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Two contradictory ideas threaten the future success of American physicians and health systems. 
 
CƛǊǎǘΣ ŀ ǿƛŘŜƭȅ ƘŜƭŘ ōŜƭƛŜŦ ǘƘŀǘ άƛƴǘŜƎǊŀǘƛƻƴ ƛǎ ǎƻƳŜǘƘƛƴƎ ǘƘŀǘ ǿŜ ŀƭƭ ǘǊƛŜŘ ōŀŎƪ ƛƴ ǘƘŜ флǎ ŀƴŘ ƛǘ 
ŘƛŘƴΩǘ ǿƻǊƪ,έ ǿƘƛŎƘ ƛǎ ŦƻƭƭƻǿŜŘ ōȅ ς so leǘΩǎ ƴƻǘ Ǝƻ Řƻǿƴ ǘƘŀǘ ǊƻŀŘ ŀƎŀƛƴΦ 
 
Second, the idea that everything in healthcare is changing so fast, physicians need to be aligned 
with hospitals, and so systems need to integrate as quickly as possible, choose a single model, 
ŀƴŘ ǘƘŜƴ άƎŜǘ ǘƘƛƴƎǎ ŘƻƴŜΦέ 
 
Either extreme can lead to failure.  Leaders who choose the first will be unable to reap the 
benefits, or avoid the penalties, inherent in payment reform.  Those who choose the second will 
quickly discover that, for most community hospitals, it is not possible to employ all of the 
physicians needed to sustain the occupancy rates of their hospitals.  Successful health systems 
need a way to employ physicians and to effectively align with physicians who choose to remain 
independent (or whom the hospital may not want to employ). 
 
 

 
 
 
 

 

 
 

PHYSICIAN STRATEGY ς 2009 
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With this paper we seek to drive thought leadership to the center:  integration is necessary, 
there are many models, and physicians and hospitals need to discover the right models for their 
market, organizational culture, and strategic imperatives.  No one model will work for all 
systems and few systems should be working with a single model.  
 
 
 
 
 
 

                      
 
 
 
 
 

Why is this important now? 
Health care stands at the brink of change.  In the past, we have been paid for piecework, and so 
we focused on unit price and maximizing the number of units.  In the future, the focus on 
ǊŜŘǳŎƛƴƎ ǘƘŜ Ŏƻǎǘǎ ƻŦ ŎŀǊŜ ǿƛƭƭ ǎƘƛŦǘ /a{Σ ǘƘŜ ǎǘŀǘŜǎΣ ŀƴŘ ƛƴǎǳǊŜǊǎ ǘƻ ǎƻƳŜ ŦƻǊƳ ƻŦ άǾŀƭǳŜ ōŀǎŜŘ 
ǇŀȅƳŜƴǘΦέ  tŀȅƳŜƴǘ ǿƛƭƭ ƳƻǾŜ ŦǊƻƳ άŦŜŜ ŦƻǊ ǎŜǊǾƛŎŜέ ǘƻ ǎƻƳŜ ƪƛƴŘ ƻŦ άōǳƴŘƭŜŘ ǇŀȅƳŜƴǘΦέ  
While it is not clear how this shift will occur, there is already a great deal of experimentation.  
aŜŘƛŎŀǊŜΩǎ ŘŜƳƻƴǎǘǊŀǘƛƻƴ ǇǊƻƧŜŎǘ ƻƴ ǘƘŜ άaŜŘƛŎŀƭ IƻƳŜέ ǿƛƭƭ ǳƴŘƻǳōǘŜŘƭȅ ōŜ ŜȄǇŀƴŘŜŘΦ  {ƻƳŜ 
payers are experimenting wiǘƘ άŎŀǊŜ ŎƻƻǊŘƛƴŀǘƛƻƴέ ǇŀȅƳŜƴǘǎ ƛƴ ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ ƳƻǊŜ ŎƻƳƳƻƴ 
efficiency and quality bonuses.  Congress is considering passing the Independence at Home Act, 
which will give providers 80% of the savings they produce when keeping chronic care patients 
out of the hospital. 
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In addition, other payment reforms, for example Medicare payment penalties / rewards linked 
to readmission rates, will be difficult to manage successfully without clinically aligned 
physicians. 
 
Those payment changes will necessitate structural changes.  A freestanding hospital cannot take 
ŀ άōǳƴŘƭŜŘ ǇŀȅƳŜƴǘέ ǿƛǘƘƻǳǘ ǎƻƳŜ ƪƛƴŘ ƻŦ ǇŀǊǘƴŜǊǎƘƛǇ ǿƛǘƘ ǇƘȅǎƛŎƛŀƴǎΦ  Lǘ ƛǎ ŘƛŦŦƛŎǳƭǘ ǘƻ ƛƳŀƎƛƴŜ 
any kind of care coordination payment that is paid only to doctors, or only to hospitals.  The 
payment formulas will push providers to change the structure of delivery and to develop new 
organizational models.  The difficulty for strategists is to make that structural transition to the 
new bundled payment without losing the profitability from the current fee for service payment. 
 
 
 
 
 

      
 
 
 

tǊƻŦƛǘƛƴƎ ŦǊƻƳ ŘŜƭƛǾŜǊƛƴƎ άōǳƴŘƭŜŘ ŎŀǊŜέ ǊŜǉǳƛǊŜǎ ŀ ŎƻƳǇƭŜǘŜƭȅ ŘƛŦŦŜǊŜƴǘ ǎǘǊŀǘŜƎȅ ǘƘŀƴ ǘƘŜ 
volume /  pricing strategy that we have employed for the last several decades.  No one argues 
that CMS and the payers will simply flip a switch to bundled payment.  The transition will be 
long ŀƴŘ ǎƭƻǿΦ  ¢Ƙƛǎ ƳŜŀƴǎ ǘƘŀǘ ǇǊƻǾƛŘŜǊǎ Ƴǳǎǘ ƴŀǾƛƎŀǘŜ ǘƘŜ ǇǊƻŦƛǘ άŎǊŜǾŀǎǎŜέ ǘƘŀǘ ŜȄƛǎǘǎ 
between fee for service payment and bundled payment. 
 

Implications for health systems 
While the rate of transition in these trends varies by market, they lead to the need for a new 
vision of hospital / physician strategy.   
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Hospitals and health systems that do not have real integration with substantial components of 
their physician workforce will be at a significant disadvantage as market power evolves in favor 
of large physician groups and other large-scale specialty providers that differentiate themselves 
based on efficiency, quality and/or service.   
 
In markets where there are no dominant physician groups, both hospitals and physicians have a 
significant challenge:  how will they organize in such a way that they can take bundled 
payments? 
 
We would argue that sustainable competitive advantage in this evolving market depends on 
four critical factors: 
 

 Ability to ǘŀƪŜ άǾŀƭǳŜ-ōŀǎŜŘ ǇŀȅƳŜƴǘΦέ  ¢Ƙƛǎ ǿƛƭƭ ǊŀƴƎŜ ŦǊƻƳ ǘƘŜ ŀōƛƭƛǘȅ ǘƻ ƎŜǘ ōƻƴǳǎŜǎ 
ŦƻǊ ŜŦŦƛŎƛŜƴŎȅ ŀƴŘ ǉǳŀƭƛǘȅΣ ǘƻ ǘƘŜ ŀōƛƭƛǘȅ ǘƻ ƳŀƴŀƎŜ άōǳƴŘƭŜŘέ ǇŀȅƳŜƴǘ. 

 Adequate indispensability to exert influence in contract negotiations with large payers, 
i.e., payers musǘ ŦŜŜƭ ǘƘŀǘ ǘƘŜƛǊ ǇǊƻŘǳŎǘόǎύ ǿƻƴΩǘ ǎŜƭƭ ǿƛǘƘƻǳǘ ƛƴŎƭǳǎƛƻƴ ƻŦ ǘƘŜ ǇŀǊǘƛŎǳƭŀǊ 
group or system. 

 Consumer (and employer) preference driven by real or perceived differentiation in 
quality (satisfaction, outcomes, and safety) and price / cost performance. 

 Sufficiently aligned and motivated human capital (physicians, nurses, technicians) to 
consistently deliver the above. 

 
¢ƘŜ ƪŜȅ ƛǎǎǳŜ ŦŀŎƛƴƎ ƘŜŀƭǘƘ ǎȅǎǘŜƳ ŜȄŜŎǳǘƛǾŜǎ ƛǎ ǿƘŜǘƘŜǊ ǘƻŘŀȅΩǎ ǇƘȅǎƛŎƛŀƴ ƛƴƛǘƛŀǘƛǾŜǎ Ǝƻ ŦŀǊ 
enough in creating fundamental alignment of interests between hospitals and physicians.  
 

NEXT GENERATION PHYSICIAN NETWORKS 
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While specific strategies vary based on market circumstances, all markets will need to move 
ǘƻǿŀǊŘ ŀ άbŜȄǘ DŜƴŜǊŀǘƛƻƴ tƘȅǎƛŎƛŀƴ bŜǘǿƻǊƪΦέ  YŜȅ ŜƭŜƳŜƴǘǎ Ƴŀȅ ƛƴŎƭǳŘŜΥ 

 Pluralistic model ς Next Generation Networks need the flexibility to accommodate 
ǇƘȅǎƛŎƛŀƴǎΩ ǾŀǊȅƛƴƎ ƻōƧŜŎǘƛǾŜǎ ǿƛǘƘ ǊŜǎǇŜŎǘ ǘƻ ǇǊŀŎǘƛŎŜ ǎǘǊǳŎǘǳǊŜΦ  tƘȅǎƛŎƛŀƴǎ ǇŀǊǘƛŎƛǇŀǘƛƴƎ 
in these networks range from exclusively employed to largely independent.  Most often 
the key is to involve a combination of hospital-owned medical groups, independent 
groups (who agree through long-term contracts to share support services and to 
delegate contracting authority to the Network), and affiliated independent physicians 
who participate in the Network on a non-exclusive basis.   

 Extensive support services ς The Network provides extensive support services to 
participating practices, some optional and some mandatory.  All participating practices 
are expected to participate in an integrated clinical information system with a shared 
electronic health record.  All practices delegate contracting, contract administration, 
and medical management.  Participating groups delegate billing and collections for 
contracted services.  Other practice management and support services can be made 
available on an a la carte basis (e.g., malpractice insurance, financial management, 
benefits administration, practice administration, etc.). 

 Physician governance ς Physician governance is critical to developing a culture that is at 
the same time responsive to physician needs, accountable for performance, and aligned 
with health system objectives.  Majority physician membership on the Network board, 
coupled with health system reserve powers, is a good way to accomplish this objective. 

 Clinical and economic integration ς The real and only value of a Network in the market 
is directly proportionate to its ability to achieve superior performance in terms of access, 
quality, and efficiency of care.  Superior performance requires both process integration 
and economic incentives to meaningfully align otherwise independent physicians and 
medical groups around common clinical objectives.  A shared clinical information 
system, common clinical protocols, a medical management infrastructure, and an 
economic incentive system tied to clinical performance are all required components.  

 

Understanding what is possible in your environment 
The design and implementation of a Next Generation Physician Network can vary significantly 
based on market circumstances and the objectives of the health system.  Before beginning a 
development process, we recommend undertaking a Physician Strategy Assessment to establish 
a fact-based understanding of the market and organizational consensus around strategy and 
objectives.  The key study questions that should inform such an assessment include: 
 

 What is the current state of medical practice in the market?  Any physician strategy 
needs to begin with a clear understanding of the economics of current practice.  What 
business pressures are physicians exposed to?  Are incomes growing or declining?  What 
is the current reimbursement from commercial health plans?  What are physicians doing 
to improve their economics (e.g., joining groups, expanding their scope of services)?  
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Which practices are trying to grow?  What specialties are in short supply?  Where are 
there excesses?  What new groups have formed or are forming? 

 How will the healthcare market continue to evolve (i.e., consumer / employer 
requirements, payer roles, managed care product evolution)?  The payer environment 
will play an important role in influencing physician alignment options.  What are the 
ǎǘǊŀǘŜƎƛŜǎ ƻŦ ǘƘŜ ƪŜȅ ƘŜŀƭǘƘ ǇƭŀƴǎΣ ŀƴŘ Ƙƻǿ ǿƛƭƭ ǘƘŜƛǊ ŜǾƻƭǳǘƛƻƴ ŀŦŦŜŎǘ ǘƘŜ ǎȅǎǘŜƳΩǎ 
market position?  WƘŀǘ ǇŀȅŜǊ ŎƻƴŦƛƎǳǊŀǘƛƻƴ ǿƛƭƭ ƻǇǘƛƳƛȊŜ ǘƘŜ ǎȅǎǘŜƳΩǎ ƳŀǊƪŜǘ ǇƻǎƛǘƛƻƴΚ  
²Ƙŀǘ ŀǊŜ ǘƘŜ ŘǊƛǾƛƴƎ ŦŀŎǘƻǊǎ ƛƴŦƭǳŜƴŎƛƴƎ ŎƻƳƳǳƴƛǘȅ ǇƘȅǎƛŎƛŀƴǎΩ ǇŀȅŜǊ ŎƻƴǘǊŀŎǘ 
ǇŜǊŦƻǊƳŀƴŎŜΣ ŀƴŘ ǿƘŀǘ ǎƘƻǳƭŘ ōŜ ǘƘŜ ǎȅǎǘŜƳΩǎ ǇƻǎǘǳǊŜ ǊŜƭŀǘƛǾŜ ǘƻ ǇƘȅǎƛŎƛŀƴ κ ǇŀȅŜǊ 
relationships?  What is stŀǘŜ ƻŦ ŜǾƻƭǳǘƛƻƴ ƻŦ άǇŀȅ-for-ǇŜǊŦƻǊƳŀƴŎŜέ ƛƴŎŜƴǘƛǾŜ ǇǊƻƎǊŀƳǎ 
tied to improvement in clinical and service quality?  Which plans would serve as the best 
partners in developing physician alignment vehicles? 

 ²Ƙŀǘ ƛǎ ǘƘŜ ŎǳǊǊŜƴǘ ǎǘŀǘŜ ƻŦ ǘƘŜ ǎȅǎǘŜƳΩǎ ǊŜƭŀǘƛƻƴǎ with its physicians?  To develop a 
future-oriented physician strategy, management needs to start with a clear 
understanding of what ties its medical staff to it today ς from their point of view.  How 
do key practices feel about the relationship?  What benefits do they get from the 
relationship, relative to others they might have?  How important is the system to their 
ǇǊŀŎǘƛŎŜǎΚ  Iƻǿ άƭƻȅŀƭέ ŀǊŜ ǘƘŜȅ ƛƴ ǘƘŜƛǊ ŀŘƳƛǘǘƛƴƎ ǇŀǘǘŜǊƴǎΚ  ²Ƙŀǘ ŎƻǳƭŘ ŎŀǳǎŜ ǘƘƛǎ ǘƻ 
change?  What physicians are currently competing with the system, and what current 
plans could increase competition in the future?   

 How are changes in technology, consumer preferences, and provider economics 
changing site of care, and what are the implications for physician strategy?  How are 
service delivery sites (inpatient vs. outpatient) changing by service line and physician 
ǎǇŜŎƛŀƭǘȅΚ  ²ƘƛŎƘ ǎŜǊǾƛŎŜǎ Ŏŀƴ ƻǊ ǿƛƭƭ ōŜ άŘŜŎƻǳǇƭŜŘέ ŦǊƻƳ ǘƘŜ ƘƻǎǇƛǘŀƭ ŀƴŘ ǇǊƻǾƛŘŜŘ ƛƴ 
ǘƘŜ ǇƘȅǎƛŎƛŀƴΩǎ ƻŦŦƛŎŜ ƻǊ ƻǘƘŜǊ ŦǊŜŜ-standing locations?  What are the strategies of 
medical groups with respect to delivery of ambulatory diagnostic and treatment 
services?  What are the potential implications for the system? 

 To what degree is the system differentiated from its competitors based on patient 
safety, access, quality, and/or cost?  Whŀǘ ƛǎ ǘƘŜ ŎǳǊǊŜƴǘ ƭŜǾŜƭ ƻŦ ǘƘŜ ǎȅǎǘŜƳΩǎ 
performance, and how does it compare to local competitors and national benchmarks?  
Does the system need to improve its scores on patient safety, access, quality, and 
ƻǳǘŎƻƳŜǎΚ  Iƻǿ ǿŜƭƭ ŘŜǾŜƭƻǇŜŘ ƛǎ ǘƘŜ ǎȅǎǘŜƳΩǎ Ŏƭƛnical performance management 
infrastructure (e.g., information technology, medical management, compliance with 
evidence-based practice guidelines, chronic disease management programs)?  What 
strategies should be considered to improve performance? 

 What overall strategic vision should guide physician relations?  How does physician 
ǎǘǊŀǘŜƎȅ ǊŜƭŀǘŜ ǘƻ ǘƘŜ ǎȅǎǘŜƳΩǎ Ƴƛǎǎƛƻƴ ŀƴŘ ƻōƧŜŎǘƛǾŜǎΚ  ²Ƙŀǘ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ ǇƘȅǎƛŎƛŀƴ 
ǊŜƭŀǘƛƻƴǎƘƛǇ ƳƻŘŜƭǎ ŀƴŘ ǎǘǊŀǘŜƎƛŜǎ ƛǎ ƭƛƪŜƭȅ ǘƻ ƳŜŜǘ ǘƘŜ ǎȅǎǘŜƳΩǎ ƴŜŜŘǎ ŀƴŘ ŎǊŜŀǘŜ ǘƘŜ 
greatest overall competitive advantage?  

 

For many hospitals and health systems, addressing these questions will result in a significant 
transformation in physician strategy, leading to a relationship with physicians more 
fundamentally rooted in partnership. 
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CLINICAL INTEGRATION 
 
The decline of risk contracting and the demise of messenger model negotiation strategies 
rocked the IPA and PHO network world.  Many have been dismantled.  The loss of these 
important vehicles for aligning around shared objectives and strategies has left many hospitals 
and physicians adrift.   
 
Hospitals and physicians are inexorably interdependent with closely related needs.  As described 
ƛƴ ǘƘŜ ŎƘŀǊǘ ōŜƭƻǿΣ ƘƻǎǇƛǘŀƭǎ ƴŜŜŘ ƭƻȅŀƭΣ ŎƻƳƳƛǘǘŜŘ ƳŜŘƛŎŀƭ ǎǘŀŦŦΣ ŀƭƛƎƴŜŘ ǿƛǘƘ ǘƘŜ ƘƻǎǇƛǘŀƭΩǎ 
priorities, and engaged in the program development, clinical quality and process improvement 
efforts that can only be successful when approached as partnerships.  Physicians need high 
quality and efficient clinical environments and sufficient leverage in payer and professional 
liability coverage negotiations to ensure sustainable practice economics.  Without alignment 
neither can achieve the market or mission success both need. 
 
 

Hospital ς Physician Alignment 

²Ƙŀǘ IƻǎǇƛǘŀƭǎ bŜŜŘ ŦǊƻƳ tƘȅǎƛŎƛŀƴǎΧ What Physiciaƴǎ bŜŜŘ ŦǊƻƳ IƻǎǇƛǘŀƭǎΧ 

 Deliver high quality, differentiated 
άǊŜŦŜǊǊŀƭ ŎŜƴǘŜǊέ ŎŀǊŜ 
Č Consistent high quality standard 
Č Embrace new technology 
Č Participate in outcomes monitoring 

 

 Provide competitive access to patients 
Č Adequate capacity, coverage 
Č Contracts with all key payers 

 

 Manage utilization (e.g., LOS) 
 
 

 

 Operate effective, financially healthy 
practices 
Č Strong referral relationships 
Č Good financial management 

 

 Be good business partners 
Č Refer patients within the system 
Č Minimize competition with hospital 

 

 Provide high quality, differentiated 
άǊŜŦŜǊǊŀƭ ŎŜƴǘŜǊέ ǎŜǊǾƛŎŜǎ 
Č Consistent high quality clinical 

services (esp. nursing, ancillaries) 
Č Invest capital in new technologies 
 

 Provide competitive access to patients 
Č Facility, staff capacity 
Č Contracts with all key payers 

 

 Provide an efficient place to practice 
medicine (e.g., intensivists, hospitalists, 
residency programs) 
 

 Operate a financially healthy delivery 
system 
Č Streamlined, productive processes 
Č Sufficiently profitable to fund capital 

 

 Be a good business partner 
Č Minimize competition with 

physicians 
Č Provide opportunities to share gains 
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The challenge is ς how to replace the risk-based networks of the 1990s with a more lasting and 
fundamental integration that broadly aligns hospital and physician interests.  A new type of 
network built on clinical integration provides the answer.  Clinically integrated provider 
networks link hospitals and physicians together with the objective of improving patient safety, 
clinical quality, clinical process, and outcomes.  Through shared information systems, clinical 
protocols, and clinical quality management processes, independent providers work together to 
create an integrated system of care.  As an added benefit, careful design and implementation of 
a clinically integrated provider network can enable the network to engage in joint managed care 
contracting.  Regulatory guidelines provide comfort that networks based on clinical integration 
or a combination of clinical and economic integration can engage in joint contracting if such 
arrangements are necessary for and ancillary to achieving the efficiency and quality goals of the 
system.  
 

                     
 

The benefits of clinical integration 
¢ƘǊƻǳƎƘ ǘƘŜ мффлΩǎΣ ǎƘŀǊŜŘ ŜŎƻƴƻƳƛŎ ǊƛǎƪΣ ŀƴŘ ƛǘǎ ŀǎǎƻŎƛŀted shared infrastructure (medical 
management, contracting, etc.) brought physicians and hospitals together in formal, integrated 
networks (IPAs and PHOs). With the demise of shared risk and joint contracting, the economic 
viability of networks of affiliated but independent providers has declined as well.  The result is 
that hospitals and physicians have lost their primary vehicles for developing and maintaining 
strategic alignment, and both physicians and hospitals are feeling the consequences ς loss of 
market differentiation and leverage, difficulty in establishing traction in clinical quality 
improvement, and growing pressure on the economics of medical practice. 

 
While insufficient economic integration has lead to the dismantling of many provider networks, 
ǘƘŜǊŜ ƛǎ ŀƴƻǘƘŜǊ ǿŀȅ ǘƻ άǎƪƛƴ-the-Ŏŀǘέ ς clinical integration.  Federal Trade Commission (FTC) 
guidelines provide for both clinical and economic integration as the basis for joint contracting 
among independent providers.  At least one FTC Advisory opinion found that clinical integration 
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by itself provided sufficient pro-competitive consumer benefits to offset the anti-competitive 
impact of joint contracting.1 
 
 

Broad reaching clinical integration, 
focusing on the improvement of 
patient safety, quality, and clinical 
process, can offer the added benefit 
of market differentiation ς 
measurable improvements in quality 
and/or reductions in cost.  With the 
right relationships with payers, 
everyone in the market benefits ς 
providers, consumers, health plans, 
and employers.  Through pursuit of 
mutual benefit, hospitals and 
physicians establish a stake in one 
ŀƴƻǘƘŜǊΩǎ ŦǳǘǳǊe.  While maintaining 
economic independence, providers 
align around shared clinical and 
economic objectives. 
 
Assuring patients that their medical 
care will be safe and efficacious is a 
priority for physicians, hospitals, 
managed care organizations, 
employers, the government and 
consumers.  New tools and 
technology make this an achievable 
goal.  Clinicians have developed and 
agreed upon evidence-based 
guidelines for many of the common 
conditions and for prevention.  
Claims data can be mined to identify 
people who have a high probability 
of experiencing a serious illness.  
Technology makes it possible to share medical information rapidly and to avoid costly 
duplication of tests and services.  Disease management programs are now available for the 
major chronic conditions such as diabetes, heart disease, hypertension, asthma, and high risk 
prenatal care and deliveries. 
 
Improving the performance of our health care system requires clinical integration and 
teamwork.  Mayo Clinic and other leading group practices have clinical integration embedded as 
a bedrock part of their culture.  Independent physicians or hospital-physician networks can 
deliver clinically integrated care to their patients, but it requires commitment, mutual 

                                                 
1
 FTC Advisory Letter February 19, 2002 (MedSouth) 

Through a clinically integrated provider network, 
participating providers align around shared objectives and 

systems, and in doing so improve competitiveness and 
create the opportunity for stronger financial performance. 

  

Clinical Integration Benefits 
 

Patients Č Motivated physicians and hospitals 
Č Transparent measures and performance 
Č Improved clinical quality and patient 

safety 
 

Employers Č Ability to incorporate own performance 
measures 

Č Containment of health care cost 
inflation 

 
Health Plans Č Higher member satisfaction 

Č Performance-based provider 
reimbursement 

Č Production of objective data 
 

Physicians Č Joint contracting with health system 
Č Care management efficiencies 
Č Opportunity to earn incentive 

compensation 
Č Higher quality care provided 
 

Hospitals Č Joint contracting with physicians 
Č Common objectives among independent 

physicians 
Č Lower clinical cost; higher quality 
Č Market share growth or maintenance 
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agreement to comply with evidence based guidelines and infrastructure to assure compliance.  
This new role can be a natural evolution of pre-existing networks or an opportunity to establish 
a new one.  Networks that can demonstrate sufficient improved clinical quality and patient 
safety, or the potential of sufficient improvement, are able to jointly contract with managed 
care organizations. 
 
Standards of integration 
In general, federal law considers independent providers banding together for the purpose of 
creating market power in contract negƻǘƛŀǘƛƻƴǎ ǘƻ ōŜ ŀƴ άŀƴǘƛŎƻƳǇŜǘƛǘƛǾŜέ ŀƴŘ ƘŜƴŎŜ ƛƭƭŜƎŀƭ 
activity.  There are circumstances, however, where the law and regulatory agencies believe joint 
behavior on the part of independent providers, including joint contracting, may serve the 
interests of competition.  These circumstances can involve economic risk sharing, clinical 
integration or some combination of the two. 
 
Usually, the FeŘŜǊŀƭ ¢ǊŀŘŜ /ƻƳƳƛǎǎƛƻƴ όC¢/ύ ŀƴŘ ƻǘƘŜǊ ǊŜƎǳƭŀǘƻǊȅ ŀƎŜƴŎƛŜǎ ǊŜƭȅ ƻƴ ŀ άǊǳƭŜ ƻŦ 
ǊŜŀǎƻƴέ ǘƻ ŘŜǘŜǊƳƛƴŜ ǿƘŜǘƘŜǊ ǘƘŜ ƭŜǾŜƭ ƻŦ economic and/or clinical integration is sufficient to 
make joint contracting a permissible activity.  Market circumstances and the facts surrounding 
the integration inform the agencies evaluation of the arrangement.  In general, 
 

 Providers must be sufficiently integrated so as to not be considered competitors 
conspiring to restrain trade. 

 The contracting power of the integrated entity must not be so great as to determine 
price. 

 The integration activities and joint contracting arrangements must produce efficiencies 
that benefit consumers. 

 Integration must result in pro-ŎƻƳǇŜǘƛǘƛǾŜ ōŜƴŜŦƛǘǎ ǘƘŀǘ ŜƴƘŀƴŎŜ ǘƘŜ ǇŀǊǘƛŎƛǇŀƴǘΩǎ 
motivation and ability to compete and offset any anticompetitive incentives in the 
arrangement. 

 

Economic integration 
Standards for economic integration have been relatively well defined, particularly in the context 
of physician networks and risk contracting. 
 

 Withholds must be network-wide, and the arrangements must involve collective risk, 
where all participants are at risk for the performance of the whole.  The use of collective 
performance incentives does not preclude the use of individual incentives. 

 ²ƛǘƘƘƻƭŘǎ Ƴǳǎǘ ǊŜǇǊŜǎŜƴǘ άǎƛƎƴƛŦƛŎŀƴǘέ Ǌƛǎƪ ǎƘŀǊƛƴƎ ǎǳŦŦƛŎƛŜƴǘ ǘƻ ƛƴŦƭǳŜƴŎŜ ǇǊƻǾƛŘŜǊ 
behavior.  They must be large enough to motivate providers.  For physician contracts, 
άǎƛƎƴƛŦƛŎŀƴǘέ ƎŜƴŜǊŀƭƭȅ ƳŜŀƴǎ ǿƛǘƘƘƻƭŘǎ ƛƴ ǘƘŜ ǊŀƴƎŜ ƻŦ мр-20% of fees. 

 If performance goals are not met, withheld funds cannot directly or indirectly benefit 
the network or its members. 
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Clinical integration 
Regulatory guidance regarding clinical integration is less well defined.  There have been few 
cases testing standards for clinical integration, and few formal advisory opinions describing 
acceptable and unacceptable practices.  However, careful reading of available resources2 does 
provide some guidance: 
 

 Clinical integration must involve an active and ongoing program to modify the practice 
patterns of participating providers, create interdependence and cooperation among 
providers, control costs, ensure efficiency, and assure the quality of care. 

 The program must be evidenced by significant investment of monetary and human 
capital in infrastructure.  The mere adoption of a common clinical information system 
would be insufficient.  The systems must be employed in the dissemination and 
implementation of common clinical standards. 

 The program must reflect rigorous and effective implementation with results that would 
be difficult for individual providers acting independently to achieve. 

 Wƻƛƴǘ ŎƻƴǘǊŀŎǘƛƴƎ Ƴǳǎǘ ōŜ ŎƻƴǎƛŘŜǊŜŘ άƴŜŎŜǎǎŀǊȅ ŦƻǊ ŀƴŘ ŀƴŎƛƭƭŀǊȅ ǘƻέ ŀŎƘƛŜǾƛƴƎ ǘƘŜ 
efficiencies and quality performance goals of the arrangement. 

The combination of clinical integration with economic incentives such that participating 
ǇǊƻǾƛŘŜǊǎ ŀƭƭ ƘŀǾŜ άǎƪƛƴ ƛƴ ǘƘŜ ƎŀƳŜέ ǊŜƭŀǘƛǾŜ ǘƻ ŎƭƛƴƛŎŀƭ ǇŜǊŦƻrmance improvement strengthens 
the case in support of joint contracting activity.  

 

BDC Advisors and Clinical Integration 

 

Hospitals executives and proceduralist physicians have faced a dilemma for the past two 
decades:  we get paid for caring for patients in the hospital when we are fully aware that many 
of those patients could receive better care at lower cost outside the hospital.  In fact, the best 
care is that which allows them to stay at home.  Value based payment ς in particular bundled 
payments ς would shift the incentives so that we would be paid to offer the highest quality, 
lowest cost care.   

                                                 
2 FTC Antitrust Enforcement Policy in Health Care, August 1996;  FTC Advisory Letter dated February 19, 2002 
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