Healing Process -- A special report.; While Congress Remains Silent, Health Care Transforms Itself
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In the two years that Congress wrangled over health care before quashing proposals for fundamental change, private market forces were acting on their own to transform the country's medical system dramatically. 
Indeed, cost cutting, intensive competition and the growing role of large, profit-seeking corporations in health care escalated some of the very trends that many members of Congress said they most opposed, like limitations on the choice of doctors. Among the milestones American health care reached without fanfare during 1993 and 1994 were these: 

*A majority of privately insured Americans were enrolled in managed-care plans that limit choice of doctors and treatments. Sixty-five percent of workers at medium and large companies were in such plans by 1994. 

*For-profit health maintenance organizations grew so fast that they overtook nonprofit H.M.O.'s as the dominant force in managed care. Today the majority of all people enrolled in H.M.O.'s, the most common and stringent form of managed care, are in plans run by for-profit companies. 

*At least three-fourths of all doctors signed contracts, covering at least some of their patients, to cut their fees and accept oversight of their medical decisions. Among doctors who work in group practices, the share of such managed-care contracts was 89 percent by 1993, up sharply from 56 percent the year before. 

Run for decades more like a collection of cottage industries than a system that now accounts for one-seventh of the economy, medical care is increasingly the domain of big business, offering a rich new playing field for Wall Street. Mergers and acquisitions of hospitals, clinics, medical laboratories, doctor groups with their patient lists, and other patient-care services, have totaled $20 billion this year, up from just $6 billion in 1992. Combined with the $22 billion in pharmaceutical deals, health care mergers surpassed in value those of any other industry for 1994, according to the Securities Data Company, a research firm in Newark. 

But this restructuring has done nothing to ease the plight of the uninsured, whose numbers keep climbing, and it is also raising profound new questions about how quality care and medical ethics can be guarded. 

"There's never been a time in the history of American medicine when the independence and autonomy of medical practitioners was as uncertain as it is now," said Dr. Arnold S. Relman, editor emeritus of the New England Journal of Medicine. "I think that in this process businessmen and their agents will begin to exercise unprecedented control over the allocation of medical resources." 

But proponents of H.M.O.'s say that their brand of medical care, prevention-oriented and centered on a family doctor, is generally better as well as more economical. They say consumers have little to fear. 

"It's the corporatization of health care," said Kenneth S. Abramowitz, a market analyst with Sanford C. Bernstein & Company in New York, who advises health investors. "And what's wrong with that?" 

"Corporations produce hotel rooms and toothpaste and automobiles, and the country does fine. You still have to produce a service and monitor and improve it, for a finite price." 

The rapid changes have been driven, above all, by the desire of those who pay most health bills -- employers and the government -- to rein in costs. In response, insurers and H.M.O.'s are offering to care for people at reduced, all-inclusive prices, confident that they can suppress spending enough to offer good care and still make a profit. And in turn, investors and speculators are attracted to companies that hold the promise of delivering the health care "product" for less. 

The national debate over how to revamp health care only speeded up the changes in the marketplace, many experts think, as doctors, hospitals and investors realized that one way or another, managed care was likely to reign supreme. 

H.M.O.'s seek to cut costs by curbing tests, surgery, referrals to specialists and hospital stays they consider unnecessary, as well as by paying lower fees, pushing prevention and seeking out efficiencies wherever they can. In regions where H.M.O.'s have begun to compete with each other for business, there is, in fact, evidence that they can hold down overall medical spending. 

In California, a bellwether in the transition to managed care, three-fourths of all privately insured patients are now in H.M.O.'s, and even one in four elderly Medicare patients have joined them, said Albert Lowey-Ball, a consultant in Sacramento. In the most recent sign of savings, larger employers in the state, in negotiations with fiercely competing H.M.O.'s, have obtained rollbacks in health premiums for next year of up to 10 percent. 

Nationwide, health spending slowed considerably over the last two years, though it was still double the general inflation rate. 

Whether recent reductions in H.M.O. premiums can be maintained for long is disputed. And over time, many experts believe, health spending will still grow faster than the economy as a whole because of new technologies and the aging of the population. 

Whatever it may do to cut spending, market competition has not halted the rise in the number of uninsured, which is linked to broader economic trends. According to Federal surveys, the number of Americans living without health insurance climbed to 39 million in 1993, from 37 million in 1992, and further increases are expected this year. 

While President Clinton's ill-fated health care plan sought to encourage the trend toward market competition, it also proposed numerous new regulations and agencies intended to keep the system fair and cap future spending. These regulatory measures were seen as potentially suffocating by many in the health industry, who turned against the plan. 

Market competition portends drastic change for many doctors and hospitals. The scale of the possible dislocations is suggested by a single example. In southern California now, the going rate paid by H.M.O.'s for heart-bypass surgery is $15,000, including all doctor, hospital and other fees. In contrast, total fees for bypass surgery under traditional insurance in much of the country can easily be $45,000 or more. There is no evidence of any differences in medical outcomes. 

Already in California, "the incomes of specialists are dropping like stones," said David Langness of the Hospital Council of Southern California. Hospitals throughout southern California are now only 48 percent full on average; 40 have closed in the last five years and many of the remaining 279 are in financial straits. 

Doctors who are not well ensconced in H.M.O.'s are in a state of near-panic, said Dr. Gary Krieger, a pediatrician in San Pedro, Calif. "They're joining physician groups, signing any contracts put in front of them and losing control of their patients." The Changes A New Breed Of H.M.O.'s 

In the vanguard of change is a new breed of for-profit H.M.O.'s, aggressively competing for contracts to provide care for a preset monthly fee and exercising strong controls over the decisions of their doctors and hospitals. 

Some of these H.M.O.'s are run by the large insurance firms, like Prudential and Aetna, while others are newer, independent companies like U.S. Healthcare, based in Pennsylvania or FHP Inc., based in California. Together, they have eclipsed the older nonprofit groups like the Kaiser Foundation of California that pioneered in the creation of H.M.O.'s, under-pricing them and often providing extra services like longer office hours. 

As they take over a larger share of insured patients, the for-profit H.M.O.'s are forcing the rest of the system to emulate their practices, with private doctors and nonprofit hospitals joining new groups searching for ways to market their services and cut costs. 

From 1992 to 1994, nine million people joined H.M.O.'s, bringing the total of participants to more than 50 million, a fifth of the country's population. This was more than double the growth of four million in the previous two-year period, and it largely occurred among for-profit companies. In some cases, the H.M.O.'s allow patients to use outside doctors if they pay extra fees. 

Tens of millions more people are in looser forms of managed care like "preferred provider" networks that require use of doctors who have agreed to work for a discount, but that do not oversee daily medical decisions as closely as the H.M.O.'s do. 

In parts of the West, Minnesota and recently Massachusetts, more than a third of all residents, including most privately insured patients, are already in H.M.O.'s. The numbers are climbing fast everywhere except in sparsely populated regions, where H.M.O.'s are less practical. In New York City, long a holdout, enrollment in H.M.O.'s jumped by 20 percent in the year ending in April, and now includes 18 percent of the total population. 

As H.M.O.'s and medical groups swallow each other, fewer, larger systems are taking over the market. Over the last two years in southern California, seven large medical systems have gained control over 75 percent of the private insurance market of some 7.2 million people, said Dr. Jacque J. Sokolov, a physician and chief of Advanced Health Systems, a consulting firm in Los Angeles. The largest one is the nonprofit Kaiser group, but all the others are for-profit H.M.O.'s and medical groups. 

Even where H.M.O.'s are not yet dominant, their looming presence is prompting a frantic burst of acquisitions and speculation more typical of the airline or telecommunications industries than the formerly staid world of medicine. 

Insurers, hospitals, doctor groups and new kinds of hybrid health care companies are buying each other out, forging strategic alliances and sometimes engaging in cutthroat price wars as they seek to position themselves for the coming competition. 

The object is to gain the best position for signing up insured patients -- "money-generating biological structures," as Uwe Reinhardt, an economist at Princeton University, says they might be defined today. 

No one is chasing after the uninsured, whose plight may actually be worsening as financially strapped hospitals cut back on charity care, said Glenn A. Melnick, a researcher with the Rand Corporation in Santa Monica, Calif. The Competition Seeking to Control The Market 

Even as insurers, doctors and hospitals begin to link up, the three groups are jostling to see who can dominate. So far, the insurers and H.M.O. companies generally have the upper hand, but in the last two years doctors and hospitals have begun to regroup, trying to build large organizations of their own to salvage some autonomy and bargaining power. In the most dramatic example, in just two years one private hospital company, Columbia/HCA Healthcare, has grown from a small regional chain into the owner, when recent deals are completed, of 311 hospitals -- half of all the for-profit hospital capacity in the country. 

This chain and others are now starting to buy up nonprofit hospitals as well. At the same time, larger nonprofits are buying up small hospitals and doctor groups in hopes of securing their own share of the market. 

The nonprofit hospitals were often formed with a charitable purpose and are exempt from many taxes. In the new competitive climate, many are behaving more and more like the investor-owned chains, which seek a profit for shareholders, leading some to ask whether the distinction is meaningful. But leaders of the nonprofits say they retain a deeper commitment to serving their communities. 

Doctors are often forming associations for negotiating purposes and in one case, in Florida, a group of private surgeons have tried joining a union to bolster their bargaining power over fees. 

Meanwhile, Federal antitrust enforcers are struggling to define when consolidation by hospitals or doctors amounts to the illegal infringement of competition. 

"It's a free-for-all, with different groups vying for control," said Dr. Peter Kongstvedt, a partner of Ernst & Young in Washington and, like Dr. Sokolov, one of a growing number of physicians working full-time as business consultants. 

Huge sums are required to create giant, low-cost health plans to pay for everything from the computer systems used to monitor doctors' decisions, to mass advertising. 

With their broader ability to raise funds from investors, the for-profit companies should have an edge over nonprofit H.M.O.'s and hospitals, said Dr. Sokolov. "The future of the nonprofits is in jeopardy," he said. 

Competition for patients in southern California has become so intense that, in the view of many industry analysts, some of the H.M.O.'s and medical groups may be losing money in that region this year, covering the losses with profits made elsewhere. Desperate to keep a flow of patients, hospitals are agreeing to fees that are below their true costs. 

And now, with the pie shrinking, conflict over the division of revenues is building among the insurers, doctors and hospitals. 

"The H.M.O.'s are taking extraordinary profits," said John C. McDonald, chief executive of the Mullikin Medical Centers, a for-profit group of 400 doctors based in Long Beach, Calif., that subcontracts with H.M.O.'s to provide patient care at a set price. "They're taking one-third off the top and using that money to expand in other parts of the country." 

Doctor and consumer groups have attacked the H.M.O.'s for spending from 15 percent to 30 percent of their revenues on marketing, administration and profits. But defenders say this is not out of line with other industries, and that it takes extra oversight to rechannel medical practices. 

"I would not characterize this as money being diverted from health care," said Alan Hoops, chief executive of Pacificare Health Systems Inc., an investor-owned H.M.O. based in Orange County that has expanded into five other states. "It's no different from any other business. Management is part of health care." 

In the fierce competition for contracts, Dr. Sokolov said, "There has been less focus on quality measures, report cards and the like and an extreme focus on price." 

Over time, as all groups offer care at similar rock-bottom prices, he said, customer service should become a more important arena for competition. Larger employers, many working together in the Bay Area Business Group on Health in San Francisco, have already begun demanding that health plans produce data for public release on medical performance and patient satisfaction. 

"But on the downside," Dr. Sokolov said, "there may be no money left in those systems to invest in quality studies." The Care Is Quality Sacrificed? 

At the heart of the transition occurring in American health care is a basic switch in the way medical services are paid for, from one in which fees are paid for each service provided, to one in which health plans receive a preset fee to meet all medical needs. 

In the traditional system, doctors and hospitals made money by doing more, creating an unhealthy incentive to perform marginal tests and surgery. In the new system of prepaid care, the H.M.O. receives the same fee no matter what; an extra sonogram comes out of its profits. And increasingly, the H.M.O. pays physicians and hospitals on a similar basis, known as capitation, giving these groups a direct incentive to hold down expenses. 

Dr. William S. Andereck, an internist at California Pacific Medical Center in San Francisco, said he resigned from an H.M.O. after 10 years because he felt the incentives were unethical. "You get the same amount whether you see the patient or not," he said. 

"For the black and white stuff they still make the same calls," he said. "But most of medicine isn't black and white. It's judgment calls, and that's where the incentive system has its impact." 

If a woman has a lump in her breast, the doctor can wait three weeks or send her to the surgeon down the hall for an immediate biopsy, he noted. "Probably the outcome will be the same," he said. "But over that three weeks, what if it was your wife?" 

The H.M.O.'s argue, though, that since they take financial responsibility for a patient's care over time, they actually have an economic imperative to perform useful tests and surgery. 

"The lesson we've learned, and it cost us quite a bit to learn it, is that you do well only by keeping patients well," said Mr. McDonald of the Mullikin group. He noted that poor management of hypertension, diabetes or congestive heart failure can lead to catastrophic expenses. 

"Those delayed procedures this year will cost you far more next year," Mr. McDonald said. 

In some cases, the detailed scrutiny of medical decisions by H.M.O.'s can mean better care for less. The Kaiser plan in southern California, for example, found that by offering Pap smears to women on a scientifically based schedule, in most cases every three years, they could perform fewer total tests on more women. They spent less money, but detected more cases of early cervical cancer. 

Well aware that their future hinges on public perceptions of the quality of care, H.M.O.'s now stress that commitment whenever they can. Most have physician medical directors who work closely with the doctors, monitoring patterns of care and outcomes, seeking consensus on the most cost-effective treatments. Some have panels including outside doctors or consumers that help rule when a patient appeals an H.M.O. decision to deny a service. 

The plans say they reward doctors not only for holding down referrals and tests, but also for improving the rate at which children are immunized and for their scores in privately conducted surveys of consumer satisfaction. They also foster the use of scientific guidelines for care and peer review of doctors' decisions. 

"The many non-financial influences balance out the financial incentives," said Dr. Alan L. Hillman, director of the Center for Health Policy of the University of Pennsylvania. 

"The part of the system that has the best quality, the part of the system that is most accountable, the part that is best able to present information to the public is the managed-care part of the business," said William Roper, former head of the Federal Medicare and Medicaid programs who is now chief medical officer of Prudential Health Care. The Decisions 'Who Are The Managers?' 

But questions of what gets covered and who decides are certain to crop up again and again. The mantra of managed care is "high quality and cost-effective," but there is no objective way to say how much extra benefit an expensive antibiotic, for example, has to bring in order to justify substituting it for a cheaper one. And when is heart surgery that can make a patient more comfortable, but is unlikely to extend life, a cost-effective choice? 

"I'm all in favor of managed care," said Dr. Melvin H. Kirschner, a family practice physician in Van Nuys, Calif. "But who are the managers and why do they manage?" 

Critics worry, above all, that in the emerging system, those in charge of care, from corporate overseers answerable to stockholders down to individual doctors worried about their own income, will have too much incentive to shortchange patients. 

"The doctor can make more money if he doesn't prescribe the test or the X-ray, if he doesn't send you to the hospital, or if he discharges you as quickly as possible," Dr. Relman said. 

"I don't think the patient can feel comfortable," he said. "Whose interest is the doctor serving -- his own, the company's or the patient's?" 

Geraldine Dallek, director of the Center for Health Care Rights in Los Angeles, a patient-advocacy group, has fought against H.M.O.'s scrimping on needed care, like physical therapy for elderly patients. 

One recent client was a man who needed unusual throat surgery. His H.M.O. said he had to use its surgeons, who had never performed this particular procedure. The man balked, arguing that the H.M.O. should pay for an experienced specialist elsewhere. Only after persistent calls from the advocacy group did the health plan relent. 

"I'm not against managed care, but more needs to be done to protect people against under-service," she said, calling for broader Federal and state regulations. Consumers should be able to know, for example, what financial incentives their doctors are working under, yet many insurers will not disclose their financial arrangements. 

"Just because we did a lousy job in fee-for-service is not an excuse to do a lousy job with H.M.O.'s," Ms. Dallek said. "At least in fee-for-service if you didn't like a doctor's decision you could go somewhere else. If you're in an H.M.O., you're really stuck." 

