be made
conservatively. It is going to be tough, but we sim-
ply can’t afford all of this, that is all. I am more
optimistic about the capacity of the system to adapt
and still maintain the quality, than Mr. Wilmot,
but T look-st it more cosmically, I guess.

MR. WiLMoT: You must develop your prior strat-
egy. Somehow you will preserve the essential good
services at good institutions, but you are going to
change the character of good institutions through
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the insidious process I described previously, as long
as you are willing to support the sub-par hospitals
that are spread throughout the system.

Now the challenge to Government is to get those
hospitals out of the system. I recognize that is a
politically difficult job, and it has legal implications
and an awful lot of factors. But there is a great deal
of money spent in these smaller institutions.

CHAIRMAN GraPski: | am sorry. We have actu-
ally exceeded the time that was allotted to us and
must adjourn. I want to thank our three excellent
speakers that we heard this morning.
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Mobilization for Survival: I. Interhospital Alliances

JOHN M. DANIELSON

CuarrMan RonaLp G. Seaers: This morning
the background work was laid for us with three
very good speeches regarding Utopia. 1 think it is
more like Dante’s Inferno.

We have this afternoon the issue “Mobilization
for Survival,” and three troop commanders that will
lead us through this.

The first speaker for the afternoon session will
speak or™“Mobilization for Survival: The Inter
hospital Alliances,” the multi-hospital system, the
philosophy which lies behind them, the problems
of organizing them, and justification for their
existence.

The first speaker is Mr. John Danielson, Execu-
tive Director, Capital Area Health Consortium,
Newington, Connecticut.

MR. Jou~ M. DaniErson: T hey sent us this thing
that tells us what we are supposed to do, and since
none of the other guys followed their instructions,
I decided that I wasn’t going to follow mine either.

I don’t know anything about mergers, and I don’t
know anything about hospital systems, and I cer-
tainly don’t know anything about acquisitions. So
I thought maybhe I would talk about these in passing
and get to the issue hopefully that we know some-
thing about.

I was watching David, and considering the sub-
ject he was on, I couldn’t help but think of him
sort of representing us as that rooster. The farmer
had significant difficulty’ getting his hens to lay
eggs, and he went to a poultry man. He heard that
this guy had some super roosters, and he bought
one of those for about 5 thousand dollars.

The guy said, “I can guarantee you that if you
can keep him alive, he is just going to be so pro-
ductive that you will get that money back in the
first year.”

He bought him and put him out there on the farm
and got up the next morning. Gee, there were eggs
all over the place, and the chickens were cackling

and happy.
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He thought, man, that is going to he great. He
went to bed and got up the next morning, and the
chickens were cackling and happy, and there were
eggs all over the place. The ducks were cackling
and there were duck eggs all over the place. He
thought, this guy is getting a little over-active, and
he is really a pretly big investment.

He went to hed and got up the next morning, and
the chickens were cackling and there were eggs all
over the place, and the ducks were laying eggs all
over the place, and the turkeys now really looked
very happy, and there were turkey eggs all over the
place.

He began to get worried, and he got up the next
morning and everybody was laying eggs, cackling
and happy, but he couldn’t find a rooster.

He looked around and he said, “Gee, he must
have done himself in.” He looked out over the back
forty, and there were some buzzards flying around
over there.

He said, “I knew it. I knew it,” and he very
sadly went out to get his investment, and sure
enough, there he was with his feet straight up, wings
out flat, and he reached down to pick him up, and
the rooster opened one eye and said, “Hold it right
there and hack away, I am okay. If you are going
to play with buzzards, you have got to play the
game their way.”

I would like to lead off by just calling your at-
tention again to something Odin Anderson read to
you which I think is probably the most significant
part of 93-641. It is, in fact, the intent of Congress.
It is the ten national health priorities as listed by
the joint committees of the House and the Senate,
and it is the intent of Congress. In my experience,
if you fulfill that intent of Congress, you can bend
the regulations so they look like pretzels, and you
will he okay.

It is when you follow the rules and regulations to
the letter, but you destroy the intent of Congress,
that the Senate Finance Committee will have you
for lunch.

I would like to call your attention to those ten
simply from the point of view that at least one, two,



three, four out of the ten national priorities in
health virtually mandate consortia or multi-institu-
tional systems. So if ever you were going to follow
the intent of Congress, you simply cannot ignore
the issue of the development of multi-institutional
systems,

The second priority of the ten is the development
of mublti-institutional systems for coordination and
consolidation of institutional health services.

The third is the development of organized sys-
tems for the provision of health care.

The fifth-priority is the development of multi-
institutional arrangements for sharing of support
services necessary to all health service Institutions;
and the seventh priority is the development by
health service institutions of the capacity to provide
various levels of care on a geographic and an inte-
grated basis. That is your license really to do the
job, and the question is how do you do that.

There are some very basic and long-standing
concerns. There are more than four, but [ am going
to list four of probably the most difficult.

One is concern for the loss of autonomy. The
second is a concern for the lack of responsiveness
if you create another level of authority, and con-
sortia or multi-institutioqal organizations really
ought not to be organized to corstipate the deci-
sion-making process. That is a real concern.

Third, is that it threatens and it tends to threaten
the viability of the institutions. At least, that is what
is part of the concern, particularly the financial via-
bility, through the notion that if you put institutions
together, the idea is that you carve them up, and
you cripple them on the basis that there ought to
be only one gas pump in Manhattan.

The fourth concern is the extraordinarily high
expectations that one has if you combine that kind
of power structure, namely, in our case 200 million
dollars of operating budget, 3500 beds, 2500 physi-
cians, a reasonable length of stay (excluding the
Institute of Living, which is a psychiatric institu-
tion), and about 82% occupancy, most of them
running higher.

So those really are the largest concerns except
for one that may be even more fundamental. Not
very explicitly put, when you build a consortium,
but is the underlying problem, and that is who is
going to become more important, the consortium or
its members?

The visibility of the consortium is a power source,
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even though its members tend to be its power, The
implication is that we couldn’t have done this if it
weren’t for the consortium, and that is a real worry
on the part of the Executive Director, let me tell
you, when you are dealing with the hospital admin-
istrators, particularly,

I would like to run through the responsibility of
the other kinds of multi-institutional systems and
get at something that | really believe I was asked
do to, and that is look at our kind of consortium.

I really believe that we have developed over a
period of time mulit-institutional systems that lead
to the consoritum [ am going to describe to you,
because first of all, we developed chowder and
marching societies of hospital administrators that
met for breakfast, or once a week had dinner to-
gether. I belonged to a couple of those here in Chi-
cago. They were really places that we could tell each
other our problems, but that was the beginning of
sitting down together. We decided what we were
going to charge, what kind of pay increases we
were going to put in, and we shared that with the
big six.

The second is to develop councils for adminis-
trative economies, joint purchasing. These are
largely councils that deal with multiple contractual
agreements that are reasonably easy to vote up and
down and to demonstrate in the show-and-tell pro-
cess that by putting the institutions together, you
“save money.” This is what I call the organizations
to buy brooms better. But it is an important begin-
ning, the issue of the economies of administration
by joining.

The next was the land developers. These are land
development corporations. At least, that is how they
start. I always have to be careful about this because
I tell George Cartmel that his consortium was de-
veloped by a land development corporation. When
things are so bad in town, and you are in the blight
area, you get the mayor and everybody to condemn
the housing around the institutions, and then you
work on a kind of big land development, and you
put all of the hospitals around there, and then from
that you go some place and begin to do some of
those other things. It was an important issue, the
issue that there were hospitals that needed to be
totally replaced, land that needed to be developed,
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and they began to be brought together on that basis.

The next group that developed, and is now really
a very active group, are what I call the hospital
systems.

I really classified them into two groups. One is
the churchrelated hospital system that tends to
bond them together for purposes not unlike the
consortium I am going to describe, to do whatever
they can do together and tend to move towards
some central management office that can make some
major policy and management decisions for the
group.

The other, and probably more effective in terms
of dollars and in terms of economics as far as the
health care system is concerned, is those hospital
systems that are dominated by a single strong in-
stitution which buys up through management con-
tracts or actually physically buys up institutions
and puts together a hospital system.

Probably the two right off my head that I could
think of most prominently would be the Samaritan
Health Services in Phoenix and the Greenville Hos-
pital System. There is a subservient role on the part
of the smaller hospitals, and very clearly, they can-
not regard each other of equal competence since
one is dominant and tends to lend its great expertise
and support to the others.

Now the Hartford Consortium is different than
that, and it may be an evolution out of all of thoese.

I have to now give you some conditions for un-
derstanding where I am going to be going with the
rest of the paper. If you are going to put together
a consortium that deals largely with organizing the
existing medical services, the resources of a group
of institutions medically and deal with the question
of maldistribution, the question of access to those
resources of a targeted community and/or main-
taining a strong leadership role, sorting out needs
of health rather than acquiescing to demands and
do that on the basis that you essentially are respon-
sible for maintaining a perpetual inventory of the
health status of the community, and that with all
of those resources, you can do something about this
“health care delivery system” that everybody writes
about, you must be able to get a handle on the fact
that we are talking about self-determination of
these institutions and their position in the public
interest.

Now we maintain that there is nothing wrong
with being self-serving as long as you are self-serv-

30

ing in the public interest. It is only when you are
self-serving and not in the public interest that we
are in trouble. We seem to apologize for the whole
of our expertise since a very small part of it has
been self-serving and not in the public interest in
our opinion.

The conditions that need to prevail, if you are
going to put one of these kinds of consortia to-
gether, I believe are the following:

First, that the institutions that you are dealing
with have medical practice within them and medical
practitioners within them that are uniformly of high
quality, so you have got no “pus pockets” to deal
with,

I am going to come back to the reasoning for
this.

Second, that the institutions are reasonably well
managed, hopefully very well managed, and that
they are reasonably well financed.

Third, that you have no “cripples” in the group,
because where you have “cripples” in the group,
you have an insecure institution. I am going to dis-
cuss what insecure institutions can do to one an-
other. The sense of merger enters into the con-
sortium when you have “cripples” on your hands.

The Hartford Consortium is a classic. I think
Dick Wittrup would agree that the smoke screen of
the five strong hospitals originally in the consortium
of Mass General and Children’s and Beth Israel and
that group really was the protection and screen be-
hind which you merged the three “cripples,” the
two Brighams and the Women’s. There is nothing
wrong with that. It is just a different agenda.

The fourth is that the targeted population to be
served is identified by institution, either be it ethnic
in the case of Mt. Sinai, to some degree, or reli-
gious in the case of St. Francis, or by some special
relationship. The University of Connecticut, a state-
owned university teaching hespital and medical
school with Children’s being rehabilitation, VA be-
ing Federal, the Institute of Living being a psychi-
atric, so that you are not dealing with the issue of
sameness, since sameness will tend to preclude the
ability of the institution to get to the table, to re-
gard each other of equal competence which, in a
moment, I am going to hope to prove to you is
a necessity if you are going to make these institutions
work together.

Now when this group of institutions decided to
bond themselves together, they did it without the



VA, but essentially these are all the hospitals in the
Greater Hartford area. There are no others. So it
has an enormous advantage, and they fulfilled the
criteria that I have just suggested to you.

Prior to hiring an Executive Director, they sat
down and wrote a set of bylaws, and didn’t expect
the Executive Director coming in to take the leader-
ship role in setting the objectives and purposes of
the consortium. They did that first; and they wrote
the bylaws, and then sent the bylaws out to a group
of people that they thought might be the Executive
Director, 6fi the basis of one question:

How would you manage this based on these by-
laws?

The most important of the bylaws, would be un-
der the powers of the Board of Trustees. Let me
read you Item C under the Powers: “that the power
of the Board of Trustees of this consortium will be
to monitor the quality of patient care provided by
its members, to prescribe the standards of patient
care with specific reference to preventive care, in-
patient and outpatient care, and alone or in coop-
eration with others, to implement programs de-
signed to attain and maintain the highest standards
possible amongst its members in all areas of patient
care.”

“To monitor and set the standards for patient
care.” When I went up for the interview, I put a
little thing out beyond that. I said, “How and by
whom?” But that simply is the guts of this con-
sortium,

Now I will come back to those powers, as I go
along.

Of all the sections of the bylaws, for that matter
the charter itself, probably ‘the most significant, as
I suggested, is in the powers of the Board of Trus-
tees. From the very beginning, those powers tended
to set the agenda for what was going to happen in
the first year of the consortium. That is, that they
would spend the first year working on the decision-
making process, that that was the most eritical thing
we could accomplish. Most consortiums are too con-
cerned about justifying why they have a decision-
making process, and really never get to the point
where they know how to develop a good decision-
making process.

Now it was not to be a vehicle for merger. It was
not to be a hospital system with a single dominate
hospital. The academic medical center, although
affiliated with all these hospitals for their educa-
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tional program prior to the consortium, could not
be the hub of the consortium. It was but a single
spoke for a single territory of that wheel. Nor could
it be the most powerful, richest, fattest and most
famous of the institutions, Hartford Hospital. What
scared the heck out of everybody that really the
father of this consortium was Stuart Hamilton, and
they couldn’t believe that he went into the pool first
to get wet. They figured he must have had some kind
of a special suit on that he would change after he
got in the pool, which didn’t happen,

It was also not to be a chowder and marchin
society (which, by the way, they did have and was
helpful to them in developing this), and it was not
to be an arena to make unpopular and difficult de-
cisions outside these individual hospitals, so that
the administrator could be held blameless on those
tough decisions.

Right from the beginning we decided that could
be a disaster since if all the tough decisions were
going to be made out of the consortium, I would
end up implementing them. If the physicians in the
institutions realized that the hospital administrators
in their ordinary structures within their institutions
were not solving the toughest problems, they would
bypass the management of the hospital and come
right to the consortium, and I would have ther all.
So the idea was I stay out of their business, and
hopefully they would stay out of mine.

It was to be a tripartite union of the expertise of
trusteeship, the medical staff, and the administra-
tive structure. And in my view an arena in which
the medical staffs, without threatening the manage-
ment of any one individual institution, could, in
fact, begin to get in charge of the process of deter-
mining how we were going to reorganize the deliv-
ery of health services of which they were primarily
in charge.

Now it was decided that in order to get at this
question of monitoring the quality of care in those
institutions and setting the standards, that if that
was going to be done, it had to have a strong base
of medical staff. So they assigned the responsibility
of creating and adopting bylaws for the consortium
called the Consortium-affiliated Medical and Dental
Staff Bylaws which was a section within each of the
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individual hospital’s medical and dental staff by-
laws, to the staff.

They got that done, and it was signed onto by
all of those nine hospitals and their medical stafls,
an incredible thing, and the bylaws of the medical
and dental staff of the consortium are two small
pages long. If hospital administrators had written
this, it would have been 3000 pages long, because I
would have wanted to have every exception possible
to protect the interests of the institution. But they
were advised by a very sharp young guy, as a legal
counsel, and used their own good judgment. The
strength of those bylaws, particularly their power
and impact, rests in their simplicity. The strengths
are in three areas.

One is they said each physician must have a pri-
mary hospital appointment in one of these hospitals,
and that if he lost that primary hospital appoint-
ment in any one of those, he automatically lost it
in any of the others in which he was a member since
that was a requirement that he have a primary hos-
pital appointment. Second, that implicit in this
and explicit was that if you were on the staff of
the Manchester Hospital as your primary appoint-
ment and wished to apply for four of those other
hospitals on the consortium staff, they would bypass
the usual and customary credentials committee rig-
marole and appoint you directly on application.

That is of enormous significance because of its
precedent, as you can imagine. It said that Hartford
Hospital regarded all the other institutions’ ereden-
tials committees to be of equal competence to theirs,
and that opened the way to what for years we have
been stymied over, and that is the inability to ac-
cept another institution’s or other physicians’ diag-
nostic resources as of equal competence, and a
whole host of issues of accepting the other institu-
tion as of equal competence.

They kept the integrity and sovereignty of the
individual hospital’s bylaws intact, and each re-
spected the other, since they wanted to have their
own bylaws kept intact. So if they had certain kinds
of rules, and you admitted over there, you followed
those rules, even though those same rules didn’t
apply here. That really is the essence of the medi-
cal staff bylaws structure. It is that simple and
workable,

Next, they sat down to look at the question of
the decisiommaking process. They knew that the
hospitals would tend to lose their walls as a result
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of the newly formed consortium, and that this would
tend to make them a melting pot which makes stew.
They would all come up with some publicly ac-
ceptable standard of blandness that would destroy
them as discrete institutions and viable hospitals.
Therefore, they decided that as a major policy, they
would protect each other’s integrity and sover-
eignty. There was no reason why this couldn’t be
a mosaic made up of a variely of separate entities,
that retained their character, color and identity;
but which, when they were put together, said some-
thing. There was nothing wrong with them being
independent and distinct, viable entities, as long
as they said something when they were put together.

Second, they realized that in every way pos-
sible the hospital needed to be secure. That inse-
cure institutions, like insecure people, take; they
don’t give. If the theory was going to be that the
strength of the consortium was in the strength of
the individual institutions, then it was incumbent
upon each of the members to worry about the other,
so that the other didn’t get insecure when something
happened to it. If you dealt with issues like com-
bining clinical services, you first look at whether
it would cripple anybody in the consortium. What
would it do to the institutions in terms of their
viability?

Now this was a novel idea to them because they
realized that the consortium need not cripple one
member by sacrificing its strengths in favor of the
weaknesses of another, or that any one thing had
to be in one place, and I don’t have time to go
through some examples of that, but I think it is
self-evident.

The idea is that duplication may be in the pub-
lic interest, but not redundancy. It may be in the
public interest to have more of something than less
of something, if the issue was maldistribution and
access. That was a public policy, and we repre-
sented the public and the public’s need for help,
and thought that we didn’t need to apologize for
that.

Now third, it was essential that the hospitals re-
garded themselves as spokes in a wheel, and that
it was necessary that they regard each other of
equal competence, different, but of equal compe-
tence, so that sameness wasn’t going to destroy
them. If they were going to do some things together,
it was very important that they regarded each other
as being different. It wasn’t all that difficult for



them to regard themselves as different because when
I went around to visit them the first time, and once
alone with each individual hospital administrator,
the first thing out of their mouth was, “You have
got to understand now, John, we are different.” If
they are different, you can bring them to the table
of equal competence.

A very mundane example. You are going to build
a house, and you are a carpenter, and you are a
plumber, and I am an electrician. We are not going
to have any problem if I am younger, less educated,
less experienced than you, as long as I am doing
the eleetrical work, and I am not messing around
with your plumbing. The problem is if both of us
are plumbers. No way I am going to regard you as
of equal competence. You are younger, you have
less gray hair. You don’t wear the right suits, any-
thing: age, sex. It will drive you right up a wall
in a consortium if you deal with the issue of same-
ness. So we concentrated on the idea that each of
these institutions was going to be an individual
entity responsible for a piece of the action in a
targeted population.

We have a unique advantage. If you blew them
up, and with good planning, you would put them
right back where they are. So we don’t have a tough
problem with geographic dispersion.

The question was: What do you mean by auton-
omy and independence in a sharing relationship?
The idea was that the Hartford Hospital has a piece
of autonomy and responsibility. It is clearly theirs
and belongs to nobody else. The only place where
they share and commit is there. It is that piece of
the action of sharing that ought not to destroy it.
So we set about to say: How can we make deci-
sions? The original idea was that they would all
vote.

Now voling on an issue of everything over
£25,000 in new equipment or all new programs,
which was built into the bylaws, meant that you
couldn’t have a VA Hospital on board, and even
though they signed on in the beginning, they il-
legally signed on, neither could you have a uni-
versity state-owned hospital because the state, like
the Federal Government, cannot by law abrogate
its responsibility for resource development and pro-
gram to a private corporation. Even in the begin-
ning, one of their members had its right to sover-
eignty and autonomy, even though he paid dues,
while the others did not.
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If each one of them were going to be different,
then you couldn’t vote. You voted with every-
body being different and an expert in their own
area. St. Francis was to know more about what was
appropriate for St. Francis. If you put these
people together to make a judgment on the re-
sources and requirements for viability of St. Francis
Hospital, do you know what would happen? She
would never put anything on the table. Zero. She
would package it, put it in the bowl, get everybody
on board she could before the meeting and chal-
lenge anybody to knock her down, or they would
decide nothing.

We sat down to figure out how you could make
decisions if you weren’t going to vote. It was de-
cided that we had to vote on issues that have to do
with process and recognize that we had to make
decisions around what T call aeveloping structure
and function, deciding the process by which their
conduct would be ruled. You could vote on these
bylaws very easily because you were discussing
process, but you weren’t discussing resources and
programs.

So they do vote, but they don’t vote on the issues
of program and resource allocation. They make
those decisions by consensus. Essentially, the same
rules apply to consensus as they do to vote. If St.
Francis wanted to buy a $250,000 piece of equip-
ment, they had to lay it on the table, and bring this
group to a consensus before they would vote. I ex-
plained that to the VA Medical Director in Wash-
ington when he said he couldn’t join. He said, “I
could join that one, because there is a difference
between laying it on the table and agreeing not to
do something until you reached consensus as against
their ability to vote you up or down.”

Now one can put anything on the table one
wants; take it off; put it back on; change it with-
out threat, but it is agreed that they will not make
a decision until we can get the consensus two times
that that wasn’t going to work. What if you didn’t
have time to reach consensus? On that basis we
decided who was the best and most likely to be
right in a decision like that, since if you voted,
the majority is more likely to be wrong than right,
or at least you have increased the margin of error.

It your ceilings feli down, as they did at the
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Institute of Living, you can’t wait for a month to
bring the group to consensus and talk about whether
you ought to fix the ceilings at a cost of $345,000.
You fix it. What you can do, after taking that ac-
tion, is bring the group together and bring them
to consensus retrospectively. In that case it tended
to inform the rest of the group.

The second time it wouldn’t work is if St. Francis
was doing heart surgery and Hartford was doing
heart surgery, and the comprehensive health plan-
ning people said, “There should be only one heart
surgery in town.” You can talk for a thousand years,
but, Hamilton had his heels dug in, Sister had her
heels dug in. You had to make a consortium deci-
sion. What do you do then?

I gave thém several options. One was that since
I loved them all the same, and I had prejudice to-
ward none, 1 would decide, and they went boo.

I said, “Well, let’s give it to the trustee mem-
bers.” The legal trustee members that represented,
the lay trustees, and the lay trustees said, “Don’t
do that to us. We don’t know anything about it.
We run ball bearing factories and insurance com-
panies.” I said, “Well, let’s give it to the health
department. Let them decide. They love that.” And
they said, “You have got to be kidding.”

So I said, “Well, you haven’t any options left
except to hire a couple of management consultants.
Then you would have to pay them a million dollars
because you would throw their report away.” That
is when you vote.

Now the suecess or failure of this consortium is
going to be dependent on the least number of times
it votes. When we got to that hard issue, and we
put that to these two hospitals, Hamilton said an
interesting thing. “Before I am going to let these
guys vote our fate, that will drive Sister and me to
consensus.”

They divided up the management of this into
three councils, a Council of Hospital Administra-
tors, a Council of the Lay Trustees and a Council
of the Representative Doctors from the individual
hospitals. Each hospital has three members that sit
on that Board. The idea was the doctor was going
to be able to represent all the doctors. That didn’t
fly, and you know that wouldn’t fly. One of the
doctors was a neurosurgeon, and you get on the
subject of obstetrics, and he is not believable.

So the obstetricians say, “What are yon talking
about? Dunsmore is a neurosurgeon,” and that was
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going Lo be really bad, so we decided why not keep
the same philosophy? If it was right that you re-
spected the expertise of each hospital, why-not re-
spect the expertise of what is in the consortium on
all levels of expertise, and put together advisory
committees and forece the issue of obstetrical beds
right down on the chairmen of the Department of
Obstetrics, and see what they do?

Well, T can tell you I would start it with that
one because when I got them together at the meet-
ing, I said, “It is up to you to decide how we are
going to deal with the obstetrical beds.”

They said, “No, no. We can’t even agree on the
time of day. We never have been able to.”

I started to get up and walk out of the room,
and I said, “It is okay with me. Then I will tell you
what is going to happen. Somebody else is going
to decide, and that is not just some threat. I have
got all the horses. 1 can give it away. They are
waiting to do it.”

It is amazing what these guys will do because
they know something about peer review, and they
learned it when they were medical students. They
are tougher on each other by far than you ever
would dare to be. So they advised the professional
staff council on all matters like that, and this idea
that I keep hearing, even some of our own guys
say that the reorganization of the health care sys-
tem is too important to be left up to doctors and
health professionals is nonsense. It had better be
left up to us, and we had better do it in a responsible
way.

There are few organizations that are more sus-
ceptible to conflict than a consortium. It really deals
with the four loyalties: the loyalty to the hespital,
the loyalty to the profession and ethic that is in-
volved, if this is a largely medical consortium, the
loyalty to the patient in the community, and the
loyalty to the newly created consortium.

You know, I don’t want a group of disloyal peo-
ple on my Board. I think that the key to all of this
is to make sure that the loyalty that is demanded
for the consortium is not in conflict with the other
three, | think as a hospital administrator I remem-
bered that when you are dealing with doctors and
other professional people, that your institutional re-
quirement for loyalty ought not to force them to
that position.

The consortium then was really put together to
get us back in charge, so that we could, out in the



open and believably, really get at safety determi-
nation in the public interest.

What we didn’t realize was that if you have all
the hospitals in town, there is no health problem you
can opt out of, because they can’t say at St. Francis,
“We don’t do that, Hartford does that.” So the
blacks knock at your door, and you say, “We really
haven’t got to address that,” hut they say, “You are
the only store in town.” So all of a sudden, general,
acute episodic illness oriented institutions are in
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health maintenance, health prevention, transporta-

tion, alcoholism. You name it, we are in it; includ-

ing a visit from the rape group who wanted to know

what I was going to do about the rapes in town.

1 wasn’t too sure what she was talking about, but

I made the dumb statement that I was going to help.
Thank you very much.
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SAMUEL J. TIBBITTS

CHAIRMAN SPAETH: Our next speakers will be
speaking about the Intrahospital Approach.

Our first speaker in this regard is Sam Tibbitts,
Lutheran Hospital Society of Southern California
in Los Angeles,

Mr. Samuer J. TisBITTs: Thank you. I don’t
want to break the string here. I think I probably
would have been more qualified to speak on multi-
ple hospital systems, mainly because I haven’t run
a hospital in ten years. I will do my best, though.

[ actually think that the climate is right for hos-
pital administtators, trustees and doctors to get to-
gether a little bit now. It has been a little bit diff-
cult in the past, but I think at least we have one
little common denominator. That is, all three are
extremely nervous which means there may be some
opportunity to move them in the right direction.

It seems obvious that the individual hospital has
to do something since the government is moving in
and the financial crunch is certainly there, Right
now every hospital can’t join a multiple hospital
system and possibly doesn’t want to, but certainly
that individual hospital has to do something, and
to me, that something is planning.

I have always been a believer in planning, but
having been through our doctors’ slow down in
California in J anuary, I have now become a very
firm believer in planning, If we had not properly
planned for that slow down several months before
it occurred, we would have been in rather severe
financial trouble.

As it turned out, we own three hospitals and man-
age five others in our multiple hospital system.
Only one hospital during January, even though we
had drops in oceupancy up to 50%, operated in the
red. The others developed a bottom line of any-
where from two to six percent, and we managed to
hold cash flow position in a very reasonable fashion,
That proved to me, if you properly plan, you can
meet most any condition, at least, on a temporary
basis.
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I think, as you know, the planning for evolution
of hospitals as viable institutions capable of shifting
their community role in response fo government
controls, changing conditions and service demands,
requires a unity of purpose on the part of manage-
ment, trustees and medical staff. This is often illu-
sionary and frustrating. However, such a consensus
is imperative if the institution is to concentrate its
efforts on reaching clearly defined goals and avoid-
ing the common pitfall of vigorously pursuing ob-
jectives which in retrospect proved to be contra-
dictory or even mutually exclusive.

Consensus can only be achieved through active
involvement of management, medical staff and
board throughout the entire planning process, Each
participant must be given an opportunity to express
his considered judgment regarding the nature and
scope of services to be offered by the institution,
be apprised of the views held by other participants
and be exposed to those external and internal limi-
tations which somehow restrict the range of avail-
able options.

From this, compromises can then be reached,
differences reconciled and a plan produced which
represents a consensus of aspirations which have
been tempered by the constraints of financial fea-
sibility.

In short, the hospital must develop a strong com-
mitment to continuous self-evaluation in the light
of changing conditions, and this type of internal
assessment cannot be effective in the absence of the
active involvement of the key participants.

Now to achieve the active involvement of the
triad of key parties: management, trustees and phy-
sicians, I believe it essential that a sound and con-
tinuous process needs to he developed, introduced
and maintained within the institution. This is a
process which is exercised within a framework
made possible by a commitment to a set of basic
principles. Now let me review briefly the principles
or beliefs.

First, there must be a well defined plan of action
which embraces clearly defined goals and levels of
expectations, a systematic approach toward obtain-



ing these goals and a determination of individuals
who will participate in terms of a specified time
frame and a degree of responsibility.

The process which this principle embraces is one
which is organized and formalized to the extent
necessary to serve the purposes of the following:
sharing the thoughts and ideas of all parties, man-
agement and employees alike, about goals and ob-
jectives. Having these thoughts and ideas consid-
ered, making sure they know the goals that are
ultimately agreed upon, and then gaining their com-
mitment to the goals.

Now in our organizational system, we have rec-
ommended to our hospitals that they create a plan-
ning committee to oversee the workings of this in-
stitutional goal setting process. This is a committee
whose membership should include the executive
director of the hospital, members of the adminis.
trative staff, medical staff representatives and trust-
ees, of course, and other selected key department
heads, if desired.

It is this group that studies, analyzes and makes
recommendations pertaining to major policy mat-
ters for the future direction of the hospital. Sec-
ond, in each area of interest, there must be trust-
ee, medical staff ieadership and administrative in-
volvement.

Now as an example of how one of our hospitals
has moved toward involving the medical staff in
their planning and goal setting process, this hos-
pital has recently established a planning and evalu-
ation committee of the medical staff. This commit-
tee composed of active members of the attending
medical staff with broad representation from each
clinical section has as its purpose the task of deter-
mining in the form of recommendations through
the Executive Medical Board, short-range—which
by that I mean one year and intermediate range,
five-year goals and objectives of clinical services
based on the needs of the attending medical staff.
It also fulfills the function of evaluating whether
approved goals and objectives were achieved to the
reasonable satisfaction of the attending medical
staff.

Third, there must be close coordination and
good communication among those participants ex-
ploring the various areas since fruitful results are
dependent upon successfully integrating the over-
lapping and supportive items of interrelated areas
of interest. Now it is in this phase of planning dur-
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ing which departmental objectives are developed.

It is important that the process accommodate at
more than one point the need for identifying horij-
zontally related objectives and determining appro-
priate approaches to insuring balanced integration
of these objectives.

The ohjective—setting process in our hospitals re-
quires documentation in a specific format of each
objective committed for achievement. This type of
documentation assists department managers and ad-
ministrative executives in identifying functional
areas of the hospital having interrelated objectives,
and in thinking through the course of actions re-
quired to attain over-all integration and in specify-
ing the degree of responsibility, each involved man-
ager will be held accountable for.

Fourth, all participants must be properly ori-
ented to the new environment which faces hospitals
through a carefully planned factual program which
clearly delineates the external controls which hos-
pitals will be coping with. Of course, this moves
way up in the process and is one of the first things
that should be done. This is extremely important
since if we cannot produce a climate in which the
Participants can approach problems from a cold
objective point of view, the value of the process
naturally will be watered down considerably. Pride,
loyalty and competitive spirit are very important
to every institution, but if emotion is allowed to
overrule businesslike objective decision-making
there can only be trouble in the future,

I realize that the proper attitudinal base will be
difficult to establish for some people, but it seems
to me that the most interested and dedicated per-
sons will understand the seriousness of the situation
they face and that they will respond properly assum-
ing that they have been properly educated. If cer-
tain individuals place politics, personal gain and
personal aggrandizement above the welfare of the
institution, they should be dismissed from future
activity.

As a means of orienting managers at all levels 1o
the environment, hospitals in our system begin mak-
ing their planning process and communicating a
“staternent of conditions,” which identifies both
external and internal conditions caonsidered to have
significant impact either actual or potential, on their
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goal-and objective—selting efforts. This document is
discussed among managers with additional contri-
butions to its content being encouraged at all levels
of the organization.

Fifth. There also is the need for an ongoing orga-
nized effort to extend managerial competencies in
order to ensure meaningful contributions to institu-
tional outcomes. As indicated in my comments
about the planning process, the total managerial
staff of the hospital must be involved. This, then
requires an integrated performance evaluation pro-
cess directed toward developing managers based on
their individual needs to fulf]l objectives to which
they have committed themselves.

Sixth. Finally it is absolutely essential that good
staff support be provided for this entire activity.
This is expensive, but I think it is absolutely essen-
tial that it be done. If it is not available within the
institution, it should be employed from the outside.

So I have briefly discussed planning as a con-
tinuous, ongoing self-examining management pro-
cess. It is certainly only an overview, but I would
like to move now to planning in the institution in
terms of finances. This surely is an area of highest
priority. As already stated, there will be in the new
environment, a very close scrutiny of costs and
charges. Thus, the hospital is faced with the prob-
lem of carefully analyzing itself with regard to its
own individual financial needs and with regard to
how its data compare with the so-called peer group
of hospitals.

In the new environment, the outside regulatory
agencies will place the squeeze on the inefficient,
as we have heard, and cash flow will become even
more of a problem than it is now. Furthermore, the
ability of the hospital to develop a reasonable bot-
tom line, geared to today’s expectations, will be
diminished, anyway, even be extinet.

In general, financial planning takes place in three
areas. They are:

L. Cost containment and productivity.

2. Volume and revenune generation.

3. Prudent use and preservation of capital,

Financial planning, as I have said, is a tremen-
dously big subject so I can only address some basic
questions which I think should be answered by
each institution and which, I hope, will stir up some
thoughtful Processes by trustees, administrators and
medical staff leaders.

In asking the fol]owing questions, I use the word
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we” because I do believe that, again, trustees,
management and medical staff Ieadership. have to
be involved in this financial planning process.

First, cost containment and productivity.

Do we have in our hospital a viable management
with objectives process which follows the broad
purposes and policies of the Board of Trustees? Ts
our budgeting process built upon management
with objectives, involving managers at all levels?
is it carefully done and are our projections within
reasonable degrees of accuracy? Do we reward
managers through an objective evaluative process
for reaching their goals? Does this process also
move managers on an objective basis to higher
levels of competency and performance?

Do we have accurate historjcal data upon which
to project volume, cost and revenue?

Do we know future trends in inflation by class
of expense, manpower, materials, utilities, malprac-
tice insurance et cetera?

Do we have cash flow budgeling based upon
projected inflation, usage, lag time in accounts re-
ceivable, and cash outlay for capital requirements?

Do we have management engineering standards
for productivity of personnel?

Are the control and informational systems we
use appropriate to produce efﬁciency and also to
inform us of trends on a timely basis? Whether
they be favorable trends or unfavorable?

Are our department heads qualified in terms of
their skills to administer a strong quality and cost
containment program? If not, do we have a good
ongeing management training program available for
them? If they cannot learn and are not qualified,
are we prepared to make the necessary changes
quickly?

Do we have ways of determining unit costs of
operations, and do we know how they compare with
comparable services in peer institutions? If com.
parisons are not favorable, do we have the expertise
available in the hospital to make the necessary cor-
rections? If not, are we prepared to engage quali-
fied outside help?

If after careful study, we find that an outside
shared services group, commercial vendor or man-
agement firm can do a better job than we can, are
we willing to swallow our pride, engage them and
get on with the show?

If we do engage outside help, are we prepared,
in an objective manner, to choese the best, based



upon carefully drawn specifications rather than the
“who knows whom” system?

Are we sufficiently innovative and open-minded
to work with other institutions to establish shared
services programs which would benefit all?

Can we convince the medical staff, the depart-
ment heads and others that standardization of sup-
plies, forms and so forth, while maintaining quality
of products through properly drawn specifications,
will be of cost benefit and should be implemented?

Are our personnel policies up to date to avoid
liabilities™and loss through problems with OSHA,
ERISA, affirmative action, unemployment compen-
sation, and Workmen’s Compensation, et cetera? If
not, how do we correct and are we willing to accept
help and expend money for expertise in this area?

There are many, many other questions we could
ask, but let me take a look at volume and revenue
generation,

First, has our utilization review group told us
what the impact of strict UR controls will do to in-
patient volume and outpatient volume, and can we
project this somewhat accurately?

Do we have a qualified, ongoing financial analy-
sis program and a contingency plan to enable us to
adjust quickly to changes and to plan programs to
maximize profitability?

Do we have qualified, ongoing reimbursement
review programs to maximize reimbursement for
government agencies and other cost reimbursers?

Are we prepared to explore fully the potential of
outpatient care trends in terms of revenue genera-
tion, for example primary care clinics, medical office
buildings and so forth?

Are we prepared to explore possible profit-mak-
ing ventures with other health entities, such as cen-
tralized purchasing, computer centers, print shops,
collection agencies, laundries and so forth?

If financially feasible, are we prepared to use
this type of vehicle as a means of generating rev-
enue for the tightly controlled capital situation for
hospitals of the future?

Are we prepared to explore the long-term bene-
fits of deferred giving and life income annuity trusts
for generating hospital capital revenue?
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Here again, there are many more questions
that could be asked, However, it appears to me that
the real question is: Are we willing now, while we
have the time, maybe we don’t have the time in
New York, but I think some of the rest of us do.
We still have time before these controls are so strin-
gent that we cannot move freely. Should we spend
the money to provide ourselves with a true exami-
nation of our current condition and what our future
operations should be?

While it will take money and manpower and hard
work to do the proper examination of the hospital,
it appears to me that this effort is mandatory for
the future well-being and the continued viability of
the institution.

The tools and skills to properly analyze all oper-
ations in the hospital are available. Admittedly at
this time, some would be judgmental, but many can
be completely objective.

Again to summarize, I think we must first ask
ourselves if we are willing to be objective and es-
tablish goals and carry them through within a given
time frame.

Are we willing to look beyond our hospital to let
others assist us or even carry out services if they
can do a better job?

Are we willing to explore and implement joint
effort activities, whether this means merger, coordi-
nating councils, total management agreements or
even new corporations?

Are we willing to explore innovative methods of
health delivery and implement them if they are
feasible?

And lastly, are we willing, if the self-examination
and the trends spell out continual deterioration of
the hospital, to convert this institution to some other
health delivery service through merger or sale or,
finally, to even plan its gradual demise?

I think if we can answer these questions coldly,
objectively, and it is going to be tough, then I would
say we are ready for this great brave new world
that we are now facing.
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GERALD W. MUNGERSON

CHAIRMAN SPAETH: Continuing on the Intrahos-
pital Approach, our third and last speaker of the
afternoon is Mr. Gerald Mungerson, Executive
Director, Illinois Masonic Medical Center.

[

MR. GeraLp W. MuncERsON: Thank you, Ron.
Talking about strategy, one of the early strategies
that T had to address was how to approach this pa-
per being last on the day, and I had great empathy
with Dave’s earlier comment about following Odin.
I sat there and I said, “There are really probably
three things that 1 can do. One is to stay away and
not come in at all until it was my turn to talk and be
blissfully ignorant of what had been said before me.”
I discarded that.

Second, was to sit there and attempt to franti-
cally rewrite what I had already prepared, and I
discarded that and settled on the third and last op-
tion which was to sit there and suffer through the
day and hear everything said that you had planned
to say but resolve that you are going ahead and give
your comments anyway hoping that it all makes
some sense and that your audience will be relatively
sympathetic. It is this option that I have chosen.

It was Jim Hague attending one of the earlier
symposia who is reported to have leaned over to a
colleague next to him and said, “I don’t understand
much of what is being said. But my dad sure would
be proud to know that I’m even here,” and that is
a true story.

As 1locked at the program and found two former
teachers—Qdin Anderson and Irv Wilmot {both
of whom may deny it, but they were) and my pre-
ceptor and first and ever boss, John Danielson, and
Dave Kinzer, the Executive Director of the Illinois
Hospital Association at the time that 1 entered the
field at Evanston Hospital, I must admit I got a little
of that same feeling. I am not sure of what more 1
can offer, particularly after so many splendid talks
preceding mine, but I am sure proud of the com-
pany I'm in.

Since survival is our subject, T did the obvious
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and went to the dictionary to look for some early
clues,

Among the definitions of the word “survival” I
found the following:

“To live or exist longer than—to outlive or to continue
to live after, or in spite of.”

I think you’ll agree with me that there is a certain
element of inevitability in those definitions that I
hope we are not yet willing to accept. At least I am
thinking in more permanent terms than those defi-
nitions seem to imply.

In addition to a definition of the term I think it
is fair to ask “survival from what?” Our careers
could conjure up all sorts of adversaries ranging
from an unreasonable medical staff to an unrelent-
ing community, and all imaginable hazards in be-
tween. But for purposes of this paper, 1 have as-
sumed we are talking about surviving two factors:
The encroaching governmental dictation of a vol-
untary private system and the concomitant govern-
mental thrust to retard our growth and use.

You don’t need any more proof that those are the
factors than what was discussed earlier in the day,
but again for purposes of this paper, listen and
reflect on the following:

Medicare routine per diem ceilings being re-
duced from the 90 to the 80 percent level, $2-603,
93-641, PSROs, and most recently a one billion
dollar Medicare budget cut was proposed in Con-
gress,

I think it is also fair to ask just what entity is it
that we are worried about surviving. Again you
know the answer to that question as well as I do,
but let me at least take the prerogative of putting
us on common ground and say that it is the hospital,
or hospital systems, as a private corporation, re-
sponsible for its own destiny, that I believe we are
discussing.

It is also a system rooted deep into the history
of this country, the voluntary system that I am
thinking of; and it is also a system of private fi-
nancing. Even though the public share, of course,
has escalated rapidly in the last decade, health care



is still privately financed even considering the Medi-
care portion of our public funds.

I believe it is also fair to ask, as undoubtedly
many of you are, should we survive? It would be
suicidal, or at least masochistic, of me to suggest,
to this audience at least, that we shouldn’t and in-
deed the answer is obvious.

But there are a couple of less than obvious ele-
ments at risk. First, of course, is the typically Amer-
ican trusteed or voluntary system. Some of you will
argue that the proprietary system is just as respon-
sive to the patient as the nonprofit voluntary one
because it too must please the client whether he be
a patient or a doctor in order to profit.

But both or either are better than a ponderous
and oftentimes capricious government immune from
the direct pressure of the patient and irresistible
to the pressure of the politician.

A less obvious risk, but equally important, I
believe, is the potential loss of what, for want of a
better phrase, I will call private investment capital.

Whether it be CAT scanners, SMAC units or
contract services, I believe it has been the relatively
independent hospital market, free to make its own
choices that has contributed to the rapid techno-
logical growth that in turn has contributed so heav-
ily to the quality of American medicine.

I believe the United States, indeed the world,
would be worse off without that incentive.

My assignment after all was to help set the stage
for some of the presentations tomorrow morning
by cutlining generically, as Joel is fond of saying,
those things an individual hospital must be doing
in order to survive.

I can’t resist the opportunity—I think I should
do so anyway—to list, at least, and discuss momen-
tarily those forces that seem to be pressing on the
typical inner-city teaching hospital.

First among them is the increasing militancy
among our colleagues in health, the physicians, and
that was alluded to earlier.

They cut their militant teeth a year ago on the
ill-fated utilization review regulations and are cur-
rently sharpening them on malpractice and un-
doubtedly will get their permanent molars on 93—
61+1. Who knows when they will be extracted or by
whom, or even if, but that they are becoming more
organized and aggressive is obvious.

Listen to this letter from a physician as quoted
by Jack Mabley, hardly a certifiable academic
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source, but nonetheless influential and widely read,
and I quote:

“What the newspapers do not understand is the present
frame of mind of physicians in private practice. We are
inundated with paper work from the Federal Government
and threatened with more controls which we have to ex-
plain to bewildered Medicare patients.

“The AMA is demanding that we attend more meetings
to keep up with current advances.

“Academic physicians who do not see frightened par-
ents whose child’s appendix s threatening to rupture are
writing articles that unnecessary appendectomies are be-
ing done. Hospitals are assigning us to committees which
debate every issue from parking lots to surgical indications.

“Lawyers who have advised appeasement settlement of
every nuisance lawsuit for years, are now telling us that
it's our own incompetence which has caused the malprac-
tice crisis.

“The community wants us to go to Rotary Meetings
and advise the health officer. The IRS tells every one that
we go on tropical vacations under the guise of attending
medical seminars,

“I don’t think the public knows how demoralized the
conscientious physician has become. Unions for physicians
are a reality.”

A second force beginning to press upon the typi-
cal inner-city hospital is originating from its own
trustees who, I believe, may be trying to solve in-
dustry-wide problems by acts at the individual hos-
pital level.

For example, at our hospital recently there was
more than the average discussion over whether we
should borrow against the written pledge of a donor
in order to accelerate a remodeling project. The
argument raised was the increased cost to the pub-
lic if we borrowed, which exposed to me where at
least some of our trustees——fortunately not all—
were coming from.

In this case their perspective was not what was
best for Illinois Masonic Medical Center, but could
we better contribute to society by saying “no.”

I 'am told by friends in Blue Cross—and in Illinois
and Chicago at least, we still have them—that Gen-
eral Motors executives have been ordered to get
out and get on hospital boards and do something
about hospitals and their costs.

This, 1 believe, if widespread, is a significant

changc in trustee attitudes that poses an entirely
different set of problems for us.

A third and obvious force pressing upon many
of us is literally the vise of federal, state and local
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governmental fiscal problems. Those of us so lo-
cated as to place us in the position of serving the
indigent publicly financed patient tend to be those
with the highest cost for all kinds of reasons well
known to you.

We tend to provide most of the care to the pub-
licly financed patient, e.g. in Chicago 13 hospitals
provide 70% of the care to the public aid patients
in the City of Chicago and 70% of the public aid
dollar in the State of Illinois is in Chicago. Yet
when a fiscal crisis arises, as you've heard earlier,
it is precisely these hospitals that are caught in the
vise. One side of the vise restricting payment, the
other demanding care.

Well, after that long preamble, 1 come to my
assigniment which was to identify those strategies
a hospital can use to assure institutional survival,

Uniike most of my predecessors, my perspective
is that of a single medical center, not a chain or a
consortium or a merger. | guess the most important
fact for us to realize is that the issue is survival,
not growth for growth’s sake, or service for pride’s
salke, but growth and service for the sake of survival.

Some time ago I was struck by one of Robert W.
Cunningham’s many astute observations of our
field, This time he was addressing himself to the
issue of HMOs and why they, at that point in time,
had not consumed the health market as so many
experts had predicted. He poignantly and I believe
correctly stated: “HMOs would not grow without
the two necessary ingredients—doctors and pa-
tients; and until HMOs caught the fancy of doctors
and patients they would limp along.”

I believe there is good advice in that observation.
Like HIMOs, those of us in health care management
must remember that we can’t do very much without
doctors and patients, and whatever we plan, we must
keep that thought foremost in our minds.

We should assess our institutional strengths hon-
estly and in so doing, remember Cunningham’s
observations. Hospital programs cannot be strong
without identifiable medical involvement or with-
out patient acceptance. Obviously the process of
assessing institutional strength can’t be done in
splendid isolation no matter how competent your
management team may be.

A technique we have used successfully and no
doubt so have many of you, is a one-day retreat
involving trustees, key physicians and management.

The purpose of this has been 1o try and step back
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and take a eritical and objective look at ourselves.

It has done two things for us: Brought about a
consensus on issues and given us the opportunity
to know each other a little better.

Once strengths have been identified, the task is
obviously to build upon them, remembering again
that no matter how good your management, without
physician interest nor patient acceptance, it won’t
fly.

The process of identifying your strengths will
probably automatically do the opposite and that
is to list your weaknesses, Again try to be realistic,
remembering that in survival, it is the financial bot-
tom line that may ultimateiy be the test. Can you
ever rebuild the obstetrics program or pediatric
program? I think there is a tendency among all
good managers or at least confident ones, to think
that we can solve problems, but in the long run, it
may be better for the institution to be rid of iis
problems. Make that hard decision rather than sat-
isfy our management egos by trying to solve them.

Another strategy for survival, I believe, is to look
for a financial release valve that can ease some of
the financial burdens that we are facing and that
undoubtedly will intensify. Such things as an apart-
ment building, an office building, a nursing home,
parking facility as alluded to by Sam Tibbitts can
help. Obviously, you must be sure you are not jeop-
ardizing your charter and your primary job and
I'm sure you will need some creative accounting
to help you in this,

You will need to know your marketplace before
tackling this idea. You can’t foree an apartment
building inte an already over-built area, for exam-
ple, or a nursing home into a community where
there are already enough.

I believe the name of the game for survival these
days is to get out and market, sell, recruit, hustle
for doctors and patients,

Returning to Cunningham’s admonition one last
time, you must have the doctors and patients to
make anything medical go.

Don’t shy away from the courts. Some of you
have had more experience with this than I, but bear
with me and let me illustrate the point.

Last fall our now lame-duck Governor decided
to solve our State’s cash flow problem by freezing
Medicaid rates and creating a Rate Review Board
to establish new rates.

"It was a step designed to penalize the high cost



teaching hospital which the Governor felt was rip-
ping off the system. An attempt to reason with the
Governor failed and ours was not a pleasant session,
as Dave Kinzer alluded to.

We were forced to go to court to seek an injunc-
tion to stop him from implementing the program.
The case has not been tried yet. We lost our bid
for a temporary restraining order, but by going to
court, we have done two things: Stopped the Rate
Review Board from issuing rates of payment that
are below our current rates of payment, and let the
bureaucrats know that we are willing to go all the
way to fight for what we believe is fair.

Incidentally, we received good support from the
physicians in this case and we have returned the
favor by trying to help the physician in his fights
wherever we can.

Most noticeably is their fight, and ours, to obtain
some relief from the seemingly endless malpractice
problem.

In Illinois, hospitals and physicians worked hard
and collaboratively to secure the passage of a State
Malpractice Law that, unfortunately, is presently
being challenged constitutionally. But the collective
pressure on the Legislature did have an impact and
that is worth noticing and remembering.

I agree with Dave Kinzer in saying that patients
and, in general, the local community can be an aily.

In an urban area it is not always easy to identify
your community; but I would guess that it is rare
that a hospital doesn’t enjoy the affection of its im-
mediate neighbors. Very often they use and know
the hospital the best, understand its limitations and
strengths.

These neighbors and patients can be a persuasive
ally, but they too have political limits, and you
should know those. I believe Illinois Masonic Medi-
cal Center does an exemplary job in serving its
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local Latin community, but in Chicago there are
limits to what a Latino minority with an anti-Daley-
machine-alderman can do for you.

Keep your trustees and physicians, or at least the
key ones, informed. The more they know, the less
surprised they will be by unreasonable planning
decisions, outrageous new rules and regulations, et
cetera.

The more they know the more likely they will be
to rise to our side than to the Feds. Incidentally,
don’t keep the physician and trustee apart. Very
often they can tell the story as effectively as the
Chief Executive can if they have the proper infor-
mation.

What does this all add up to? 1 guess what I have
tried to say is that in order to survive, you have to
be the best manager of the best health care institu-
tion in the area. I think that means to me, at least,
two things:

We have to be flexible and ready to adapt to the
changing circumstances around us and be ready to
take a chance when the risk seems worth the poten-
tial pay off.

George Bughee is known to have said in com-
menting about the quality of a new program in
hospital administration, “You can’t teach more than
a faculty knows.”

Well, I've told you all I know and some of you
might say, “That’s not much,” but George had some
pertinent words for that too. He said, “Bat it’s pos-
sible for a student to learn more than the faculty
teaches,”

I hope that has been true today.

Thank you.

with John M. Danielson, Samue! J. Tibbitts, Gerald W. Mungerson,
Dave Kinzer, Odin W. Anderson and Irvin Wilmot

MewmBeR: [ have a question for John Danielson
concerning the relation of the consortium to the
local pIanning agency. Do they deal with the con-

sortium, or do they deal with the individual insti-
tutions?

MR. DanieLson: This is going to sound strange.
We have five HSAs in Connecticut. We should have
two, but we have five. We decided early on when
the bill was first talked about, that we had better
be sure that we had smart cuys talking to smart
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guys, not dumb guys telling smart guys what to do.

You are going to have to pay them to get smart
guys. We began to develop what we call the partner-
ship with the staff of an HSA. We believed that we
have a lot to say about who that agency would be,
namely, in our case the B Agency. We began to
develop early on ways in which we would operate
and work with them.

Now we took the posture that 93.641 never gave
them the right to practice medicine nor the license
to run a hospital. We still had those two, and that
that meant they could tell us what to do, but we
would tell them how, where and by whom. We had
the doer role, we wanted to exercise the doer role,
and that would be the partnership.

We began to work out what the partnership might
be, not to control the HSA Board, because you
couldn’ do that anyway, but to establish our role
of “doers.”

When it turned out that the money that was go-
ing to be given to our HSA was less money than
the B Agency currently has to operate and that they
would have to drop some very good staff people,
it appeared that they would be dangerous to us if
we didn’t maintain their quality. We hit on the idea
that we would help them raise money between now
and July 1, after which time we can’t give them any
money. Help them raise money, so that we can have
a war chest of dollars going in that is matched 40
cents on every dollar by the Federal Government.
It gives them an operating budget to start with that
in their first year or two at least keeps their staffing
structure,

We believe it was in our best interest to help
them do that. Essentially they are not beholden
to us in any way, but we end up maintaining our
end of the partnership.

Does that answer it?

MemezR: Not completely, John. Do they try to
get inside of the structure?

Mr. Danierson: No. The reason they don’t
try to get inside the structure is that they review
and demand accountability of how we reviewed any
item that we dealt with. We had that all open
against the minutes of all the meetings. He and
had a meeting maybe once a week to discuss what
is going on in those hospitals and what they are
doing about developing constraints, We tend to
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operate pretty openly with each other, so he doesn’t
get inside in an official capacity,

MemBER: How do you get around the question
of collusion, in supporting the HSA financially?

Mr. DanieLson: We are not financing it out of
the institutions, What I said was we were helping
them to raise money within the community, where
we have powerful resources through Board mem-
bers, the insurance companies, and the corporate
community where we are he]ping them to raise
money to develop their own war chest. We are not
contributing directly, hut there is an enormous
amount of help if you can understand that.

MeMBER: In this relationship with the teaching
medical school operations, are there levels of affili-
ation as far as the extent to which the school per se
or the individual departments of the school might
have informal alliances with hospitals other than

those in the consortium?

MR. DanvieLson: The autonomy, the right to sov-
ercignity and the necessity to protect the integrity
of the university’s medical center is as clearly their
right as Hartford Hospital’s right is to protect their
own.

Now if you go in with that thought, you can talk
to everybody about who ought to be chief of sur-
gery, but nobody is going to dictate to the dean his
ultimate and final responsibility. Nobody in the
consortium is going to suggest they can’t affiliate
elsewhere.

MeMmBER: Mr. Kinger, your last straw concerned
the incentive for patient preventive health, self-care
or avoiding getting ill. T would really like to invite
some of the other panelists to react to that, mainly
because it seems Jike there is going to be more in-
centive for the patient to take better care of himself.
I guess I have only been at five consecutive sym-
posia here, and I have heard preventive health
talked about each time, but it is the first time I have
ever heard anybody say it was really getting closer.

Mr. Kinzer: I only half believe my tenth straw.
I was trying to say that we have got to do some-
thing. It was sort of a desperate statement. I heard
the brilliant idea that we penalize the smokers, and



I am one of the people that smoke. Maybe I won't
be motivated, but I might be if I have to pay 30
bucks a month more in premium. I don’t know.

Mr. Muncerson: For years there have been
some financial incentives in life insurance to do
something about personal health habits.

The impact of this has been limited. I guess what

[ am deing is reinforcing your skepticism of this
notion.

Mr. ANDERSON: I would like to react to that. As
a non-smoker, I am against it on principle. For one
thing, I don’t think that it is enforceable. I can’t
see that there are enough ascetics in this country
to carry a majority vote, at least on national health
insurance, in order to tax the hedonists, because
I think most of us are particularly hedonistic. As
a humane society, we need to treat both the saints
and the sinners equally.

MR. TiseirTs: Possibly the individual incentive
is not the way te go, but I think management, par-
ticularly of large companies, is very interested in
preventive health. It may be that the incentive goes
with management in order to keep their health care
premium down. I think we are going to see in the
future that some of these large companies will move
into preventive health care and into health educa-
tion in a fairly big way.

Mr. AnDERSON: Well, health education is another
matter, but to legislate morals, our behavior on that

level, I am against in principle. T think it can lead
from one thing to another.

MEmBER: In the Health Planning Act, there is a
section that deals with allocation of cost, an ac-
counting system and inclusive rates. It will carry its
own self and not attach it on to another one. Is that

going to force the reentrenchment we have talked
about?

Mr. MuncERson: Let me respond. I am not fa-
miliar in detail with what you are talking about,
but I have a philosophical approach which is simi-
lar to Dave Kinzer’s this morning.

I think we have some people in the management
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field in hospitals that can beat most any screwball
system that comes down the pike, though this may
not be a screwball system.

This system is going to force reentrenchment, but
only depending on what the rate is, not what the
system is. If the rate is reduced, obviously, we are
going to have to do something to respond.

Mg. Kivzer: We have this silly nonsense going
on in Massachusetts.

The intent of that section is to forbid you to cross-
subsidize on services. Everything has to pay its own
way, and what this would do, if they carry it out,
is destroy start up on new services. It would make
it impossible in many situations to provide services
that are essential and will never pay. I just don’t
think it will ever fly high.

One of the things we are talking about now in
Massachusetts is increasing the inpatient subsidy
of outpatient to get people to use even more out-
patient. I am dubious about that, because we have
been subsidizing it for years, and we are up to 80%.
We can’t afford that, so I just don’t think it is go-
ing to fly.

Mg. DanieLson: You are opening a door. I wish
Irv Wilmot was here because he and I were at a
meeting together not too long ago. I asked him
about how come with all of this erying “wolf,” and
how they were 2ll going down the tube, he always
ended up at New York University Hospital in the
black. He doesn’t look like a guy going down the
tube to me, nor does the hospital, and he made a
very interesting comment.

He said what you do is simply cut back the ser-
vices based upon what income you have, and pro-
duce only those services based on that income.
The public ends up either having to accept a level
of risk that is morally and economically sound to
them, or the)r overthrow the government. That is,
they really start objecting. In the consortium, if you
have all the hospitals in the area, all the doctors
and all of the health providers except the agencies
which we relate to, the question of acceptable level
of risk is something that is going to have to be ad-
dressed by the community at large in a major pub-
lic forum.
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We are caught over the issue that the public de-
mand seems to be that everybody should die a clini-
cally blameless death. Nobody really believes that.
It is the difference between accepting public demand
as if it was something you must do versus sorting
out their needs, which is what they expect. We are
really on the responding to demand.

I heard Alex McMahon say at the New England
Hospital Assembly that the people must stop de-
manding what they are demanding because our re-
sources can't keep up with demand. T am not sure
that they are going to stop demanding. I think it’s
somebody’s responsibility to sort out need.

MRr. AnpERSON: Who can determine what need
is? Can't the public determine what need is if they
want to pay for it?

MRr. Danierson: No, I don’t think the public
can or expects that they will sort out need. I think
that what they figure is they have paid hundreds
of millions of dollars to develop some experts that
are supposed to know something about it.

MR. ANDERsON: We are turping into a paternal-
istic system now. We are turning into a technocratic

paternalistic system of tel]ing the public what they
should have.

MR. Danierson: I think that isn’t such a bad
idea.

Mgr. AnpeErson: I do. I am violently opposed
to it.

Mg. Kinzer: I wanted to add a dimension to
this. I talked about the example of the 75-year-old
lady with the total hip replacement earlier. Before
we had Medicare she would not have received it,
but now she needs it, and the real dilemma here is
that she is on Medicare. Who is going to decide that
she can’t have it? I said somebody has to decide,
but this is really tough. It isn’t as simple as you
stated.

MRgr. Danierson: What I was saying is that the
decision is dependent on how much money they are
willing to spend.

MeMBER: Panelists, as long as you are on this
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topic, why don’t you bring in the third question,
not only the public demands, and what the system
is able to give, but the government that says, “You
give this, but you give it at less than what is optimal
in terms of the professional standards that would
he established.”

For example, drug addiction or alcoholism. A 5-
day detoxification is all you can give. It is better
not to detoxify the guy than to get him in and not
do anything ahout the psychological values behind
his drinking.

MR. TiserrTs: This is the point I was trying to
make. I don’t think our problem is with the public.
The public still thinks we are pretty good. They
think we are meeting their demands for the most
part. Harris did a poll for the proprietary hospitals,
and it comes out very well for all hospitals and for
doctors. Qur problem is with the government, and
the problem is: How do we provide all these great
things that the public wants and the government
doesn’t want to pay for?

Somehow we must force the government to set up
priorities. They have to say, “We are going to spend
so much money for indigent care, for alcoholism,
for drug detoxification, for what-have-you.” The
public then has to know that that is all the money
that is there, and then possibly the providers of
care can be properly reimbursed for the services
they provide.

Memeer: Why don’t you finish that story be-
cause the Harris poll showed that medicine in gen-
eral was doing an acceptable job with 42% of the
public, and the government was doing an acceptable
job with 8% of the public?

Mgz. TiseiTTS: That is right.

MEeEMBER: So we have 8 percent trying to tell
42 percent how to do it better.

MR. MunGERsoN:  just had an observation about
need determination. You heard Irv Wilmot this
morning talk about need determination. It is not
being made at the public level in the face of the
fiscal crisis. It is being made by Irv Wilmot and by
me and by other managers of institutions who are
faced with {rozen rates and reduced reimburserments.
We are making the cuts necessary to live and sur-



vive, and there is no public need determination
from my perspective taking place.

Mg, AnpeErson: I think one thing we have
learned from foreign systems, and particularly
Canada, is that the public is not aroused about the
rising costs where there are national systems which
absorb the cost into the tax structure. It is not a
political issue in the public. It is a political issue
among politicians, and those raising the taxes. But,
the tax crunch for national systems, as far as the
public is concerned, has not arrived yet. Somebody
has to decide priorities as to where the money
should go on the national basis.

MRg. DanIELSON: I want to come back a little bit
to the question which upsets me. We just keep
talking about the Federal Government doing all this
stuff to us. It has been my experience that in the
case of a hospital trustee, when separate views
plague his house, that is, separate advice comes up
from professionals, he will turn away from those
counselors, and he wil] go elsewhere to look for
advice.

Now if you really honestly stop and think about
it, if we don’t come to some agreement about what
it is that the Federal Government’s role ought to be,
it seems to me they are going to go for advice else-
where. That is where they are going because they
are Iistening to four or five different viewpoints.

There are three or four viewpoints at this table,
and I am not sure that that is going to be very be-
lievable because the public represented by the leg-
islator really needs advice.

MEMBER: | guess it is a combination of a ques-
tion and a comment. We have tried to make the
public an issue as far as concern on health and
cost and all the rest in our community, and invari-
ably, if we have a health education series, they
show up for arthritis and heart attacks and diabetes
with a passion. We have a seminar of spectacular
quality, and we never get an audience. The public
does not show. The only people sitting in the audi-
ence are the staff people or the news media people
who are Iooking for a newspaper article the next
(Iﬂ)’.

Essentially, the public is not concerned, and I
think it goes with what is being said. I would have
to disagree with Sam Tibbitts’ Issue about industry
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and labor wanting incentive systems. Unless labor
wanis it in a contract, their incentive right now is
to get more; never less. They are not building in-
centive systems in labor contract negotiations, at
least not yet.

Our Blue Cross Plan has offered several incen-
tive systems in hospital care and in dental care.
You know, if you have an annual checkup every
year, your dental bill is a higher participation. In-
stead of an 80-20, it goes 85-15, 90-10, if you
maintain your annual checkup. Nobody wants to
buy that. They don’t want to buy it. Most of those
contracts are sold as union negotiated arrange-
ments, and they want total coverage. That is all
they want,

I guess the issue is the public doesa’t want less
than full coverage and they don’t really care what
it costs until government gets in the crunch. I am
afraid we are going to end up where Canada is
right now. It is going to turn around and say, “The
way to resolve that is to close X number of hos-
pitals.” We will cut the cost out completely, and
then we will have a reduced market. We will let the
economic forces control utilization and the actual
remaining dollar usage,

Without a Congressional limit on the budget,
how are they going to put a cap on it if they are
going to deliver more?

Mg. TieBiTTS: 1 have to disagree with you to
some extent.

It seems to me management is now saying to
labor: That’s a bunch of money that we are going
to spend for health care. [t’s yours. You spend it
any way you can, but we are not going to give you
any more. Now that puts Jabor on the spot to go out
and buy a health program that may force labor to
go after socialized medicine or some type of social-
ized care.

It may also force us into providing labor and
government with some alternative to that, and I
have to agree with what John said. It is about time
that we let government and everybody else know
what we think should be done with health care,
what we think the prierities are, and then let them
hash it over. But we really haven’t done anything
on that score.

47



MEMBER: Who is “we”?

Mr. TiBBITTS: We, meaning all the people sit-
ting in this room.

Mr. ANpERSON: You mean the providers of care?

Mg, TieBriTs: The providers of care a]ong with
organized medicine,

MEMBER: | am Len Schrager. I am with the
Health and Hospital Planning Council of New York
that Irv Wilmot spoke about earlier. Just to amplify
a little bit on the so-called crisis in New York City,
as you may know, the State Legislature proposed
a bill which would result in drastic cuts in the
Medicaid program. There were a number of inter-
ests in New York City, including the hospital as-
sociation and our council and others, who felt that
this was not the way to do the job. We ought to
give some of the legislators some idea as to what
we think the priorities are, if we are in a
crunch, and we definitely are. For example, New
York City Government is cutting back on its local
tax levy by over a billion dollars, and a Iot of that
affects health services. We felt it was important to
offer some alternative, such as closing hospitals
with the idea that in this kind of a situation, you
don’t reduce everybody to mediocrity. Some alter-
native was offered and the Legislature did relent,
and of course did compromise.

The situation is tough. For example, in ambula-
tory care, they were talking about a reduction in
reimbursement, and what we get is a freeze. So that
I think, based on experience, that it is essential that
providers do offer some alternatives when faced
with this kind of a situation, a ceiling on public
and private dollars in the health field.

MemBER: Should we, and if so, how do we dispel
the politicians from selling comprehensive health
care to everyone as a political issue?

MRr. Kinzer: I tried to say in my talk that we
can’t at least not this year—it is election time, and
nobody is going to be against this, and I am not
sure Senator Kennedy is going to change at all in
his crusade. I think it will take some time.

Some politicians are shaken on the cost issue suf-
ficiently to have second thoughts about the whole
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idea of national health insurance. As Dick Wittrup
said everybody should be for and quietly work
against health insurance. Perhaps there are more
politicians that would just love to keep this up as
an issue and not let it pass.

CBAIRMAN SPaeTH: Does anybody else on the
panel want to comment?

Mg. TisprTTs: In the first phases of national
health insurance, I don’t think it is going to be
comprehensive. Probably the best thing that is go-
ing o come out of it is a minimum benefit package
plus catastrophic health care. We should discourage
totally comprehensive health care on July 1, 1977,
mainly on the basis of cost. There is no way we can
afford it.

MEMRER: When 1 was much younger than I am
now, I was being pretty aggressive one day in an
executive committee meeting. A wise old doctor
leaned over and said, “Your problem is you think
every problem has a solution.” Somebody also said
to me the other day that if something was rational,
it wouldn’t need to be political, and I think that is
the point that Odin Anderson was talking about
this morning.

If you try to be rational about allocating health
services, you end up in absolute absurdity. The only
alternative that is left is to grease the squeaky wheel
which is what we all do every day anyhow.

One of the things that we have never had artic-
ulated, probably because it is a very unpleasant
subject, is how health services in fact get rationed.
For example, I have a notion that one of the things
that is an important factor in rationing health ser-
vices is the limitation on doctor’s time. If the doctor
can only see so many patients, then only so many
patients can be seen.

You realize that Massachusetts cried because the
general relief category was cut back, and you go to
Arizona with a large Chicano population and find
out that they never had Medicaid to start with. Now
there is some kind of an effective rationing system
that is going on without any policy, without any
blame on government, or whoever it is. It seems to
me that one of the things that all of us could benefit
from, if it is politically possible to do it, is some
better understanding of how the rationing system
works.



Dave Kinzer did a good job in Massachusetts of
crying gloom and doom all over the state about how
everybody was going to be bankrupt when the gen-
eral relief went off. We had a lot of discussion in
our own place, and T said we use the Kentucky sys-
tem. They said, “What is that?”

1 said, “Just make it so damn hard for them to
get in that they give up.”

The truth of the matter is that I don’t know what
other hospitals are reporting in Massachusetts, but
we had a couple of bad months, and these patients
disappeared. I don’t know where they went.

Mg. WitTRUP: What I am saying is there is an
unspoken rationing system, and 1 have a suspicion
that it is the only one that will work.

Mg. Kinzek: I wanted to ask a question related
to informed opinions about appropriate allocation
of resources. The classic example of this is what
we have done for the old people which is costing
a bundle, and there still is abundant documentary
evidence that we are doing a lousy job with chil-
dren and teen-agers.

There are going to be 28 million people over 65
by the turn of the century, I wonder, even if we
express the opinion that more money should be
spent on kids, will this dissuade them in any way
whatsoever ahout their rights to medical care? Wil
there be less insistence?

MRg. TiBBITTS: No, I don’t think it will.

We must come to grips some time with how lor.g
we are going to carry these old people on artificial
respiration and everything else just to keep them
alive. We are going to have to get rather coldly ob-
jective. Tt may be extremely difficult for doctors and
hospital administrators to do that, but those are
some of the hard decisions that have to be made.
We are spending a lot of money that shouldn’t be
spent on older people just to keep them alive for a
couple more months.

A rather interesting thing has happened in Cali-
fornia with this malpractice crisis we had and the
doctors’ slow down. Our occupancies have not gone
up to what they were in the previous year. They are
still down.

Two things, I think, have happened.

Number one, patients have found out that prob-
ably they don’t need the doctor as much as they
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thought they did, so they are not going te see him.
Office practices are also down. Number two, a lot
of doctors in California are going uninsured be-
cause they don’t think they can afford the malprae-
tice premium which means they are not taking the
high risk stuff, and they are keeping patients out
of the hospitals. That is a devious way of doing
what you want to do, maybe. I don’t know.

MemBER: There isn’t any other way to do it

Mr. AnpErson: I don’t think providers should
arrogate to themselves what they regard as the
proper allocation of resources. They don’t know
anything more about the proper allocation of re-
sources than anybody else. What the providers
should do is say: Well, if you want such-and-such,
this is what it is going to cost, and here are the
possible benefits.

I hope we can educate the body politic suffi-
ciently. If we can’t do that, then it is really a mess.
But I don’ want to see the providers arrogate to
themselves what you should have,

Mg. WacNER: Mr. Anderson, I am somewhat
interested in the curriculum that you now have for
future administrators because I hear today a rather
raive understanding of how the political process
works, how laws are passed and how public policy
is developed.

I wondered to what extent currently you have
included in your curriculum courses in government
and public policy, the formation of a political opin-
ion. Laws don’t get passed because politicians want
to pass them, and politicians never create issues.
They ride them, and government isn’t just some
sort of third force that drops down from Mars.

Unfortunately—I guess it is a shame, that we
don’t feel that government is as representative as
it once used to be. It still is somewhat representa-
tive, and 1 think the folks here are kind of kidding
themselves on these issues that the public really
doesn’t care or the public is demanding this or that.
So perhaps you could enlighten me as to how you
handie this in the curriculum.

Mr. AnpeErsoxn: Here is what we have along the
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questions you ask. I have a course in public policy
and comparative health systems, and I try to show
how the various health services have deve]oped in
different countries, in different contexts, and what
the stages of decision-making have been with re-
gard to certain issues. That has narrowed the alter-
natives.

But now we also have had with us this last year
for the first time, a political scientist, Ted Marmor,
who is interested in public policy of health and
welfare. We are now teaching our course jointly.

Mr. Muncerson: 1 didn’t have the benefit of
Odin’s policy formation, obviously, but I have a
little practical political experience that took place
in the last year and gave me an awful lesson in fu-
tility that maybe somebody can contradict. As I
mentioned, we were facing an imposed freeze of
Medicaid. Four or five of us were lucky enough to
go down and meet with our Governor who is fortu-
nately now a lame-duck. We tried to persuade him.
We the providers tried to offer to him other Ways
in which he could deal with this cash crisis that he
was facing.

We talked to him at that time about fraud in
the Medicaid program. We knew where the labora-
tories were that you all had heard or read about and
what was taking place. We talked about fraudulent
recipients of public aid. We talked about the possi-
hility of helping him decide, or his Cabinet decide,
what kinds of benefits to cut se]ectively to accom-
plish what we are talking about.

After two hours the answer we got was, “Well,
don’t talk to me ahout these problems. There aren’
any votes in the Medicaid program. Nobody really
cares about the sick.” I don’t know where you get
that kind of political education, but it is a tough
one to receive, and it is tough to bounce hack again.

MR. ANDERSON: Did he say that there aren’t any
votes in the Medicaid program?

MR. MUNGERSON: Yes.

MR. ANDERsON: That is real candor. 1 admire
that candor!

MR. DANIELSON: By the way, in a state like Con-
necticut, Odin, that has been said to me more than
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once by a politician because we are second in per
capita income and we are something like 46th in
per capita expenditure for health. The poor don’t
elect anybody because we are so rich. | don’t think
you can generally say that the politician is not re-
sponsive to those things,

1 think that we are not all that politically naive,
Mr. Commissioner. We just run into maybe a dif-
ferent level of the public policy formation, particu-
larly when enormous constraints are on the politi-
cians to do something about cost and so on. But
they use—-they, being the politicians and the legis-
lators-—an unfair tactic on us, a terribly unfair
tactic, It’s called logic, and they want this whole
thing to be logical.

When you try to explain whole pieces of the
heaith care system in terms of logic that the ordi-
nary guy can understand, it is very tough to do.

I think you probably can’t organize this nalion-
ally. I just simply don’t think it is possible for the
American Hospital Association, AMA, the ANA and
the whoevers to organize with one beautiful unified
voice to advise the great body of trustees called the
Congress responsible for the health of the people
the way they would like. Therefore, it seems incum.
bent upon us to break it down into small manage-
able parts. It is important that those representatives
that go to Washington from that area have a unified
voice. I think if there is anything that these con-
sortia or health systems or multi-institutional sys-
tems can do, this is it. I think that is what is im-
plicit in 93-64].

I don’t think we are all that politically naive,
I think we are responding to people who are asking
us to be logical about almost illogical problems.

MEMBER: In talking about survival today, I have
heard the concept of a cut-back in services men-
tiened many times. There has been little talk ahout
cut-back in education which many of our institu-
tions are deeply involved in, or even the impact on
education.

I wonder if the panelists would comment on that
in the context of survival?

Mr. KINZER: Speaking particularly for the teach-
ing hospitals of Boston, they don’t even want to
talk about it. Whenever you bring up cost control,
they skip over that subject. I don’t know how we
are going to get a handle on that,



Mg. Danierson: [t goes back to our inability
to be able to deal except on single parts,

You must remember that at one time every drug-
store ran a medical school. We made a great hero
out of Flexner whose single, clear message was: If
you educate fewer doctors, you are going to have
better doctors, and therefore, the health care of the
people is going to improve.

It wasn't until 2 number of years later that the
great accusation, now cyclic again, was: It’s the
doctor that is keeping the young guys out of going
to medical school who ought to go to medical
school. If we had more doctors, everybody would
be taken care of better.

Now you pump those medical schools up, so that
coming out of the tube now are going to be a whole
host of doctors, more doctors than we need, and
we are now heing told by the Federal Government
through the Kennedy’s legislation that we have got
to restrict the number of doctors, and certainly the
number of specialists, What I am suggesting is that
we are always behind the public policy; public pol-
icy being whatever the popular political demands
are.

I think that thers are some issues right now
about cutting the cost or sharing the cost of edu-
cation of house officers. When they were paid $25

. a month, room, board, laundry and all they could

steal, nobody cared how many of them you had.
But that price tag right now is over a billion dol-
lars, and it’s piggy-backed right up on the patient
care. Not one nickel of it is paid for by the partner-
ship, the partnership of the practicing profession
where these guys actually do the work. These fel-
lows keep them in private practice because the
practice of medicine has moved into the hospitals,
and that is where their partners ave.

We can come to grips with some sort of a shar-
ing relationship of that kind of costing structure,
where a third of that is on the partnership right off
the feed pool, a third of it is on the basis of care
and organization of the hospital, and a third of it
i= off an educational front-end funding that is rea-
sonahle. But, nobody comes up with a reasonable
and logical way to do it. They wait until the Ken-
nedy Bill or somebody outside the system tries to
make logic out of our illogical system.
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If we really begin to talk about getting angry
about the survival question and not having enough
money to survive, we begin to lose probably the
most important image that is going to keep us in
the public heart. The hospitals have always had an
image of compassion. It is the role of the institu-
tion, and if the institution can’t fall in love with
their communities, be they bad, dangerous and
tough, nobody is going to. We are never going to
get the support of the people.

Even in this room we are becoming angry, angry
at the poor people, and okay, we won’t serve them.
Make it tough for them to get in. Where do they
go? I don’t know. We have to be careful that we
don’t lose compassion. Because if we loose com-
passion, we have lost it all.

I am not so sure but what we may be in a eyclic
relationship both in terms of education and in terms
of service, and that is that the “Robin Hood” theory
was not all that bad.

CHAIRMAN SPAETH: John, what is the “Robin
Hood” theory?

MR. DanieLson: The rich pay for the poor.

MR. Muncersox: T was going to address myself
a little more specifically to the education question.

The physicians just don’t like to talk about it.
They begin to talk about it when you lay out the
choices and say to them, “If your choice is two or
three less house staff next year or the inability to
serve in the laboratory the patients on a 24-hour
basis,” they begin to come around.

We were faced with this last year at Illinois
Masonic, and we were successful in getting the phy-
sicians to reluctantly agree to eliminate 10 to 12 of
the house staff positions prospectively. You don’t
release them right away, but prospectively, off the
rolls.

There are some mitigating factors with that, but
if you involve them in the decision process, some-
times they come around and say, “Yes, we have to
do something about that.”
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CHAIRMAN RicHARD D. WiTTRUP: As a member
of the committee that helped put this session to-
gether, I thought I should add one thing to what
has been said. The title of this program needs to
be attributed to Milo Anderson, who, as I recall, is
the one who came up with it about halfway through
the meeting. I hope that you will recognize the
usual Anderson hyperbole in that language and
sense that I don’t think any of us were concerned
about survival in a litera] sense, at least not those
who tend to attend these meetings, a]though per-
haps some others will need to be, Rather, survival
in the sense of maintaining a desired level of per-
formance or scope of activities s our topie.

We have this morning what is intended, as some
call it, as the show-and-tell part of the program. We
have hopefully a list here of seven survivors, and
the intent is that against the background of the en-
vironment that was discussed vesterday at some
length, they would tell us briefly what particular
things they have done or their organizations repre-
sent that bears on the question of how to survive
in Utopia.

With that as an introduction, let me present the
first speaker of the morning. I am going to follow
the pattern of yesterday and not recite the pedigrees
but simply indicate the present affiliation of these
people.
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We will start the program with Bob Cathcart who
is President of the Pennsylvania Hospital in Phila-
delphia and I think has something to do with the
American Hospital Association these days, but ]

forget exactly what it is. Bob, do you want to begin
this?

Mr. H. RoBERT CATHCART: Thank you, Richard.
My ten minutes is to discuss the survival, at least
the survival to date, of the Pennsylvania Hospital.

The nation’s first, and probably the best way to
put it, oldest hospital, which is 295 years old this
year, is caught in the old city and a very mature
city; in a city that is losing population, in a state
that is Iosing population and in a community that
has changed its characteristics seven or eight times
during its history,

It had a reputation of elitism. It had a reputa-
tion of exclusivity. It had, and still does have, a
wall around its various departments and it had no
medical school affiliation, in a city that had six
medical schools. It has a history of a charity hes-
pital when the sick poor were a dying race, and it
had a certain degree of complacency because of a
substantial endowment that permitted it to be a bit
arrogant,

Because of these factors, it was necessary lo join
in with the revival of the community in the early



Fifties, the political revival, and take advantage of
the neighborhood redevelopment program and deal
with several factors. Establish a medical school
affiliation, establish full time academic department
heads and then put great emphasis on fee for ser-
vice, individual solo practitioners, and then take
part in the great New Society Programs. It estab-
lished mental health centers and neighborhood
health centers and various social programs of that
type.

Let’s see what some of the results have been. The
community health center, for example, has been
obviously of great service to people, and it has also
drawn the fire of neighborhood groups. It has drawn
the fire of the people who were interested in civil
rights and it has been drawing the fire of union
organizers. It very well could mean the unioniza-
tion of the total hospital because of the unioniza-
tion of one segment.

It has provided inpatients in an area where the
patients were needed, in a hospital that needed pa-
tients, and it has created a great demand for ad-
ministrative time and judgment. Neighborhood
health centers and various political pressures, vari-
ous political groups from the community board, (al-
most an antagonistic development) have demanded
uncountec} hours of administrative time, judgment
and effort. It, too, has contributed. to the inpatient
strength of the institution.

The institution participated in the development
of prepaid group practice activities on a regional
basis, and it has been successful in fostering a pre-
paid practice delivery point which has delivered
about 800 patient days during the last fiscal year
and has done this at a tremendous cost adminis-
tratively and just plain old dollars of subsidy of
$150,000 a year. But, we hoped that this might
very well develop as a substitute for its historic free
clinics and that just hasn’t happened yet.

It participated in the maternal and child health
programs brought in because of its historic leader-
ship in obstetrical care and is now beginning to
become a regional maternity center because of the
referral of patients in cooperation with the City
Health Department. The last six months for which
figures were available in the Philadelphia area, it
had the largest maternity service in the City. It s
probably the first time in the history of the hospital
that it had delivered that number of babies. Fow-
ever, the number of habies being delivered now is
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still some 70% fewer than when it peaked some ten
years ago.

It has been deprived from physical facilities, and
its original building is now 221 years old. It was
used for inpatient services until four years ago, so
it is still struggling and trying to make its way in
the community.,

I think that it would be fair to say that it is still
operating at least 15% below its optimum capacity.
Certainly the decision, the returns from the com-
munity and from its own actions, are still not in.
Will it be vital, and will it be an organization that
can carry on and meet the needs of the community
as we enter strong regulation of health care facilities?

The Commonwealth of Pennsylvania has not yet
had the control of legislation and mechanisms that
we see in other states. Will this institution be able
to adapt that and accommodate to that? Will it be
able to keep moving in developing strong ambula-
tory services?

There is a history of ambulatory services, but
will it be able to change its rather anachronistic
services into services that will be responsive to peo-
ple who carry Blue Cross cards?

Will it be able to continue its thrust into inten-
sive care activities? The planning of the institution
is that in a very short time if you are going to be
a hospital, you are going to have to serve intensive
care, provide intensive care in the community, or
its costs will not permit its providing any care.

After some nearly 50 years of operating losses,
the institution has been able to have a slight operat-
ing gain during the past three years which may be
some index of its vitality.

It has been successful in achieving greater pa-
tient days, a gain of about 12% of patient days
over the previous fiscal vear, [ suspect that the best
way you can describe this is that ten years ago it
was absolutely easy to demonstrate that it would
he bankrupt within three weeks. Now we can guar-
antee that it will be bankrupt only in about 14
months.

You can measure return in that way, but again
the question is: Is it prepared for the trends toward
ambulatory care, towards greater regulation, to-
wards participation in patient education and health
education activities of the community?

The management of the hospital thinks it is mov-
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ing in that direction. In that way it hopes to be
prepared for this. It is building up a good data
hase. Tt is building up good management systems,
and it is reinforcing its ties with its community, its
local neighborhood as well as with the over-all
Philadelphia Community.

Because of time, I think that is the summary that
I can give at this moment.

CraRMAN WiTTRUP: Thanks, Bob.

Yesterday an acquaintance of mine on the pro-
gram quoted me once or twice and said perhaps the
only reason I could still afford to tell the truth is
that T haven’t built a hospital yet. If you are pre-
pared for truth today, I guess you will get it from
the next speaker who has just retired from a hos-
pital, and I hope is now back in a position where
he can tell the truth again. Some one who is known
to all of you from many years back, Stanley Fergu-
son, who 1 see is now a consultant at the University
Hospitals in Cleveland.

MRr. StanLEY A. Fercuson: Before I start, let
me read this paragraph. It comes from the Weall
Street Journal of April 15. 1 have changed a few
words to disguise what it is about, but it is to show
you that perhaps we are not alone in our survival.

“Finally, the experts were unable to foresee the
explosion in the cost fostered by inflation, increas-
ing complexity of technology and production prob-
lems.

In 1967, planners usually assumed that if some-
thing new and exotic could be built, it would be
built, Today cost constraints threaten to keep many
futuristic plans on the drawing hoard. Thus, experts
are more cautious in their long-range predictions
than their predecessors in the 1960s,”

This is from an article that was written having to
do with the Pentagon and the Department of De-
fense. They were talking about modern weaponry
and Pentagon experts, but you notice the words are
the same. We could fill in our own words to it our
own industry. So apparently survival and insufficient
resources are not new only to our field, I think it is
always reassuring to find out other people have the
same problems we do.

The program yesterday pretty well described
the environment in which we are currently living,
and perhaps something we can look forward to. I
have been asked to describe some of the actions
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we have taken in the past decade that recognize

- some of these environmental {actors.

First, let me point out we are a large teaching
hospital which is private. We have heen associated
with the medical school approximately 100 years.
We are in a complex which includes schools of
Dentistry, Medicine, and Nursing. There has been
a history of community planning in Cleveland that
is perhaps unique. It reflects many of the charac-
teristics of the community, and therefore, planning
in this sense is not a new subject for us.

There have been cost controls to a certain extent
through our Blue Cross Plan on reimbursement
including capital reimbursement, and T mention this
to indicate where we have been.

However, Medicare obviously was a new force
in the Sixties, and it was a more potent participant
than anyone else we had ever engeged, and further-
more, we had little experience in how to associate
with them. Therefore, I would say that since 1965,
we have been perceiving that there would he more
control from outside sources, and we accepted the
principle, I believe, that the program in the future
would always reflect outside interests and no longer
would solely reflect the interests of the people with.
in the organization (trustees, .administration, and
particularly physicians).

No longer would we have in-house decisions
solely.

As all of you know, in the past decade, or even
the past 25 years, if any institution and its staff
agreed something was needed, obviously it was in
the public interest and obviously it could be fi-
nanced. There was no shortage of funds.

But then with all this coming along, I think that
the price and the cost controls that we have in the
mid-Seventies certainly taught us that we had to
learn how to say “no,” and change our strategy
from constantly saying “yes.”

By the way, there is a different order of manage-
ment in order to say “no.” Saying “ves” is easy.
You don’t need to know an awful lot of what you
are saying “yes” to if you have all the resources to
say “yes,” but when you say “‘no,” you then have to
demonstrate to the party you are saying “no” to,
that you know more about his business than he does
or else, talking about rationality, you have to con-
vince him that the facts you have are more potent
than those he would propose.

This leads you into the whole area of preplanning



1d also more information, appropriate informa-
n, not all the information in the world.

We also accepted, I believe, that the hospital
as going to be the primary focus of control. I
hink that all the legislation so far indicates that
iis is so. Physicians still have a favored position
1 legislation. Medicare certainly demonstrated that,
md you will notice at the present time with PSRO
nd utilization review, they seem to get their point
f view across in a way that the hospitals cannot.
"his is probably due to the fact that the institution
ow has become the focus of the attention of the
i:ublic. So therefore, you are talking about the sur-
rival of the institution as well as the people within
It.
j

i This caused us to recognize or to accept the fact
that the physicians are a major part of the family,
&he institution And, it seemed to us that somehow
our strategy had to be developed in order to permit
the growth of this understanding and acceptance
on their part, that the hospital included them as
well as trustees and administration. They were part
of it.

! They had to view themselves in this way, because
.as the saying goes, “if you haven’t got doctors and
;you haven’t got patients, you haven’t got a hospital.”
{This meant that we had to start to examine with
ithem their understanding of what their programs
 were, what their involvement was, and also what
{their responsibilities were in order to accomplish
 the purposes of the hospital.

Not only the purposes of their educational pro-
grams, not only their responsibilities for their pa-
tient care programs, but what together were their
responsibilities for the survival of the entire hos-
pital.

By the way, we didn’t use the term “survival”
when we began, but within the past few years, as a
result of involving them in examining their role and
their activities and causing them to assume respon-
sibilities as managers, so to speak, it has been inter-
esting that they are the ones who began using the
term,

We had one advantage, if you wish, and that is
being a large teaching hospital. We had a rather
small executive committee which was known as the
Medical Council, and under our hylaws, which by

the way are very simple (at least the trustees’ by-

laws are’, there was no fjuestion about it, they
had responsibility for the professional and medical
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care of patients in the hospital. These words have
been on the record for about 40 years, and they still
stand. Nobody ever wants to change them. So they
had accepted this and understood it, and it was now
a matter of getting them involved to a greater degree
than they had been before.

This led, of course, to accepting the fact that
there had to be a corporate consensus about what
we were about and what we should do.

It so happened that in the early 1950s, the medi-
cal school had evolved what has become known as
the Case Western Reserve Curriculum, and in es-
sence, what this did was to indicate that the stu-
dent wasn’t farmed out to individual teachers, but
that there was a semblance of order and purpose
throughout the faculty and that the entire faculty
had to be concerned about all parts of the educa-
tional process.

This worked in our favor because it caused the
medical component, the Medical Council, who are
also the directors of the school of medicine depart-
ments, to see themselves as having a concern for
something larger than their individual departments.

At that time, in 1953 and 1954, we developed
a statement of goals and objectives for the medical
school and the University Hospitals. This served
us well for about ten years in planning and devel-
opment of programs and facilities, but then about
six or seven years ago, it was obvious that the plan
had been ante-dated, and therefore, the question
was how to get this re-examined.

It was possible for us, because of this feeling of
consensus and corporate responsibility that the
Medical Council took the lead in this.

We of course, were involved in urging it, and
they sat down and spent about six months with one
of them acting as the director of this review. They
established a view for the next 10 to 15 years. [t
was very interesting that they, too, talked about
survival.

Keeping in mind that we are a tertiary care in-
stitution, they had to examine deeply their commit-
ments to care other than tertiary care. This, of
courre, gets you involved in the whole area of edu-
cation, how much primary care, family practice,
comprehensive care, and all the rest. But they did
complete this, and we then submitted it to the
Board of Trustees. gained acceptance on the basis
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of the principles involved, and since we did not
have the in-house capability, we asked outside peo-
ple to come in and help us to develop this in terms
of a long-range plan to 1985.

At the same time we have been doing this, we
also saw to it that we developed the management
capability in the entire organization, because as I
pointed out earlier, the data you need in order to
do planning, the data you need in order to manage,
constantly has to be increased and improved. Your
budgetary processes always have to be further re-
fined.

We took all of this into account, and in develop-
ing our management capability, we worked hard to
get all levels of management to understand the hos-
pital’s overall goals and purposes and also to assign
responsibility for initiating programs at the sub-
department levels.

I am talking now about other than medical de-
partments as well, to participate in setting stan-
dards to be capable of operating with the physician
component of the hospital. In other words, it wasn’t
we and they. It was everyone to work together and
also a constant program of upgrading personnel
because we felt that we were going to be in a very,
very competitive arena.

Also, we believe that, as was mentioned here yes-
terday, the laws that are passed principally nation-
ally are then translated into regulations, and obvi-
ously they are interpreted by people other than
those who drafted the laws.

We felt that we had to have constantly available
to us, expert people at the legal and financing levels
who could participate with us in the interpretations
and understandings so that we could get the maxi-
mum freedom of action within the regulations as
they are written. And, believe me, as someone
pointed out yesterday, the regulations don’t always
reflect completely the intent of the legislation.

I would say on the basis of this that what we try
to do, and I believe we have succeeded to a degree,
(and now it is a constant attempt to continue this)
is to gain acceptance by the medical staff, the trust-
ees, and all the personnel of the hospital. We all have
a common goal and it will be the institution’s sur-
vival which will benefit all of the individuals con-
cerned.

CuairmaN WirTrUP: Education has always been
an important part of the hospital function, and as
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one related to that side of our activity, we have with
us this morning, Dr. William Fifer who is Director
of the Regional Medical Education Center for VA
Hospitals in Minneapolis. Dr. Fifer.

Dr. WiLLiam R. Frrer: I am not going to say
anything about education at all, Instead I was asked
by Joel to share with you some things from our own
experience which would seem to be of importance
to you. The one that I chose to talk to you about
is my activities in the last couple of years as Direc-
tor of a Health Services Research Center at a “think
tank™ in Minneapolis called InterStudy.

InterStudy may be known to you as the home of
the health maintenance strategy. Dr. Elwood, our
President, has been very interested in public policy
analysis and research, especially in relation to
health policy, and our efforts in the last couple of
years have been to influence policy-makers to pay
vou for results or outcomes instead of your outputs.

I think that we have made some advance in this
direction. I would like to spend my 10 minutes in-
dicating what I believe the implications of our
advice to policy-makers are to you. The most evi-
dent result of our policy advice was, of course, the
passage of the public law related to assistance to
health maintenance organizations. We believe peo-
ple are listening to the concept which ties in to
what we heard last night that those who pay for
health services will begin to pay for results instead
of a list of outputs.

So with that general background, I thought I
would outline for you in my 10 minutes what I be-
lieve is the evolution in your accountability point
of view, and may significantly reorient the mission
of the hospital and might be a “strategy for your
survival without growth.”

I thought I would outline briefly in our time
together what present day accountability looks like,
and what evolving accountability is going to look
like. The hospital’s choice is either to be involved
or not to be invelved.

Present day accountability in general is for cost
which deals with the questions of necessity or ap-
propriateness of health services. We boil those down
operationally into programs that ask questions re-
garding admission, the length of stay and the con-
sumption of ancillary services. That’s familiar in
terms of what we know generically as utilization
review.



The mechanisms that ask you to be accountable
for the most propitious utilization of scarce re-
sources are, of course, the PSRO legislation, the
fiscal intermediary, the state agency which controls
Medicaid dollars, and a variety of regulatory at-
tempts usually by public bodies which I included
under the general headings of rate review, ceilings
and freezes. The over-all posture is “we won’t pay
for things that aren’t on our approved list,”

The mechanism, the club, is; “Don’t pay!” This
cost accountability and the regulatory mechanisms
that attend it focus on health care processes, what
we are allowed to do based on the question of: Is
it necessary, and is it appropriate for that patient
in his or her clinical situation?

The second arm of accountability, which is coun-
tervailing to cost questions is that of quality. In
general, there have only been motherhood kind of
statements about it because there is no general per-
ception that anything is wrong with the quality of
health care in this country {until the New York
Times published its 7-day series of articles which
upset people) and I think we feel no real quality
pressure at the present time, certainly compared to
the cost containment pressure we feel.

The mechanisms that handle this at the present
time are the Joint Commission and the malpractice
mechanism, which of course, is becoming more and
more potent. In general, whether you do a good job
or bad job, you still get paid, and “quality” at the
present time focuses much more on input and pro-
cesses than it does on outcomes. Inputs are the
structural eriteria or the capability or readiness to
deliver a good product, and processes are all those
numbers of ancillary services, et cetera, that we de-
vote to the care of the individual patient, assuming
that if we do the right thing, the result will be out-
standing.

The evolution of accountability will eventually
take these foci. First, of all, the present day data
for accountability for results will Tead us to under
stand that the data that we have are insufficient,
that is, you don’t have any “results” data at the
present time,

If T came to you and said, “How have you im-
pacted the health of the people that you served in
the last year?” you would have to say, “It beats me.
I don’t know. They went through here alright. We
have a head count, and we have a hospital report
showing that we spent a lot of days in the intensive
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care unit and that we produced 44,000 laboratory
procedures more than we did last year.”

Those are what we call outputs, and what my
colleague, Vernon Wentworth, calls “wing flap-
ping.” You produce wing flapping reports and peo-
ple are pretty soon going to ask you, “I know the
wings flap, but does the bird fly?”

Does the bird fly in terms of results or outcomes?

The recurring question that you are going to hear
is: What do we get for the money we spend for
health services? The current figure is 118 billion
dollars total, about 23 billion in Medicare and 17
million in Medicaid. Sooner or later it will not be
satisfactory to those who are responsible for the
allocation of those resources for you to give them
your hospital report and say, “Here is what we did
for our share of the billions.”

The underlying question that is being asked is:
Does the health care system work, and any serious
discussion of that leads you to know that a defini-
tion of “work™ is a definition of its impact on the
health status of the population that we serve, our
communities,

So we believe that evolving accountability is go-
ing to focus on results or outcomes instead of out-
puts.

Now we thought this was terribly revolutionary
in the last couple of years that we have been talking
about it and writing about it and trying to influence
people about its importance.

But you are always humbled by locking at the
literature. There was a man named Dr. E. A, Cod-
man who lived in Boston in 1914 and he published
a little book which is out of print now called “The
Product of a Hospital,”

He described “Codman’s End Result Method”
for evaluating the utility to society of a hospital.
Codman died, I might say, in discredit and dis-
repute. He was thrown off the staff of Massachusetts
General by the Cabots and went crazy writing his
little book saying that people really ought to be
accountable for results. We helieve in Codman in
Minneapolis. We celehrate his birthday every year,
We think he said something important in 1914 that
we are saying again in the 1970s.

The directions of quality assurance research are
clearly abandoning the question of input which we
now recognize as a proxyv for results, That is. we
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assume that if you have all of the pieces in place
structurally, manpower, et cetera, that you are ca-
pable or ready to produce the result, but it is only
a proxy for what we want to see which was the
result produced.

The process lists, we have given up long ago be-
cause they become immensely complex, and they
really are the brain child of the hill payer, and his
only question is: Was it done or wasn’t it done?

In the quality area, we care about whether it was
done, when it was done, what the result was and
what was done about it, and that baffles even the
most serious computer program to try to devise
quality assurance criteria related to the complex of
interacting medical processes.

So we have gone to results: We will say: “Please
just be accountable for your results. Go ahead and
mix inputs and processes any way you wish. Mix
manpower, mix equipment, be as innovative as you
possibly can, but give us a result, please.”

The eventual product of this will be your ac-
countability for population outcomes, and that
means you are going to have to demonstrate some
change in health status indices.

I was fortunate to he able to arrive last night in
time to hear Dean Wildavsky’s very enjoyable dis-
sertation, and I had written here {without knowing
what he was going to say) what I call the *“Dream
of 93-6417 which has got to be the world’s greatest
fantasy. It says that through some legislation an
agency will be created which will examine the health
needs of a defined population, number one.

Number two, inventory and assemble the re-
sources within a defined geographic area to respond
to the needs of that population; and number three,
be evalnated in terms of change in the health status
of that population.

That is a delightful dream, but I agree with Dean
Wildavsky that the new bureaucracy of Health Sys-
tem Agencies is unlikely to accomplish the rhetoric
of the legislation.

I don’t believe Health Systems Agencies should
be the repository of responsibility for health out-
comes. | believe they should be delegated to a more
accountable point in our society which, to my way
of thinking, the hospital can become.

If one chooses the hospital either as an institu-
tion or as the industry, there are some implications,
First of all, you have to stand up and say, “Yes, it’s
me. I am the focal point.”
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This is an aside, but we had a delightful time in
the “hypertension year” (which was Jast year or the
year before). You recall the equation: “A half
times a half times a half”® which said that half the
people in the country don’t know that they have
high blood pressure. Of those who know they have
it, only half are under medical care, and of those
under care, only half have normal blood pressure,
so we multiplied those three together and said that
about 12 percent, one-eighth of the people with a
petfectly recognizable illness that is controllable,
are, in fact, controlled. Our “outcome score” in
hypertension is 12 percent of what is potentially
possible. Strategizing how we could improve the
situation, we realized that if I came to your com-
munity and took everybody’s blood pressure and
identified all the hypertensive and produced my big
list, where would I go with it? To the medical
school, to the county medical society, to the health
department? 1 don’t know where to go with my list
of hypertensives from your community. We need a
focal point to accept the responsibility for the man-
agement of health.

The second implication in getting involved is to
stake out the territory, and that of course, is going
to be a highly political process that will go on for a
long time.

The third point is to define those population
needs. That is, you as the recipient of responsibility
for outcome are going to have to first do a health
status evaluation, a “still photograph™ of where you
are now in terms of people’s health needs in the
population you serve.

Next is to assemble resources. It is unlikely to
me that anybody other than the hospital, that is
the “Neo-Hospital,” can assemble the physician and
other health manpower resources, facilities and
organizational know-how to bring about the results.

Next, you must provide proactive health care
services. I can’t say that word loudly enough. Hos-
pitals have been reactive as far as I know since
their beginning. Those who came to you for care
received care. Those who didnt were not your
business.

A major new shift in the emphasis of your ser-
vices, if you do accept accountability for health
care results, is to become proactive. This implies
that you would be able to both vertically and hori-
zontally integrate health services.

The next function would be the evaluation funec-



tion. Another “stil] photograph” after you have as-
sembled and applied the resources to your popu-
lation’s health needs to then print a repert, not a
hospital report, but a report saying: We impacted
death, disease and clisability in this decade by the
application of these resources, to this degree.

You are going to get paid for results if we have
our way in influencing policy-makers.

They are saying that they are tired of cost reim-
bursement, that it seems (as Dean Wildavsky
said last night in the Michael M. Davis Lecture)
as though we have the capacity to soak up any num-
ber of dollars they give us. ] fully agree with him
that the policy-makers are eventually going to say:
“You health folks can have 8% of the GNP, and
no more.” They will give to us as the professionals
most able to do the job, the resource allocation by
saying: “Here is your money. Here is your chal-
lenge. You will be accountable for results, Now go
ahead and do those things that give us, as a nation,
the maximum bang for the buck.”

The alternative to getting involved, of course, is
don’t get involved, and I think there are some im-
plications to that, the major one of which is if you
don’t get involved as an industry and as individual
institutions, something like Health Systems Agencies
which are immensely less qualified to accept the
burden will get involved. And we will go through
another decade or two, (as Dean Wildavsky de-
seribed last night) of fact finding, data analyses,
consultations, et cetera, which will put us right back
where we started.

I want to leave you with just one idea: that if
you do accept, in the evolution of accountability,
some accountability for health care results, for out-
comes instead of outputs, it is going to fundamen-
tally change the mission of the hospital in relation
to society. I think it is a point made over and over
again very subtly in a variety of legislation and
which T helieve merits your serious consideration.

Thank you.

CHatrmany Wrrrnue: | think, Dr. Fifer, you may
have heen talking more about education than you
were prepared Lo admit in the beginning.

[ do recall a statement once by Boh Cunningham
who said the problem with preventive medicine was
that neither of the two parties, that is the doctor
or patient, were interested in it, so | am going to
reserve the right perhaps to open the discussion
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period later with a question of whether we may add
happy patients on the end of your outcome list.

The next person to speak to us today is Don
Kilourie who is President of Hospital Shared Ser-
vices in Schaumhurg, Illinois. You all know where
Schaumburg is.

MRr. Doxarp M. KiLourie: To begin with, after
an introduction like that, I think I had better give
you a little introduction to HSS since iz is based in
Schaumburg, Illinois.

HSS in an outgrowth of an institution called The
Hospital Research and Development Institute, The
Hospital Research and Development Institute is a
group of hospital administrators who got together
approximately ten years ago and did some consult-
ing work for providers of medical products. The
services they provided were in the areas of research
and development and also marketing strategies.
This has been going on for approximately ten years.

However, approximately two years ago, the indi-
vidual administrators of this group made a deter-
mination that collectively they might be able to set
up an organization that might help them. “The
whole is greater than the sum of its parts,”

They commissioned the firm of Cresap, McCor-
mick & Paget to study the potential benefits. The
benefits as defined by Cresap were significant, and
in December, 1975, a 501 (e) separate corporation
was set up.

At the present time there are 18 members. There
are approximately 14,000 beds in this organization.
However, not all the members of HRDI { Hospital
Research and Development Institute) participated
in it. Some felt that they had regional organizations
that were doing the job and others felt it might not
be cost effective.

The unique aspect of this organization is that it
is geographically very, very separate. I will give
you an idea of where the hospitals are (T will just
go around the geographic periphery to start it):
Roosevelt Hospital in New York; Henry Ford in
Delroit; up in Minneapolis%Fairview Hospitals.
Out to the West Coast with Pacific Medical Center
in San Francisco; Memorial Medical Center in Long
Beach. Then Bishop Clarkson in Omaha, Nebraska;
Baptist Hospital in Pensacola, Florida; Washington
Hospital Center in Washington. D.C. These are just
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some of the individual hospitals-—I am trying to
point out the geographic dispersion of them,

There are certain advantages of having a geo-
graphically dispersed organization. IFirst and fore-
most, | believe there is not the degree of competi-
tion for physicians, patients, or other scarce re-
sources.

The members, over a period of years, have been
sharing data and information among themselves.
These are also large hospitals, and in the opinion
of their administrators, well run. They have had a
relationship over several years, and I think this re-
lationship is a good base on which to begin.

There are, of course, certain disadvantages in a
geographical dispersion. First, certain activities are
prohibited by the distance. Priorities differ. Regu-
lations differ regarding third-party payors, plan-
ning, etc.

In terms of hospital shared services, there are
approximately 80 hospital shared service organiza-
tions in the country at the present time. Some of
the more unusual things they have engaged in are
reclamation and recyeling, Number two, patient out-
reach programs. Number three, shared fuel oil stor-
age. In addition to that, of course, there are the
typical shared services. Among them: central pur-
chasing, credit and collection, laundry, management
engineering, medical record transcription, purchas-
ing, ete.

What Hospital Shared Services, Inc. has done is
to try to focus on the macro aspects of shared ser-
vices. Some of the things we are engaged in right
now, or are in the planning stages, are the following:
a financial planning model developed to really try
to optimize reimbursement through a mathematical
model to focus on price and determine what you can
best drop down to the bottom line. Also, an insur-
ance program evaluation, focusing on casualty,
medical, and UCB insurance.

Some of the HRDI hospitals have already set up
a malpractice company. You might be aware of that.

Next, we are in the process of setting up, along
with Advanced Health Systems in Newport Beach,
Califorrnia, a purchase price comparator index of
approximately 150 items in five categories that will
report out on a quarterly basis. In addition, we are
also contemplating setting up national accounts to
purchase some pieces of capital type equipment.
At the present time, we are not contemplating going
the micro route of buying drugs, supplies, and
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things such as that. We are limiting ourselves to
capital-type items.

Another thing we are interested in doing is pro-
mulgating some of the unique activities of the indi-
vidual hospitals. This is something that seems very
desirable to the membership. We are in the process
of setting up a computer program library so all the
systems dollars, or dollars for programming, are
not spent over and over and over again. Also, along
the computer lines, we are setting up a search and
selection type of committee to help the individuals
acquire competent data processing individuals.

We are looking at the aspect of equipment pur-
chase and lease as it applies specifically to com-
puters, and peripheral equipment. We are also
considering the setting up of some professional
development seminars, However, we are doing these
just a little bit different than many of the seminars
that are conducted by the AHA and like organiza-
tions in that we are trying to have these made more
cost effective by establishing a rigorous follow-up
program. 1 think this will be a very effective type
of operation.

1 have had the opportunity to personally visit all
of the HSS hospitals and I have also had the op-
portunity to visit many of the chief executive offi-
cers or directors of other shared service organiza-
tions throughout the country. I would like to share
with you some of the problems that these individu-
als feel they have in dealing with administrators.
1t will be very brief,

Number one, the realization that the individual
hospital is, of course, paramount and the service
organization is subordinate. This, to me, is a very,
very basic thing, but for some of the shared service
individuals, it is very hard to accept. Number two,
the fact that there is not a real commitment on the
part of many members. De facto, it is true, Number
three, some hospitals will join a shared service orga-
nization just to say they are participating, It looks
good to their Boards; it looks good to their com-
munity.

Another thing I think is very important, but it
is a very, very intangible thing—that you really
have to sell the administrator, and not just on dollar
savings. But you have to realize you are dealing
with a very complicated organism—a hospital. He
is dealing with department heads. It is a very, very
complicated thing and dollars are not the total
answer.



I would like to deviate from the hospital/health
field for just a moment. I have had quite a bit of
experience in the hotel business. I have bheen in-
volved in several hotel ventures in the past couple
of years including the ownership of one or two, and
I can tell the story on myself. Many times the health
profession is eriticized for not being as productive
or efficient as industrial or proprietary organiza-
tions. There are three hotels northwest of O'Hare
Airfield: the Sheraton, the Holiday Inn and Howard
Johnson. These hotels are spending grossly approxi-
mately $150,000 to transport hotel guests from
O’Hare back to their hotels. (I think the real es-
sence of this story could be brought home to you
if you would substitute the word “administrator”
for “general manager.” Substitute the word “hos-
pital” for “hotel” and, last but least, substitute the
word “patient” for “hotel guest.”)

We brought the general managers of the three
hotels together. This was a $150,000 problem and
we focused on this problem. We came up with some
really potential difficulties.

First and foremost, what color would we paint
the vehicle? How could a Sheraton potential guest
ride in one that has Holiday Inn colors? Some of
the other problems: the schedules were not com-
patible. After all, we leave at 9:30; they leave at
10:00. What uniforms would the drivers have? How
could they identify with our hotel? No one said it
couldn’t be done—but it sure as heck seemed that
way.

The next thing we did was got the two other owners
of the hotels together and said to them, “Can we
get together with the general managers?”’ Fine. We
next had a meeting, approximately one week later,
and the essence of that meeting was 180 degrees
from the other one. The essence of it was this: How
do we do it, and when do we do it?

The rationale behind that, to me, was the carrot
approach—here were potential dollars that individ-
uals were going to put in their pocket or share with
others in the group. Fortunately, or perhaps un-
fortunately (I do not know which), there is no
carrol being offered as perceived by the hospital
directors, the hospital administrators. Instead, it ap-
pears to me that the stick method of motivation is
probably paramount.

I would also like to digress into another area that
is probably not, in the classical sense, a shared ser-
vice—but we are viewing it as a shared service.
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What it actually is, is leasing or sharing manage-
ment capabilities or talent. Several of the members
of this hospital shared service actively are engaged
in this particular area at the present {ime and others
have shown a very significant interest in it. In fact,
there are several programs going on right now and
I am in the middle in terms of sharing information
and coordinating some of the activities. Contract
management is a term I can use here, but it is prob-
ably not the same type of contract management
that American Medicorp, AHA or some of the other
entities would be talking about today. I am also
talking about its applying to a non-proprietary cor-
poration or a proprietary corporation. I do not see
the difference.

Six members of HSS are already engaged in
some form of this management sharing. Presently,
it is all done on a local level, but then in the future,
it could—and I would like to reiterate could—be
expanded out of the local level by bringing several
together under an umbrella. It might be a loose
umbrella, but it could very well happen.

We have been able to learn several things from
proprietary organizations. I will be very, very brief
on these, but I think they are important to us.

Number one, the importance of the proper disci-
pline and incentives. Secondly, the achieving of a
balance or more of a balance between management
and physicians. Number three, the centralization
of some decision-making. Centralization is awfully
important, however, we feel some de-centralization
is effective, hence, there are certain advantages on
an individual hasis.

Last, but not least, of course, economies of scale.
I have a listing of many of the advantages of con-
tract management. [ am not going into them right
now, Suffice it to say they are primarily questions
of quality and of scale which the individual hospital
probably does not have the talent in terms of dol-
lars to acquire.

After last night’s talk on HSA’s, T am very glad
I can say this—I have purposely not gone into
HSA's to say whal we are doing there although
several shared service organizations have submitted
applications to participate in HSA’s in our particu-
lar area. I have only discussed today things that we
are engaged in at present or actively looking at
today.
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Going back to shared services, per se, of the fu-
ture—what do we see for shared services? We feel
that shared services is just one of many approaches
to improve hospital management, but under the
present approach and structure, we do not feel it
will really be a truly significant influence in the
delivery of health care.

CHatRMaN WrrTRUP: Thanks, Don.

Now for a somewhat different perspective on
the matter of strategies for survival, we will hear
from Alan Miller who is President of American
Medicorp, who has his office in Bala Cynwyd, Penn-

sylvania.

Mr. ALAN MitLER: To be frank with you, I take
the question of survival a little more literally than
maybe some of you do. What I mean is that as a
public company and a profitmaking company, we
think about survival all the time.

Let me try and share that reasoning with you
just a bit. We feel that there are certain financial
goafs we must attain every quarter, that is, we must
generate an income return on our invested capital.
We must also provide funds sufficient to purchase
new equipment and services. That is our charge by
our investors, our owners, and we must not fail.

In addition to the financial goals, in order to re-
main in business, we must deliver a superior ser-
vice, delivering quality care and maintaining our
position in the community. So the company’s prob-
lem is balance, i.e., providing a superior service
and at the same time providing a satisfactory return
on invested capital.

We have incentive. If we don’t do our job ade-
quately, we will be insolvent, in the worst case, or
our assets will be reallocated to others for better
use. I am talking in terms now of alternatives for
a public company. Some will say, Medicorp has 450
million dollars in assets. They are not being used
most efficiently. We will tender for the company
and we will reallocate the assets, and put them to
more productive use. These are the alternatives to
survival of a public company. We are aware of them
and it is a good incentive,

When 1 joined the company and analyzed the
business, I recognized that we were blessed two
times. We are both labor intense and capital intense.

Tu addition to that, we have a very independent,
highly educated. opinionated and respected group
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of people, the physicians, that we have to deal with
all the time. So, we feel this is a difficult business.

American Medicorp is a company that is eight
years old. As I noted, we are public. We are a net-
work of acute care general hospitals, some 48 hos-
pitals in 13 states. We are approaching 9,000 beds,
and we have 14,000 employees.

I thought I would briefly, in the ten minutes that
are allocated to me, tell you how we are organized
before discussing our survival strategies, Our orga-
nization is both centralized and decentralized.

The operations of the hospitals are decentralized
and directed through five hospital groups, one in
the Northeast, one in the Southeast, Southwest,
West and Northwest. These five hospital groups are
directed by five regional directors.

Reporting to them are group directors, and re-
porting to them would be a number of hospital ad-
ministrators, sometimes six, sometimes as many as
eight or nine.

The hospital operations, the day-to-day decisions,
the relations with the community, the relations with
the HSA in that community when it is developed
or the relations with planning agencies are all on
the local level, and those decisions are made by the
administrator and his staff in consultation with the
regional director. We at corporate don’t try to run
the hospitals. We don’t try to provide care for some-
thing like 300,000 or 400,000 patients a year, from
the Philadelphia headquarters. We recognize we
aren’t that smart,

The centralized activities, finance and planning,
may be of interest to you. First, the financial ser-
vices department, which is a very large one, In-
cluded in financial services would he our account-
ing, reimbursement, and taxes, (that is a burden that
we must bear). We paid 12 million dollars last year
in federal taxes.

Also included are an internal audit section which
goes out and visits each ol our facilities and a man-
agement information section, data processing, et
cetera.

Financial services have been getting larger. A
lot of it has to do with compliance, and we think
this is getting to be an unnecessary burden that
may not be very cost effective hut one that we have
very little say about.

We have a treasury department, which is respon-
sible, in addition to finance, for planning and insur-
ance. We had the unhappy task of taking Argonaut



to court last year in Philadelphia, when they sought
to unilaterally cancel our malpractice insurance.

We have a legal department that is quite sizable.
We have a design and construction department. We
have a capital program of $30 million this year and
are planning to reduce it to $20-25 million. Some
years ago it was more like $45 milliou a year, We
have a purchasing department and employee rela-
tions. We are very involved, as all of you are, in
labor relations, negotiations, and that means unions.

We have communications department and man-
agement services, providing contract services for
hospitals owned by others. We also have a consult-
ing service department. Bob Carithers was here yes-
terday. Previously he had been associated with
Booz, Allen & Hamilton, He has been in the field
a number of years. He is in charge of consulting
services, and these are provided primarily to outside
entities. We do get the operational people calling
him for a little help here and there, but we try and
direct our consulting services and management ser-
vices primarily to hospitals outside our ownership.

I think that you may find the six operational te-
nets that the company follows of interest. These are
written in our introductory literature to administra-
tors and management people that join the company.

Number one, we call “look outside” and that is
our market study, our business analysis, our busi-
ness plan. Every hospital has a business plan, and
part of that plan is an in-depth review of the com-
petition, the market, the nature of the market, the
changing population trends, et cetera.

We think that it is most important to look out-
side first.

Second, we say “look inside,” and that would
involve the organization of the hospital, the pro-
grams of the hospital, where the dollars are being
spent, who is spending them, cost containment, and
as part of that, we have two sayings.

One is “buy smart,” which involves our purchas-
ing. The other is “build smart.” We really got into
the construction management business because it
was forced upon us. After 1alking to architects and
developers about cost control, we felt that there had
to be a better way. This was about seven or eight
years ago. Now we have been doing all of our own
design work, construction bidding, purchasing,
equipment specifications, et cetera.

The third tenet is to develop the strongest man-
agement team you possibly can. We put a great
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reliance on management. As I said at the outset, we
are in both a capital intense business and labor
intense service business. I think that probably this
strategy ought to be number one, but this is how we
put it today. We feel that the chief executive of the
hospital and the regional management each must
get the most out of his respective management team.
He must get the people who are in charge of proj-
ects to function well and he must be concerned that
they are doing the job properly,

We employ consultants, and we urge you to. We
urge our executives at the hospital level, if there is
a problem, get it resolved in timely fashion. The
idea is to get problems resolved, get the job done.

Fourth would be our business plan, and that is to
establish goals, create incentives and motivate oth-
ers so that the goals will be accomplished. Demand
performance, hold people accountable.

In our company, just as I was telling you, I rec-
ognize very deeply the fact that the company has
to do certain things to stay in business, to remain
solvent, to continue to provide our high quality ser-
vices. It is the job of each of our managers to
deliver the goal he agrees to attain at the beginning
of the year. We demand performance, and high per-
formance people have an opportunity to develop in
the organization. Lack of performance generally
will be met with a recycling within Medicorp or
perhaps finally some will have to devote their ener-
gies to another organization.

It is important that personnel understand that.
You have to monitor, effectively, and that’s our fifth
tenet. You have to monitor performance closely,
and that is starting on the hospital level. Any good
manager, any good administrator knows what is
happening in his organization every day. By any
measure, census, what is being spent, how many
people are on duty, et cetera. How does he measure
in relation to budget?

The regional director and the regional staff, prob-
ably on a weekly basis would have a formal meet-
ing or discussion, but they are on the phone back
and forth as required. We have a formal corporate
review monthly of the operating results, although
certainly we are back and forth on the telephone
regularly. So you have to set up procedures and
momnitor them closely.

We pay something in excess of 2 million dollars
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a year for our data processing. That is only part of
the monitoring costs, the telephone bill is another
part and the airline tickets would be the third.

And the sixth strategy is to anticipate and accept
the need for changes. After we monitor closely, if
things are not going the way we think they should,
if performance isn’t there, or if situations have
changed, or we have not met goals, we are willing
to be, and recognize that we must be, flexible. So
number six would be to make changes, look for
changes, be willing to make changes and be flexible.

I would add in closing another tenet that is not
numbered but it is what Napoleon considered as
high as any other. He always inquired of new offi-
cers, “Is he lucky?”

Cuairman Wrrtrup: Thank you.

The next speaker is John Peterson. He is Execu-
tive Vice President and Director of the Valley Hos-
pital in Ridgewood, New Jersey. John.

Mg. Joux E. PeTERson: Back to Public Law
93-641 and the HSAs, that was a surprise, it seems
to me, to practically all the hospital people in the
country. At least, I have never talked to anybody
that knew anything about it until after it was passed.
But it wasn’t a surprise to the planners. I was the
only hospital administrator in the country that was
registered at the annual meeting of the American
Association for Comprehensive Health Planning last
July in Seattle. There were two others, but they
were on the program.

At that meeting they were celebrating the culmi-
nation of all their efforts during the past year to
pass that bill, all of which had been discussed very
thoroughly, apparently, at their meeting in Minne-
apolis the year before.

I was impressed. I was impressed that there is
now a critical mass of people who are devoted to
telling hospitals what they are going to do from
now on. They are serious minded. They are dedi-
cated. They are very much interested in what they
are doing. They are people who come from the B
agencies and the A agencies and the regional offices
of the HEW. They come from the university pro-
grams, and together with Congressmen, the staff
members of the members of Congress, they now
form an effective coalition to make sure that some-
body does something about us.

There are more of these people coming. It seems
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to me every major university now has a program
in health planning, and after just a few years there
are more health planners than there are hospital
administrators.

Of course, all of these people have to keep busy,
but I have even more biases about HSAs besides
the fact that maybe they can’t be effective in the
long run. Many, if not most, of all of the HSA
Boards that have been formed so far are way too
big to be able to run.

An alarming number of the Board members have
never been involved in health planning before, but
then that is not unique. Most people who have been
involved already know little about how our current
system works. But the more you talk to people in
other regulated industries, the more you realize that
that is not unique either.

The name of the game for HSAs is controlling
health care costs. That is axiomatic, but it is not
always understood. Therefore, 90% of what the
HSAs are going to be doing is directed toward hos-
pitals and medical care in hospitals, and then we
come in to a funny twist about how the HSA Boards
are organized.

If that is so, why aren’t all the provider members
hospital administrators and physicians? And, why do
we include all of the dentists and pharmacists and
psychologists and chiropractors and all those other
people who are talking about what we are doing?
So we have the blind leading the blind.

The health systems plan of the HSA, of course,
is really a compilation of plans for individual hos-
pitals.

Then you get to the funding of the HSAs. I used
to worry about what if they really did get that 50
cents per resident, and then the dollar per resident.
Now I am worried because they only get 20 cents
because then I look and say, “Can the staff really
spend the time to nurture that large diverse board
that has a little knowledge and put the eriteria to-
gether by which requests for certificates-of-need can
be measured, and process the certificates-of-need.
You have to watch them. (Hospitals not now in
Certificate-of-Need states will have to watch the
process.) I don’t think so.

If the H3A’s have the certificate-of-need legisla-
tion (which they will go after very quickly, if they
don’t already have it) they are going to jump into
that right away with little idea of how to go about
doing it.



On top of that, there is abundant oppoertunity for
confusion, ambiguity, and conflict between the state
regulatory agencies and the HSAs.

What is the strategy for the individual hospitals?
It has already been said.

1 have watched some individual hospitals over
especially the last ten years, innovativy, progressive
people stay away from any participation at all in the
planning process, and it appears they believe they
are not compromised by the implicit agreements
that have to be made by people who do participate
in the system. They can act independently. They
don’t waste time. They can concentrate on maxi-
mizing potentizls for their own hospitals, and some-
times I really frankly envy them.

The other obvious strategy is to get involved—
work with the planning agencies—use influence to
help make the system work in the hopes that that
is in the self-interest of the hospital. That is for
each hospital to decide, but my message is really
about hospital associations.

It seems to me hospital associations have shied
away from the planning process way too long. There
are obvious conflicts of interest between the hos-
pitals they represent. So they don’t get rewarded or
get much credit from the hospitals for being in-
volved,

Even after Public Law 93-641, my guess is that
they still don’t, but at least in the states that have
had the Certificate-of-Need Law, some hospitals
seem to recognize a need for an agent to monitor
the HSAs.

Individual hospitals which are overtly critical of
the planning process of the planning agencies can
get hurt, and I can testify to that personally.

In New Jersey we have one of the most stringent
Certificate-of-Need laws of any state. Now the as-
sociation officers have authorized the position of
Vice President for Planning for the New Jersey
Hospital Association. Jack Owen hired a senior
member of the State Health Department.

This man knows a few people in Washington.
He obviously knows a lot of people in Trenton. He
knows people in the Region II office and in the
HSAs, and the HSA is where we still believe the
action will be for the individual hospitals.

The Vice President for Planning’s first commit-
tee is composed of the two hospital members of the
present State Health Planning Council, and one
member each from the Boards from the five emerg-
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ing H3As in New Jersey. It is obvious he needs
other inputs, particularly from the people who actu-
ally do planning for the individual hospitals.

We see these functions for the State Hospital
Association: 1. keep in touch with Washington and
the regional office. 2. Know what the planning and
regulations say and what they mean, and comment
on them independently when they are published,
and review and comment on the grant application
of the HSAs every year. 3. Arrange for and par-
ticipate in the education of HSA Board Members
and staff. 4. Insist that the planning criteria of the
HSA are consistent with each other, and apply pres-
sure when the HSAs are unreasonable or arbitrary.

One prospective HSA in New Jersey last month
issued a list of questions to be answered on all
Certificate-of-Need applications. In 95% of the
cases, the questions are entirely irrelevant. It re-
minded me of the interrogatories we get from plain-
tiff attorneys these days.

The association can and did react strongly on
behalf of hospitals who have to live with these
HSAs. Beyond that, we think that the association
has to articulate the need for, and apply pressure to,
increase the interface of the hospitals and the HSAs.

I 'am concerned about the technical advisory com-
mittees of planning agencies that have to have a
majority of consumer members. When you talk to
them about the critical problems of heart surgery
or dialysis centers or services like this, it is dis-
heartening. We must help the HSAs to really under-
stand the significance and the impact of a medical
community which is the medical staff of an indi-
vidual hospital, that it is a unique and a discrete
entity, which now they don’t seem to comprehend
at all,

Then take the initiative in developing planning
criteria in the areas where cost containment is really
practically possible and desirable. We think that
the association can start talking about that and hos-
pitals can start talking about it and start telling
the planning agencies: “Look, this is where we
think you can help us contain costs.”

Develop definitions for service areas. Gee, we
don’t know anything about service areas. At least,
in New Jersey we still talk about service areas for
hospitals instead of service areas for all the various
individual services within the hospitals.
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Take the initiative in encouraging exchange of
information between the hespitals, between the
medical staffs of the hospitals, between Boards of
Trustees and even the administrators themselves.

Then try to get the HSAs to realize that there is
debate about this, We believe that one should try
to get the HSAs to use a Certificate-o-Need as part
of the process of planning rather than an end in
itself.

As I go over these, there are sort of obvious kinds
of responses that are going on around us, but we
have had the Certificate-of-Need Legislation in New
Jersey for how long, David, four years?

MRr. WacnER: Five now.

Mr. PeTERSON: Five years. We are only begin-
ning our response this year.

It may also appear that the association is doing
some of the work of the HSA. I hope it does, I am
dismayed at the lack of criteria for planning that
I have seen.

Now the Certificate-of-Need law in New Jersey
required long-range plans for hospitals, but that had
been implemented, and so two years ago as a mem-
ber of the State Health Planning Council, I made
a resolution that Certificate-of-Need applications
not be considered after January 6, 1977 unless a
long-range plan had been filed with the State Health
Department. It took Dave Wagner and his staff a
while to get it done, all of the regulations and the
guidelines. Of course, you had a poor committee,
right?

The hospital association did participate in the
guidelines, probably not as much as we should have.
I am critical of that. The new Vice President for
Planning actually wrote that planning guideline,
and we hope that he will assist the hospitals to meet
the new requirements.

One of the important byproducts that we see com-
ing out of this is that we are now getting some good
in-house planners like Tom Young in Virginia, and
the association is beginning to use them to initiate
rather than to react for planning for health care.

Thank you.

CrarrMaN WirTTRUP: Winding up our series of
sessions this morning is Gail Warden who is Execu-
tive Vice President of what I think all of us have
come to admire as a very vigorous and imaginative
institution as will even be indicated by its hyphen-
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ated name, Rush-Presbyterian-St. Luke’s Medical
Center. If you merge with any more, you are going
to have to go to an acronym. Gail.

MRr. GAL WaRrDEN: Thank you. Being from Chi-
cago and sitting here, [ couldn’t help but think
about the relatively recent fact of how amazing it
is that in health care administrators’ meetings
throughout the country, people have started to
“open up.” Administrators have become a little
more honest with themselves, as well as among
themselves, about what they are doing.

Clearly, for that reason, it is an experience for
me this morning because I am sure there are several
people in the audience from Chicago who have said,
“What the hell is Rush all about?” In addition, as
I scan the group present here this morning, I see
several former students who have been on the inside
and know what we are doing via their externships
at Rush. Therefore, I am sensitive as to what I have
to say and how to say it.

In the ten minutes that T have, I would like to talk
about four concepts which ] feel characterize what
we have been attempting to do in the last ten years
oI S0.

In 1958, Presbyterian and St. Luke’s Hospitals,
which were two teaching hospitals here in Chicago,
affiliated with the University of Illinois, merged and
moved to one location which is our current site.

Hence, Presbyterian-St. Luke’s Hospital began
developing toward a major effort in education in
1966. A study done by Dr. James A. Campbell,
President of our institution, was commissioned by
the State Board of Higher Education. In that study,
a number of things were called for to occur in ths
State of Illinois in the areas of education and the
health fields. Most important was the identified
need for the production of more physicians in Illi-
nois, the need for the use of hospitals within the
state as clinical centers, and the need for support
from the state, both to public and private institu-
tions, for the purpose of increasing the production
of health manpower,

In 1969, our institution had continued to charter
the old Rush Medical College which had been started
around 1841 and deactivated during World War II.
We began discussions with the alumni of the old
Medical College and merged in 1969 with the Rush
Medical College alumni to form what is known as
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Aside from recognizing that the alumni were get-
ting pretty old, we realized that if we wanted to get
some money, we had to act fast. Therefore, we
formed a new Board with alumni representation and
began development of what we have come to call
internally the Rush University System for Health,

With this coneept exist several characteristics.
The first characteristic of it, which I believe is
something that we all have to be concerned about
in the health care field, is that there probably is
not as close a relationship across the board as there
should be between the academic and care elements
of health.

We viewed merging the hospital and the medical
college into one organization as an effort to do
something a little bit different, even though it had
been done in one or two other places. It would al-
low us, as an organization, to address both the aca-
demic needs, or health manpower production needs,
and the health care needs.

This unification of academic and care institu-
tions, in our opinion, was very essential to the fu-
ture of the system that we all know and became
the number one priority.

A second consideration was that there ought to
be some numbers to start from in terms of the popu-
lation a system would serve.

We recognized that somewhere down the road
that if there is not some way of identifying num-
bers, somebody will draw lines on a map, which is
in a way what is happening. It was our strong feel-
ing that we ought to identify some numbers, try to
work with them, and hope that when it reached the
point where lines were being drawn on a map, we
might have established some precedent for working
with people that we wanted to work with, rather
than being told what institutions ought to come
together into some kind of system.

With this in mind, we developed what is a fairly
simplistic formula. We took the number of medical
schools and the number of people in the State of
llinois and concluded that each medical schoo! and
the system that developed from a university hos-
pital or a tertiary care center should serve approxi-
mately a million to a million and a half people in
the state.

We also arbitrarily adopted a bed formula, which
was essentlally three beds per thousand, or 4,500
beds in a system.

We adopted a tertiary bed formula of one-tenth
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of the number of beds that were identified, which
meant about 400 to 450, We developed, again arbi-
trarily, what we thought would be the health man-
power that needed to be produced to support the
care of a million and a half people.

We factored in the numbers of people who leave
Illinois to go to California—and you may be inter-
ested to know that there are more medical studeats
who graduate from schools in Illinois who go to
California than who stay in the State of Illinois.
We arrived at a figure of 100 medical students per
year to support a million and a half people. Then
we arbitrarily said there must be four or five other
health professionals of one kind or another-—nurses,
allied health professionals, managers and so on—
needed as support. The system, therefore, ought to
produce approximately 400 to 550 allied nursing
and health personnel.

We also felt that such a system ought to have
responsibility for its fair share of the medically
disadvantaged, which we identified as approximate-
ly 200,000 people in the inner city and an equiva-
lent portion of the rural population in the State.
We set ahout attempting to develop a network of
affiliated hospitals in which students would become
exposed to a variety of practice settings in a broad
socio-economic population. The medical center as
the focal point would take responsibility for con-
tinuing medical education and would provide fac-
ulty appointments to medical stafl, nursing staff and
others who wished to participate in the educational
programs. The location of health manpower in all
these practice settings would be encouraged as the
system developed.

Out of that has oceurred the development of two
such networks. One is the care network which now
consists of approximately 3,600 heds and 8 hospi-
tals. We started with an affiliation arrangement which
was not unlike the typical medical arrangement.
We are now in the process of renegotiating the re-
lationships with these institutions with the greater
emphasis on the potential management relationships
that might take place in terms of sharing. Programs
to be located in one institution or another within
the network are being identified. With two insti-
tutions, and probabfy three in the very near future,
we have developed what is known as an association.
This is a closer relationship than the affiliation, with
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a joint policy board of trustees from two institu-
tions. It is now a one-on-one relationship. Hope-
fully, it will become three or four institutions work-
ing together with a joint policy board. These insti-
tutions should have a fairly firm commitment to
attempt to do everything together that is possible
in a sharing sort of way.

For Rush-Presbyterian-St. Luke’s, this is some-
what of a new experience because we have been an
institution that has had a fairly good set of re-
sources. We have had the ability to do what we
wanted to do over the past few years, and develop-
ing a sharing relationship with others has brought
us to realize that other people have opinions and
programs to which they would like to give priority.
I think for our management, particularly, it has
been a positive experience, although a difficult one
at times.

Another network that has developed, and one
which probably is running much more smoothly, is
an academic network which we have put together in
order to be able to produce nursing and allied health
manpower from the kind of setting that we have.
In looking at the need to produce baccalaureate
degree-type nurses and baccalaureate and master’s
degree types in the allied health sciences, we con-
cluded very early that with our kind of setting we
could not afford to teach English and a lot of other
basic courses that one needs to become a health
professional.

With this in mind, we developed a relationship
with what is known as the Associated Colleges of
the Midwest. This is an organization of 13 small
liberal arts schools in the Midwest—three each in
Hlinois, Wisconsin, Towa and Minnesota and one
in Colorado Springs. We are also affiliated with
Fiske University in Nashville and the Illinois In-
stitute of Technology here in Chicago.

These institutions have agreed to admit to their
schools, in a pre-health curriculum, students who
vould be on their campuses for two years and then
would come to Rush-Presbyterian-St. Luke’s for the
last two, three or four years if they decided to go
on to a Master’s degree.

This program has provided a new market for
these colleges, most of whom were having the kinds
of troubles that all small liberal arts colleges are
having. It has also been a boom for us because it is
producing a very high quality student to enter into
our academie programs.
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The last thing I want to touch on quickly might
be viewed as a self-assessment of the institutions in
our network. It is the development of what we have
come to call the Office of Corporate Program Devel-
opment, an office within the medical center which
has placed in our management structure a major line
position for looking at what we are doing. This office
is responsible for looking at the programs that we
have, the overlap that exists within our own organi-
zation, as well as the organizations that we are affili-
ated with, and new approaches from across the
country. It weighs what we are doing against what
we are saying.

The Office of Corporate Program Development
is composed of a staff that is supported by the Kel-
logg, Commonwealth and Henry Kaiser Founda-
tions, as well as from operations. It currently works
through task forces with internal and external mem-
bership.

Our first task force has just completed its report,
and that task force is addressing the issue of where
we are going in ambulatory care in view of the state
policies on Medicaid. It is asking some hard ques-
tions about what we really need to teach medical
students and about our real commitment to the com-
munity. We hope that this office will serve as some-
what of an internal conscience for us as we move
forward.

I appreciate the opportunity to talk to this group.
Thank you very much.

DISCUSSION

CHatRMAN WriTTRUP: | will ask my question of
Dr. Fifer, whether in his scheme of things we can
add satisfied patients to your list of outcomes?

Dr. FIFER: Yes, the patients’ satisfaction is re-
lated to quality assurance. The result you attain
by virtue of patient compliance has a great deal
to do with the clinical result. If we do all the right
things and give the patient his or her medication
and he is so dissatisfied that he doesn’t take it,
then the result is substandard. You need to bring
the patient into participation in his own care, and
that is where patient satisfaction impacts the result.

In terms of the HMO strategy, the only recourse
a dissatisfied patient has is to drop out of the sys-
tem. To whatever degree you manage patients badly
in terms of their satisfaction, will show up in your



final report, as a great deal of disenrollment from
your population for which you are responsible,

CHAIRMAN W1TTRUP: 1 also make reference to
the patient who wants a coronary bypass. Some peo-
ple now suggest that it is very difficult for anybody
to show that somehow the health index of his con-
stituency has been improved by that very expensive
procedure.

Dr. Firer: Where the patient’s expectations are
unreal is a major problem. Patients see Marcus
Welby say that coronary bypass is what they need
and your professional group decides that they do
not, then they can disenroll unhappily. You can
say, “We cannot buy into everything the patient
demands,” but you will have to have justification
for your refusal to do the procedure with a scien-
tific basis.

MemBER: The topic of this session was “Strate-
gies for Survival.” And yet we’ve heard Gail Warden
and some of the other speakers address the subject
of survival by growth. That conflicts with the notion
that we are a bunch of good fellows working to-
gether and approaching the legislature hand in hand
to solve all our problems. If individual institutions
are going to grow or address survival by growth,
we inherently are going to conflict with our col-
leagues and not always be able to approach the
power structure collaboratively.

Mr. WarpEx: 1 am simply saying that the
growth, if it takes place, will take place by institu-
tions growing together, and working together. As
far as one institution growing independently, that
is becoming less and less of a possibility.

For instance, at Rush-Presbyterian-St. Luke’s, any
growth that takes place will take place because we
are able to develop a new relationship with another
institution, rather than planning to build another
hospital. When our branch hospitals failed last year
and we couldn’t afford to build them, the point was
driven home strongly. The inter-institutional ap-
preach of institutions combining to form a system
is what must happen.

CramrMan Wirttrup: T would like to ask Alan
Miller if he perceives this as a growth industry.
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Mg. MiLLER: From the aspect of our company,
we must grow, there is not much I can do about
that.

That gives us incentives, to look to more services,
different services, different ways of doing things so
that we can accomplish the growth.

As Gail Warden has said, a particular institution
(and we have certainly a number) may not be able
to grow in terms of the old way of measurement,
more beds or more gross revenues and more ser-
vices. Rather, we have been combining services.
There will probably be a number of tradeoffs in
terms of what services one entity or one group will
give and trade with another group to provide those
services, perhaps climinating them elsewhere and
resulting in a more efficient cost for providing the
services.

From the viewpoint of the industry, there is tre-
mendous demand, and there is tremendous educa-
tion and stimulation through Marcus Welby and the
like.

I think that is a growth industry.

How it grows, how it is allocated into what areas,
and to what extent it grows, I don’t know. We talk
about this all the time in terms of the future of the
company, and the future of the industry. Certainly
health care will not stop at 118 billion dollars. I
don’t know how it will be slowed, but there are all
the prospects for more dollars coming in and more
growth in this industry.

Mr. FErcUsoN: We need to put together in some
sort of a relationship hospitals which can meet the
future better together than they can individually.

Some have asked their state hospital association
to assume responsibility in this area since failure
to seek these relationships on our own will prob-
ably result in the HSA suggesting with whom we
are to be related.

You might want to say to your state association,
“Suggest how we can do it.” I must admit I {eel that
hospitals should take the position that as providers
of an important segment of health service, they are
capable of developing proposals for a unit of ser-
vice or serve a population. The challenge T see will
he: How do you go about getting individual physi-
cians, members of medical staffs, individual hospi-
tals, and their trustees and administrations to ac-
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cept the principle that no longer should they neces-
sarily relate to the society (which is much larger
than their own community) on an individual basis?

I gather from what Gail Warden said that they
went out to examine a number of hospitals and said,
“Here is the community that we believe you should
be related to.”

They had to sell them on the idea that this was
a community they would recognize. This may be the
major role that hospitals will have to take if we are
to prevail on HSAs and any other outside group
that proposes what the hospital system ought to be.

This is going to be a new challenge because we
have not used any of our state, local or national
associations to act in the role; we have never asked
them to take the initiative in this area.

I was interested in Mr. Peterson’s remarks, that
they have urged their state association to take some
initiative in suggesting how this might be done, so
that they could go to the HSA and make some pro-
posal and not have it await the decision of the HSA
on their plan.

Dr. Firer: When 1 inferred that a hospital is
going to be increasingly accountable for results, I
predicted horizontal and vertical integration in the
industry. I believe I see that happening.

The people who are going to sit down with the
map (which is a temptation in the HSA type think-
ing) and draw out a designated area, fail to recog-
nize that there is vertical integration. There are
primary, secondary, tertiary and quaternary health
services.

I suspect the emerging organization that will have
the capability to accept the responsibility for health
outcomes in populations will be one which organizes
the care system in such a way that it can accept
responsibility for the whole range of health ser-
vices. I don’t see that emerging as some kind of a
simple drawing of lines on a map. I see that as an
organizational arrangement much as has been de-
scribed in Illinois and is occwrring in other states.

In Minnesota now we are seeing an effort to fran-
chise hespitals by means of a categorization or
designation of their emergency rooms as Category
1, 2, 3, 4 and so forth. There have now been guide-
lines set up for the so-called stroke hospital which
were done by the Joint Commission under contract
with HEW which required structural process and
outcome kinds of criteria for evaluation. So we
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are beginning to see a new and interesting way of
integration for accepting responsibility that I think
is a matrix between horizontal and vertical,

We must get out of our minds, the simple notion
that we will take a map and carve the territory. It
is much more complex than that.

CHAIRMAN WiTTRUP: I assume one of the pur-

poses of this meeting is to enrich the language.
What is quaternary?

Dr. Firer: 1 won't take the responsibility for
defining these personally, but primary, secondary
and tertiary refers generally to the subspecializa-
tion of physicians. There are about four primary
care providers. The internist and general surgeon
are secondary and the neurosurgeons are the terti-
ary services.

The quaternary services concept came about with
such things as neonatal intensive care units, shock
centers, transplant centers, spinal cord injury cen-
ters and so forth; in which we recognize that al-
though important, there are a group of services that
are sufficiently infrequent that they go beyond the
traditional categories of physician health man pow-
er. | think there is some general consensus to call
those sky blue things that are regionally organized
quaternary health services.

Mg. PETERSON: A professor at the University of
Toronte told me that the provincial governments
in Canada have already designated the precise role
of each hospital in Canada. Perhaps this came about
inadvertantly, but we must consider the HSA plan
and the implementation plan of the HSA as very
similar. What can they implement? They can’t im-
plement anything. They can’t deliver any kind of
service or goods or anything else. They are telling
us what we are going to implement and deciding
exactly what we are going to do.

Cramman WirTrup: T ecan’t help but observe,
having spent the better part of 25 years at meetings
talking about planning which hospitals individually
never seem to be able to do, we now decide we can
do regionally what we can’t do locally.

MEmBER: | thought T heard Don Kilourie say
that he does not believe that shared services will be
a truly significant influence on the delivery of health



care. If that is what you said, Don, please explain
what you meant.

MRr. Kirouvrie: That is correct.

Under the present structure of the industry and
with HS5As coming aboard, I really see efforts like
those at Rush-Presbyterian-St. Luke’s having much
more effect than the classical hospital-shared ser-
vice. Contract management or management groups
may become more insignificant in the future. Yet,
I do not see the cost effectiveness of the typical hos-
pital-shared service justifying itself after a period
of several years.

MeMmBER: Do you feel that hospitals shouldn’t
be in shared laundries, computers or system engi-
neering groups?

Mgz. KiLourie: I am mainly concerned with in-
novative programs. There will be shared laundries
in the future. There will be shared purchasing in
the future. This has been the classical approach to
hospital-shared services.

As things change in the future, mergers and affili-
ations will become associations, which could and
probably would take the place of many of the activi-

ties that are classically performed by hospital-shared
services.

Mg. Kinzer: You are saying, that we are going
to develop a hospital system instead of the state
hospital associations or hospital councils being so
heavily involved in shared-services.

Mg. KiLourie: [ think the trend in the hospitals
that I am working with indicates that to me.

MemBER: Why haven’t the university teaching
hospitals through the AAMC and the spin-off from
that become involved in this process. They could
speak to the issues of innovative programs in the
delivery sense, and also integrated educational mis-
sions. They could present a national view of where
medical education is going which certainly is lack-
ing right now.

M=u. Kinourig: I feel there is a need for some-
thing like this. There remains the question of im-
plementation. I was trying to point out in the ex-
ample of the hotel operation, that I sincerely be-
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lieve there has to be some sort of an incentive for
hospitals to engage in something beyond their own
walls. Today I do not see that incentive really pro-
voking the individual administrator to go out into
the community.

CHAIRMAN WITTRUP: Are you saying that instead
of the state association having a shared computer,
and selling services to various hospitals, you are
predicting that a consortium, alliance or association
of institutions will form, and it will have a com-
puter. Is that what you are saying?

MRg. Kirourie: I think this could very well come
about. However, I am not saying if a state associa-
tion has a data processing center right now that it
should be taken over by this consortium. My per-
ception is that the results of hospital-shared services
have really not been that significant.

MemBer: [ would like to ask Mr. Warden a ques-
tion about the 13 or 15 small colleges that are af-
filiated with the Rush medical system.

I recently had occasion to review relationships
of hospitals in New Jersey with a variety of schools.
These students are going into laboratory technology
and they have a year to spend in the clinjcal setting
in the hospital. The relationships between the hos-
pital and schools vary as far as tuition funding is
concerned, going from zero to considerable amounts.

How do you approach the matter of tuition for
those students that are at your place for clinical
affiliation?

Mr. WarDEN: We charge them tuition because
the College of Health Sciences and the College of
Nursing are separate units within our organization.
If some one goes to Knox College here in Illinois for
the first twe years and then comes to go into the
baccalaureate program in nursing, they pay tuition
which actually is commensurate with what was
charged in the Associated Colleges of the Midwest
for the last few years. The same is true in the
laboratories.

Cuamnmany Wrrtrup: You learn the system of
educational finance which is to sell the same thing

as many times as you can so that you can finance
the things that nobody will buy.
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Dr. FIFER: Rush-Presbyterian-St. Luke’s is an
ideal HSA as it sits. Gail Warden now has the inte-
gration of hospitals and the integration of educa-
tional institutions to support the development of
manpower, and provide services. I would sign a
contract with him tomorrow and give him a million
people to be responsible for.

CuatrMan Wrrtrur: 1 would like to ask Mr.
Miller another question,

Extrapolating from the nursing home industry,
it has seemed to me that the investor-owned pro-
viders do best in an environment which is domi-
nated by the non-profit. There they can tie in to that
income system and not create that much tension.
Whereas, when you get a situation as we have in
some cases with the nursing homes, where they are
dominated by the investor-owned system, then the
payers get very nervous about somebody lining their
pockets as a result of payment for these health
services. Then, we tend to get an under-financed
system and have a great deal of difficulty.

Is your branch of our industry concerned at all
about that? In some parts of the country if propri-
etary becomes the dominant system it might find its
financial situation very difficult, or is that just the
sort of thing that hasn’t arisen yet which is part of
your own strategy for survival? Do you try to keep
spread out or worry about concentrating?

Mr. MILLER: We are not in the nursing home
husiness, but let me give you an observation about
the nursing home business.

I think the nursing home sitnation is very hypo-
critical. The reason we didn’t get into it or didn’t
want any part of it is that there is an incentive in
the nursing home business to do the wrong thing,
You get a reimbursement that is artificially low, and
you ask someone to stay in business and pay taxes.
What are they supposed to do? The only place that
you can be efficient then is not to feed people and
not to clean them properly and let the plants run
down. That is a terrible situation, so we never got
into 1it.

I am not a social scientist, I don’t know how that
problem gets resolved. We are not facing it when
we allocate $16 or $17 per day for the care of a
person and expect someone to deliver good care.

Coamrman WITTRUP: My question was specifi-
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cally if in some segments of the country the investor-
owned hospital became the predominant system so
that they set the level of reimbursement, not the
nonprofit, would there be some risk that the same
thing would happen? Where you have a nonprofit
basic system, you have a lot of comymunity pres-
sure to keep the level of income high. But, in an
investor-owned system, it would seem to me that
the temptation to regulate and restrain on the part
of the authorities might be irresistible.

MR. MiLLER: | agree with what you are saying
in part, but you do have the concept of fair return
on equity and fair return on invested capital, and
that is where you get into the major fight over regu-
lation.

Generally, the people in America think that the
profit margins of corporations, the per cent of the
sales dollar, is 30 or 40 per cent, when really it is
five. That is an enormous misconception, If you
are going to have a private system or if you expect
people to allocate dollars into a system, then you
have to provide a return. And, in England there was
no return provided, and those dollars have gone out
of the country,

I believe in a return, and I believe in a profit.
I don’t know how they came up with the term in-
vestor-owned. That is euphemistic. I believe in a
profit, but I think also in the long run if you are
going to be in business, your product has to be
superior. It has to be competitive, or you are not
going to be able to be in business.

You can’t fool people. You must provide a good,
quality service. If you can, you will get a return for
it. If you can’t, you ought to not do it.

MEeMBER: One of the “g0” words for many years
now has been incentive reimbursement. You are in
favor of that, and you are on the right side of the
street,

I am wondering if what Mr. Miller was telling
us about nursing homes and quality could be pos-
sibly construed as a little lack of faith in the results

produced for the patient by incentive reimburse-
mentf.

Dr. Firer: The incentives are topsy-turvy in
the care of the aged in that the Medicare agency
will pay you an extra $2.00 if, instead of getting
poor Mrs. Murphy able to feed herself, you keep



laws to incorporate the ideals of a system, and there-
fore pursue those goals?

Mgr. Warpen: The first goal is an attempt at
joint planning, and that is what [ was talking about
when I was saying that I think all the institutions
are having a little difficulty in settling into such a
relationship.

MemBER: I would like to redirect the last ques-
tion about the role of the trustees to what appears
to me to be an unlikely panelist, and that is Mr.
Miller,

You know, presumably in the for-profit, especial-
ly the national corporation, you don’t have to WOITY
about the trustees at the individual institutional
level. But then again, it must be particularly diffi-
cult for the manager to relate without some kind
of local input. I presume you try to set up some
kind of model for local involvement. How do you
control that?

Mr. MiLLER: For the over-all entity, obviously,

we have directors. They are responsible for the
operation of the company, the planning of the com-
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pany, the allocation of the resources, what the com-
pany does, its honesty, its integrity, and so forth.

The directors are responsible for the whole oper-
ation, they oversee, have an audit committee, meet
frequently and get all kinds of reports. So from that
standpoint they are responsible for how the com-
pany functions in all the states we function and any
place you might work abroad. Literally everything
we do.

In the local situation, our general responsiveness
would be to the community through the physician
and the administrator. As [ mentioned, our regional
directors have to deal with the local board which is
made up of physicians and management. The physi-
cians are representing the constituency in that area
and the company is responsible to them, They ap-
prove budgets. They make the requests for services.
They discuss quality, complaints, anything and
everything. The boards of the local hospitals are a
group that the local hospital has to respond to, and
if the response is not satisfactory there, then they
would carry it up to management on the corporate
level. I believe that if it weren’t responsive enough,
then they would carry it to the Board of Directors
who, in effect, would be the trustees.
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