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PROCEEDTINGS

MR. BYE: Good morning, and welcome back to the
FTC and Department of Justice hearing on health care and
competition law and policy.

My name iIs Matthew Bye.

Today we"re going to consider issues on the
provision of quality information in relation to hospitals
as part of a series of panels focusing on quality of
care. Tomorrow we"ll look at the provision of quality
information in relation to physicians, and in early June,
we" 1l look at market entry and quality of care.

We have nine distinguished panelists this
morning, and we"ve only got until 12:30 p.m. So 1711
very briefly introduce each of the panelists and ask them
to stand up and wave, iIn the order they"ll give their
presentations.

The panel®s complete biographies are available
in the hand-outs.

Due to the limited time we have available, 1
encourage panelists to stick to the time allocated for
their presentations. Cecile Kohrs, our legal assistant,
will wave when your time is up, and i1f that doesn"t
suffice, we have a SWAT team waiting outside to drag
people away.

Gloria Bazzoli i1s professor of health

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



© 0 N o o b~ W N PP

N RN NN NN R B RBP B R P B RB kR
ag A W N B O © 00 N O O b~ W N F O

administration at Virginia Commonwealth University.

Judith Hibbard is a professor in the department
of planning and policy management at the University of
Oregon.

Patrick Romano is an associate professor of
medicine in pediatrics at the University of California at
Davis.

Daniel Kessler is a professor at Stanford
Business School.

Louise Probst is executive director at the
Gateway Purchasers Coalition in St. Louls.

Paul Conlon i1s vice president of clinical
quality at Trinity Health Services.

Nancy Davenport-Ennis i1s the president and
chief executive officer of the National Patient Advocate
Foundation.

Nancy will be talking about certificate of need
issues generally, as opposed to quality issues more
specifically. So, don"t assume that she just walked into
the wrong conference.

Charles Kahn is president of the Federation of
American Hospitals.

And William Sage is a professor at Columbia
University School of Law.

Professor Bazzoli, would you like to start with
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your presentation?

DR. BAZZOLI: And just to make sure you think I
didn®t happen to walk Into the wrong session, 1°"m going
to be talking mostly about what has happened to the
hospital industry over the last 20 or so years,
especially focusing on organizational change, structural
change.

I*"m going to be providing some evidence on how
the i1ndustry has changed, what kinds of changes have been
implemented, what this means for the hospital industry
and markets, and how this affects the financial
circumstances of hospitals.

I think this provides some context for the
quality issue, because obviously hospitals need finances,
they need resources it they"re going to invest in
quality.

To begin, let me give you just a brief synopsis
of what has happened in the last 20 or so years, and
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Hospitals were very worried about government
regulation and rate-setting, but quite frankly, they were
pretty much in the driver®s seat, making their own
decisions, acting on their own.

In the "90s, the world changed quite a bit, as
you probably all know. 1 call this the era of payers,
both private payers and public payers. Hospitals were
losing ground to managed care. They were facing
constraints, especially as we get into the late 1990s,
not only on the private side but also on the public side.

Then we get to the 2000s, and what happened at
that point? Well, we ended up with an industry largely
consolidated but I would call quite bifurcated, some
doing very, very well given the consolidation that
occurred, and some doing miserably, and quite frankly,
the variation and performance over this time period from
the "80s to 2000s has changed.

We"ve seen quite a larger dispersion of
financial performance of hospitals iIn this period.

Well, a lot has happened. |1 just gave you the
synopsis. A lot has happened since the *"80s, and I want
to go through this a bit, and to do that, 1 want to use
what 1 think is kind of an interesting way of setting the
context here, which is to go back to Paul Starr®s book on

the social transformation of American medicine.
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While Starr focused largely on medicine, he did
spend some time talking about what he thought would
happen to the hospital industry, and that"s what 1 want
to use as kind of a frame-work to think about what we
thought would happen and what actually did happen to the
hospital industry.

I think looking at Starr is interesting,
because i1t is 20 years ago, and quite frankly, iIt"s
interesting because many of those who predicted what was
going to happen to the industry painted a similar
picture. So, Starr, In many ways, was a -- you know,
kind of able to see early on what he thought the industry
was going to do, and many seem to have followed his lead.

So, what was his vision for hospitals?

Well, let"s think about what health care looked
like back in the "80s, and what 1"m showing you here 1is,
you know, a lot of little hospitals hanging around,
physicians, also independent, practicing, going about
their daily business, and what Starr was saying iIs that
the forces that were underway In the "80s was going to
change, fundamentally change this picture, and the only
way that hospitals would survive is 1T they came together
in some way, through systems or through merger.

Physicians also would have to come together in

some way .
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10

They could then come together vertically and
form what Starr called the regional/national health care
conglomerates.

These were organizations not based in the local
community but regional and national, where the locus of
control will have moved from the local community to these
larger organizations, their boards, their stakeholders,
their stockholders, in some instances, 1T they“re for
profit.

So, this was the i1dea that Starr had about how
the world was going to change, and again, iIf you think
about i1t, people that came after him, you know, some of
the notions of the advisory boards, Shortell and his idea
of organized delivery systems -- all of that movement
seems to have picked up this wave that Starr started in
1982.

Well, there were very specific pathways that
Starr thought would lead to these national regional
health care conglomerates, these multi-market, multi-
product firms, and here are the pathways that he
suggested.

These are not mutually exclusive. They were
intended to be occurring jointly, some of them overlap a
bit, but basically what he expected was a change iIn

hospital ownership for some, not all, hospitals to for-
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11
profit. He also expected horizontal integration through
the development of multi-hospital systems,
diversification and corporate restructuring in what he
called poly-corporate enterprises, and these are
organizations with multiple subsidiaries that offer
multiple products in multiple markets, vertical
integration of providers into HMO"s, into models that
looked like a Kaiser-type health plan, Kaiser health plan
model, and finally, increased industry concentration of
ownership and control.

And again, these are not mutually exclusive,
and quite frankly, any of the first four here would lead
to the fifth pathway that he suggested.

So, what have 1 been doing? I1"ve been doing
research trying to answer these key questions, namely:
What 1s it that came to pass and what did not in terms of
Starr®s predictions? Why didn"t some things come to pass
and why did others not? What does this mean for the
hospital industry and markets today, and how has this
affected financial status as we see 1t currently? Okay.

So, these are the kinds of questions I"ve been
looking at recently, again given my interest in what
Starr had predicted, and 1 want to present some of the
evidence here today.

First, | want to talk about horizontal
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12
integration of hospitals and kind of combine the notion
of conversion to for-profit with this development of
hospital systems. Quite frankly, when we think about
Starr"s predictions about the development of multi-
hospital systems, he had i1t right, all right?

We have seen tremendous growth in multi-
hospital systems across the U.S. Back in "79, when Starr
was writing this book, 31 percent of hospitals were in
systems. By 2001, about 54 percent of hospitals were in
systems, and an additional 13 percent were iIn looser
health networks, many of which are stepping stones to
future system development.

However -- this is where Starr is wrong -- the
systems are still predominantly not for profit, and they
are still local in their focus, all right?

So, we don"t see the growth of for-profit
chains. We don"t see the growth of national regional
health systems, whether they be for-profit and not-for-
profit, and I wanted to show you a little bit of evidence
in support of that.

Here are some data on changes in hospital --
excuse me -- system ownership type between 1990 and 2001,
and just very easily, you can see the for-profit share
has declined from about one-third in 1990 to under 30

percent in 2001, with a little bit of growth in the
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13
voluntary non-for-profit ownership category.

Looking at kind of the local versus
regional/national aspects of systems, here are some data
that focuses on basically how many MSA®"s hospital --
excuse me -- systems own hospitals, all right? So, I'm
classifying systems based on the number of MSA®"s in which
they own hospitals here.

IT a system i1s regional or national, we would
expect that it would own hospitals in multiple MSA"s.

How many? 1It"s not clear. You know, there are 300 MSA"s
across the country, and what are the thresholds for
regional and national is not clear, but certainly we
wouldn®t expect a regional or national system to own
hospitals in simply one MSA.

And what we can see here looking at these data
is that, increasingly, systems, between 1990 and 2001,
focused on owning hospitals in one MSA, all right?
Similarly, we"ve seen a decline in the number of systems
that own hospitals In four or more MSA"s.

These data suggest to me that systems are
becoming more localized, not regional and national, as
was expected by Starr and by many others, okay?

Well, that was one set of predictions that
focused on for-profit, ownership change, and also system

development.
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Starr and many others predicted that hospitals
would be getting involved with what they called
diversification into these poly-corporate forms, and what
that really meant is they"d be getting involved with
different types of health and non-health-related ventures
to expand what they were basically doing, which was acute
care delivery.

These were some of the things that people
suggested -- not only Starr, but others suggested
hospitals would get involved in, some things very close
to what they"re doing now -- outpatient services, for
example -- but some things extremely far away -- health
management consulting services, real estate management,
that kind of thing. These were the kinds of predictions
that we saw for what hospitals would be doing, what was
expected they would be doing as we advanced into the
1990s and 2000s.

Well, what did hospitals do in reality? |1
don®"t have any numbers here, but let me just synthesize
what one can see from the literature.

Hospitals did experiment with different kinds
of services and ventures. Some of them actually did get
involved, believe 1t or not, In real estate management,
but increasingly, over time, they limited their

diversification to those services directly linked to
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15
their inpatient and outpatient acute care services, all
right? So, they experimented and then they decided to
come back closer to home iIn terms of the services they
offered.

So, things like developing ambulatory surgery
centers, for example, things like developing nursing
homes, building nursing homes because of concerns about
transitions to skilled nursing care after acute care
episodes. Those are the kinds of things we see hospitals
involved nowadays, not the real estate management
activities or hospital consulting services.

Also, the evidence shows that hospitals very
easily, readily, will add and drop services, depending on
reimbursement opportunities.

Home health care is an excellent example. When
home health care reimbursement was very good, all the
hospitals or a lot of hospitals were really moving to add
those services to their complement. What happened with
VBA and the reduction In payment for home health? They

started dropncke

ultimately become this poly-corporate form. They"re

disappear.
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Finally, 1T we look at hospitals now, in 2003,
what do we see? What we see iIs their strategy tends to
focus on being a technology leader in a market. They
want to advertise themselves as having the fanciest
equipment iIn orthopedic surgery, In cardiac care, all
right? That"s the way they are positioning themselves in
the market, not as a diversiftied corporate form, okay?

Does this sound like the medical arms race?
Yes. And in fact, Paul Ginsberg, when he was here,
talked about, in a sense, the return of the strategy to
the medical arms race of the "80s.

Well, what about vertical integration? Starr
and many that followed him believed that government and
employers would press hospitals to become more efficient,
they would push for integrated health care delivery and
financing like the Kaiser health plan or group health
cooperative, and hospitals and other health care
providers, mainly physicians, would grudgingly move to
make -- to develop these systems to survive in the
market.

Further, Starr noted that -- and others, as
well, noted that the initial development of systems would
be a platform for vertical integration.

Well, what does the evidence say? Well, it

looked like hospitals were going to move that way in the
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17
early "90s, but then much of this has dissipated.

This i1s data looking at "94 to 2001, and again,
looking at systems and the kind of vertical activities
they"ve been involved with in terms of integrating
physicians, in terms of developing insurance activities,
and what do we see?

We see that a lot of activity iIn 1994, the
first year AHA collected these kind of data, in
contractually affiliated with physicians and purchasing
physician practices, but over time, these activities have
dissipated.

Less than a third of hospitals report having
contractual affiliations in 2001, and quite frankly, many
of these affiliations are just empty shells. They still
might have a PHO or MSO on paper, but that PHO or MSO is
really not doing much of anything.

In terms of vertical integration into
insurance, there wasn®"t much activity to begin with.
About a fifth of hospitals -- or systems, excuse me, were
doing these kinds of things back in the early 1990s.

That was pretty much sitting there. It looks like i1t"s
on the decline, especially in 2000 and 2001.

So, vertical activity looked like -- especially

on the physician side -- looked like it was going to

happen but then quickly dissipated.
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The final prediction of Starr was this notion
of the concentration of ownership and control, and the
idea here was that multi-hospital systems or this poly-
corporate form would not only centralize ownership of
different types of subsidiaries but also centralize
control, and Starr believed that the shift in control
would move from local communities to these
national/regional corporate organizations. That was the
prediction.

What was the reality?

Wwell, first, recall that I"ve said that most
systems are local, all right. So, If there"s been a
shift of control, maybe i1t"s gone from -- when 1 was in
Chicago -- maybe 1t"s gone from Park Ridge office to
Skokie, where Advocate Health Systems® parent office is,
but that move from Park Ridge to Skokie is not very fTar.

So 1T there"s been some movement, 1t"s not been
very far to a centralized parent.

But on top of that, when we look at systems,
about 70 percent of systems delegate certain authorities,
decision-making responsibilities to their affiliate
hospitals. Only about 30 percent of systems have what 1
would call a command-and-control model where you have one
board making decisions system-wide for all of its

affiliates.
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There"s a lot of -- there®s a mixture of
decentralized and centralized control that we see with
these kinds of systems, and while I"m not going to say
when you see one system, you see one system, because I
tend to be -- 1"m iIn the business of classifying systems
-- there is a great deal of variability from the extremes
of highly centralized to highly decentralized.

So, the question -- the next question one has
to wonder about is why were all these predictions wrong?
Where did we go wrong? And we can®"t blame Starr solely
for this. Many who followed him made similar kinds of
predictions. Why is i1t that these predictions are so off
the mark, other than the growth in multi-hospital
systems?

Well, first -- these are the kinds of things
I"ve identified through my research. First, there was
the assumption that the pressures on hospitals and other
health providers would be unrelenting and uni-
directional, all right? So, there was this notion that
the pressures from government, from managed care, would
keep up and would keep forcing hospitals down this track,
iT you will, this train going down the track, with only
one destination possible, and that was these
regional/national health care conglomerates. That proved

to be false, especially given the managed care backlash
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20
in the late 1990s.

Also, one thing I think that writers didn"t
consider was that, as hospitals consolidated, they were
more able to fend off these pressures as they
consolidated. So quite frankly, their power, their
ability to fend off the desires of weakening managed care
organizations was increasing. So this Is an interesting
combination of forces.

Thirdly, 1 don"t think writers realized the
extent of organizational inertia when 1t comes to
hospitals. There®s a saying that, you know, the writing
is always clearer when you back"s against the wall.

Quite frankly, 1 think what"s true for
hospitals is the writing is only clear 1t we push their
backs through the wall and we hold them there for quite
some time, because at that point the level of pain iIs so
extreme something has to happen, but simply pushing them
on the wall doesn"t mean that they"re going to stay there
and doesn"t mean that they“"re going to change or really
implement the writing that"s on the wall.

A couple other things.

Why did health care remain local? 1 don"t
think Starr or others realized the importance of local
connections. Hospitals®™ legitimacy is based on local

communities, local stakeholders, not on regional/national
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stakeholders, all right? |1 don"t think that was
appreciated. Further, I -- finally, I don"t think these
predictors, these prognosticators, realized the
resilience of the not-for-profit form, the ability to

exist as-is for many years, even under financial
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Boston. Quite frankly, the hospitals there are only
together because of bond financing, but all of the
decisions that are made are made by the individual
hospitals in terms of how they“"re going to use their
capital, what services they offer, medical staff,
governing bylaws, and things like that.

Finally, there is a large minority, about 30
percent of hospitals, not involved with systems or
networks, and that"s either by choice or because they-"re
simply undesirable.

So, that"s what the industry looks like.

I wanted to kind of switch gears and say, iIf we
have this very diversified set of systems out there in
the world, what does that mean in terms of negotiating
with health plans? What does that mean in terms of
financial performance?

And let me begin -- before 1 get to financial
performance -- talk about how this plays out with health
plan negotiations, because 1 think this is particularly
interesting, especially from an antitrust perspective.

Again, we have some centralized systems, very
strong, where the parent is calling the shots, and those
kinds of systems have a lot of power in health plan
negotiations. They hold a lot of the beds locally, and

they can -- they wield a lot of power when It comes to
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discussions with health plans about contract terms.

So that"s one possibility.

Another possibility are these systems,
especially decentralized ones iIn networks, and quite
frankly, these systems have very little power when it
comes to health plan negotiations, all right?

Any power that exists resides in individual
affiliates, and quite frankly, those individual
affiliates, if they“re particularly powerful, don®"t want
their strength diluted by the system being their
spokesperson with the health plans, all right, and we do
see that happen in a number of markets.

For hospitals not iIn systems, we see two
extremes, as well.

We see those hospitals that did not join
systems or networks by choice -- namely, they didn"t see
the value of participating in these arrangements -- they
tend to be strong. They don"t need systems. They don"t
need networks. They"re doing just fine on their own.

But on the other extreme, we"re seeing systems,
especially hospitals that were not joining systems
because they are undesirable -- they have very little
strength, okay?

So, again, what have 1 painted for you here?

I"ve painted for you a world of substantial diversity,
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very powerful hospital players in some instances and very
weak players in another instance, and again, what does
that mean iIn terms of negotiations, in terms of what
hospitals can get? Some of them get very good terms, and
some of them are getting very poor terms in their
negotiations.

It also means that averages are extremely
deceiving. So, 1T we look at an average of total margin
for the hospital industry of 4 percent, 3 percent, that"s
masking the fact that some hospitals are doing extremely
well, all right, maybe 10, 12 percent in terms of
margins, maybe even higher, whereas a lot of them are
doing quite poorly, all right?

Well, 1 just said averages were bad, so let me,
as every professor would do, now give you some averages,
but I will talk about diversity In a moment.

This gives you a sense of what payment-to-cost
ratios have been over time, and of course, it the
payment-to-cost ratio is equal to 1, payment equals cost,
and we can see that, for payers like Medicare and
Medicaid, basically, over time, the values are pretty
much honing in on 1. Okay. So, payments are coming
close to costs, although people are worried about
Medicaid, given the state budget crisis currently.

But again, where hospitals and systems are able
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We see that there®s a lot of hospitals iIn the
U.S. that are making total -- their total margins are
negative. About a third, 33 percent of hospitals, all
hospitals In the U.S., had negative margins in 2000, and
this varies by hospitals.

Major teaching hospitals -- 40 percent of major
teaching hospitals In the U.S. have negative total
margins; 37 percent of large urban hospitals have
negative total margins, all right?

So, this gives you a sense of the distribution
in terms of the percentage of hospitals that are, you
know, again, not doing particularly well.

In jJust a couple of moments, | just want to
talk about the safety net. The safety net, in
particular, In is an area of concern, a lot of pressures
on hospitals iIn the 1990s and 2000s, tons of cost
pressures on them currently. On top of that, add some of
the pressures that I have here for the safety net, and
what we"ve seen is the total margins of DSH hospitals --
these are hospitals that receive Medicare DSH --
declining over time, and in particular, i1if you looked at
non-DSH hospitals, these are their average total margins
over time.

This is the DSH rural. They"re not doing that
bad. But this is the DSH -- the DSH, large urban
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hospitals, and you can see the trend is not very
promising. About 40 percent of large urban DSH --
Medicare DSH hospitals have negative total margins in
2000, all right?

So, again, we"re talking about quite a bit of
bifurcation.

I think a lot of the change that occurred iIn
the i1ndustry over these years has gotten us to this
point.

And for my last slide, | want to talk about
what does the future have to hold for hospitals.

First, the pressures that we"re seeing now will
continue.

Some pressures are actually good, to the extent
that we"re seeing increasing demand for health care
services. That"s going to add to the revenue side. And
actually, demand for hospital services, both inpatient
and outpatient, has been growing since the year 2000.

But on the cost side, we"re seeing increasing
insurance costs. With the current recession, I"m sure
we"re going to start seeing an increasing number of
uninsured. There®s declining payments, support, or
worries about support from the states, given the state
budget crises.

There®s concern on the hospital side about more
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price-sensitive consumers. Consumers are now facing big
increases in their out-of-pocket costs for health-care
services, and hospitals are worried about how that"s
going to affect theilr private payer streams.

In terms of financial performance, | think that
there®s going to be continued bifurcation. We"re going
to continue to see the dispersion of performance spread
between what 1 would call the have®s and the have-not-"s.
Is that going to force some hospitals to close? 1 would
say probably not. I think we"ll see a few but not many.
There®s a lot of political support for hospitals that are
on the brink of closing, a lot of pressure to keep
hospitals open, and quite frankly, not-for-profit
hospitals typically don"t close, even when they"re under
extreme stress.

Finally, what kinds of structure or
organizational change do we expect, should we expect, and
I would only want to conclude with the point that 1 think
we shouldn®t fall into this prediction trap ever again.

A lot of predictions were made about what was
going to happen to hospitals In the "80s, in the "90s,
and I certainly, for one, do not want to be part of
making predictions and having someone do a presentation
like this in 20 years and showing how I*m completely

wrong.
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So thank you very much.

(Applause.)

MR. BYE: Thank you.

Professor Hibbard?

DR. HIBBARD: Good morning.

I"m going to address two questions this
morning. What will make hospital performance reports,
public reporting more effective with consumers, and what
will motivate hospitals to improve?

I want to start with talking about the consumer
issues. There are many barriers to consumers using
performance reports. You know, we“ve seen that they have
not been widely embraced by consumers, and 1"m going to
talk about two barriers here.

One is just simply the invisibility of the
quality gap. That s, consumers are not aware of the
quality problems that have been observed in health care
recently.

And the second issue is the difficulty that
consumers have in using the performance reports that have

been disseminatedumers mj52have
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different factors, to make trade-offs, you have to bring
all the variables together, and quite frankly, those are
cognitive tasks that human beings aren"t very good at,
and 1t"s hard work, and let me just give you a visual

example here.

This i1s a well-known -- this iIs one page out of
a well-known hospital report. 1It"s one page out of 56
pages. This one reports on stroke. 1"m showing you this

as an example for why these are difficult.

The first challenge that a consumer would have
in looking at this is there"s -- so, length of stay,
readmission rates are two key variables that are shown
here, but i1t isn"t always clear to consumers what is good
and what is bad. 1Is a length of stay good or is it bad,
a longer length of stay? People who have been in managed
care might think that a longer length of stay is good,
because i1t shows that, you know, they"re taking care of
people that really need it.

So, you don"t even -- if you look at this,
you"re not even sure what is good, what is bad, which is
the first thing that you need to know, and then, of
course, there"s the problem of what 1f it"s good on one

and not so good on another measure? What do you do with
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And then, of course, there is the money issue,
the average charge, and again, if you do not understand
what the quality information is telling you and you do
want to know about quality, some people will use cost as
a proxy for quality. So, they will go with a higher-
priced option here. So, this report is not really
helping people, and 1t"s a lot of hard work.

So, 1T you step back and you look, the quality
problem is not visible to people. They don"t really
think that there are differences. And then we give them
these reports that are really hard to use and that
require a lot of hard work. So, is it really any wonder
that people aren®t using them?

So, we undertook a series of studies looking at
how can we make reports more effective, and we began with
controlled laboratory studies where we randomly assigned
people and they got the same iInformation but presented in
different formats, and looked at what really helps people
use information to make choices.

We applied that, what we found iIn the
laboratory, to design a public report and then were
involved iIn the evaluation of the impact of that report
on consumers and on providers -- iIn this case, a
hospital.

So 1 want to share with you just the headline
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findings from the laboratory studies and a bit from the
evaluation.

So, when we started the laboratory studies, we
knew what people really wanted from a public report.

What they want is they want to know which §s the best one
and maybe which ones to avoid. They really don®"t want to
work hard. They don"t want to synthesize and interpret
and translate and do all these things that current
reports make them do.

So, 1In the laboratory, we tested this concept
from cognitive psychology called evaluability, and what
evaluability does is 1t"s a way of presenting data that
makes 1t easier for the viewer to quickly and easily see
better and worse options. It basically lets you map a
good/bad scale onto information.

That other slide I showed you, i1t was almost
impossible to map a good/bad scale onto those hospitals.
You just couldn®t tell, especially i1f you didn"t know
what was up and what was down.

So we tested different ways of presenting the
same information, and we used this concept, and the idea
of the evaluability is it takes a lot of the work out of
using comparative information for choice.

So let me just give you an example, so you know

what I"m talking about here.

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



0o N o o~ W N PP

35

We gave one group of people a report to look
at. This has one performance measure and cost
information, and we gave another group the very same
information. This is arranged alphabetically. We gave
another group the same information arranged by
performance within cost strata.

And we evaluated people®s choices according to

whether they chose the highest-performing option within a
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south central Wisconsin. The report rated hospitals on
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well there. There"s a color band, a light color band
that highlights the top performers in each type of
hospital category.

So a person can look at this report, and right
away, they have an answer. They don"t have to work hard
to figure it out.

Now, you might note when you look at this
report that there wasn"t a lot of variation overall, but
there was variation -- some variation in cardiac, and
there was quite a bit of variation in maternity, which
are, of course, things that the public is concerned
about.

We looked at the impact of the report on the
consumers and providers. 1™"m going to share with you
about the evaluation on the consumers first.

We used a design where surveyed prior to the
release of the report and then again after the release of
the report, and we did both a panel of people, as well as
a post-only group, and we used an employee sample and a
random digit dial community sample.

Now, one thing about a report that"s designed
to be evaluable -- we hypothesized that it has the
potential to have a kind of viral effect.

That i1s, 1If you can look at a report and

quickly gain an impression of which are the better and
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which are the worst options, you can keep that in your
mind, you don"t have to have the report in front of you,
and you can then share that with other people, just like
people share impressions about which are the good schools
and which are the good restaurants and make
recommendations based on these impressions, and that is
how people make choices now.

So, 1t could be much more powerful than we had
-- than we think about how people -- we want people to
use reports. |IT 1t"s evaluable, it could work In this
other way, as well.

So that"s kind of what we looked for when we
evaluated, was there some evidence for this kind of viral
impact?

Just to quickly show you who saw the report.
Employees would much more likely to see 1t. The panel in
the community survey was more likely to see i1t than the
post-only, because we probably sensitized them to the --
seeing the report with our pre-survey, and then people
were also exposed through the news stories, and they were
also exposed because they heard about it from other
people. So, there was some evidence there about a viral
effect.

We asked people several questions about which

hospital would they recommend overall, which hospital
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would they recommend for the clinical areas that were
reported in the report, and then we asked them some
questions like which hospitals do you think have fewer
mistakes, which hospitals have fewer preventable
complications. We also asked which hospitals do you
think have more mistakes and more preventable
complications.

Now, what 1°"m showing you here is how many
people named high-performing hospitals in the pre-survey,
the blue line, and then how many named high-performing in
that green stripe, how many reported a high-performing
hospital in the post period, and we see a small bump
there. This iIs everyone, not just people who saw the
report.

So, there was a significant shift on which
hospitals they thought were the high-performers after the
report.

It"s interesting that more people remembered
the low performers, and so, we got a little bit bigger
bump there.

This shows the same data, but 1t"s broken out
by how closely people looked at the report. |If they
didn"t see it at all, they only read a little bit of it,
or they read most of it, it made a bigger difference in

their ability to identify high and lower -- low-

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



© 00 N o o A~ W N PP

N N NN NN P B RBR B R R RBP R Rk
a A W N B O © 00 N O O b~ W N F O

40
performing hospitals, and 1 should say this is two to
four months after the release of the report. So, people
did remember i1t.

We asked about -- did they talk to other
people, their doctor, did they talk to anyone about it,
friends and family, did they pass it along? And the blue
part of the bar is if they were likely or very likely to,
and the yellow part is that they already have. A, a fair
amount of people planned to or already had talked to
others about 1t, we asked 1t they would keep it for
future reference and would they use it to select or make
a recommendation, and again, a majority indicated that
they would.

So, what we saw was that, by making the report
evaluable, 1t did influence consumer views. We saw it
had a small overall effect. |ITf there was wider
dissemination, we probably would have seen a larger
effect. So exposure is a key factor, apparently.

We also -- and we saw evidence for a viral
effect with people talking about 1t and making
recommendations. We also saw some evidence that the
report increased hospital motivation to improve.

Now, the data that we had -- that went into the
report on performance -- we had it for all the hospitals

in Wisconsin.
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So, there were 24 hospitals in the public
report, but there were another 91 non-alliance hospitals
not In the service area, and for those hospitals, we
randomly assigned them to two conditions.

One was to get no report -- they were kind of a
control condition -- or to get a confidential private
report on their own performance.

So, as 1 talk about the evaluation, 1711 talk
about the no report, the private report, and the public
report hospitals, and we"re going to compare them.

So we wanted to know, does making it public
increase concerns about public image and market share,
does it iIncrease quality improvement efforts within the
areas reported on, and are the low scorers the ones who
are really doing more in quality improvement, and to what
degree do private reports stimulate quality improvement
activities?

So, the report came out in the fall, about nine
months later. We surveyed hospitals, all the hospitals,
and we wanted to include CEO"s, medical directors, and
quality improvement directors.

We got a pretty good response rate. We got at
least one respondent from every hospital in the public
report group, about, I believe, 92 percent in the private

group, and about 84 percent in the no-report group.
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Respondents in the -- who weren®t in the public
report hospitals were sent a copy of the public report so
they could answer questions about it.

We asked them about how useful did they think
the report would be for quality improvement, how accurate
or basically how valid the data was, and how appropriate
for public use was the information. This is kind of a
dense slide, but basically, what we saw was that the
public report people were most negative on all of those
questions, and the private report group was most positive
on those questions, although everyone was slightly
negative, and those who had the lowest scores in the
public report group were the most negative. They thought
the data was not valid.

Okay. We asked what is the likelithood that
this report would affect their hospital®s public image,
and for the other two groups, the no and the private
report group, we asked them what is the likelihood that a
report like this would affect your hospital®s public
image, and this i1s broken out by their scores, and we
used the obstetrics score, because that we one was the
most variable.

So as you can see, In the public report group,
those who got low scores said this report is likely to

detract from their public image, and those who got high
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scores said this report is likely to enhance our public
image. And the other two groups, the private and no
report group, it didn"t matter what thelr scores were.
They didn"t think 1t was going to affect -- anything like
this would affect their public image.

So 1t seems like those in the public condition
really felt that this was going to impact their public
image either negatively or positively.

We asked the exact same question about their
market share, and 1 don"t have a slide on this, but
basically, it didn"t have any impact. It didn"t matter
what their score was. It didn"t matter what condition
they were In -- private, public, or no. They didn"t
think it was going to affect their market share. And we
have started to look at the market share data, and
they“"re right, so far.

Then we asked them -- we looked at their
quality improvement efforts, and the -- because
obstetrics was the one that had the most variability, we
asked about seven different quality iImprovement
activities that could be undertaken to improve on the
complications in obstetrics, and this shows the number of
activities that groups are undertaking.

There®s significantly more in the public report

group, the private report group has a medium amount, and
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the no report group has the least amount of attention to
quality improvement in this area.

This i1s broken out by their scores, and again,
those with poor scores in the public report group are
doing the most iIn obstetrics to improve. The other two
groups pretty much -- are doing pretty much the same.

Now, the hospitals thought that the high -- the
poor scores In obstetrics were due to hemorrhage after
delivery, and so, we asked specifically about that, did
they have any QI activities that focus on reducing
hemorrhage after delivery?

So this iIs just those who got poor scores in
the three conditions, and this is how many of the
hospitals with poor scores are focusing on quality
improvement to reduce hemorrhage after delivery, and what
we see Is a tremendous difference between the public
report, the private, and the no report.

But the private report hospitals who had poor
scores -- they knew that they had poor scores. But they
were much less likely to be focusing on this issue. So
what we saw was that making performance public did
stimulate quality improvement activities, and it
stimulated i1t above what was stimulated by a

confidential, private report.
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essential elements of what -- for others to observe the
kind of effects that we saw iIn this situation.

One 1s that it"s Important that a report be
widely disseminated not just to employees but to the
community, and probably the more widely disseminated, the
better.

The hospitals need to know that there®s going
to be another public report in the future, so they have
the motivation to improve.

The report needs to be highly evaluable, or to
put i1t another way, very explicit about high performers
and low performers to work for both the hospitals and for
consumers.

So, what we saw was that a report that"s
designed to really work for consumers does increase the
impact on consumers, and It makes i1t easier to use the
information, and i1t may have created a kind of viral
effect.

It also raised provider concerns about their
public image and i1t appeared to be a motivator, that
concern about their public image, a motivator to improve.

I"m going to leave you with one of the dilemmas
that 1 see in all of this, is that what helps consumers
the most there seems to be the most resistance from

providers on. So, evaluable reports that are explicit
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about high performers and low performers and any kind of
negative framing is also strongly resisted.

So, as long as reporting is voluntary and
providers influence the way data iIs presented, it"s going
to have a Impact on the usefulness and the usability of
these reports.

Thanks.

(Applause.)

MR. BYE: Thank you.

Professor Romano?

DR. ROMANO: Thank you.

I"m going to be talking about public reporting
on provider quality, focusing on hospital quality. 1711
be reviewing some of the literature and highlighting some
of the work that we have done in this field.

So, iIn general -- and 1 apologize for the
translation of the bullets, didn"t work, for some reason,
between computer platforms, some kind of amusing little
symbol there.

Anyway, 1T we look at the idea of how public
reporting is supposed to work, you may consider both
market-oriented and public service-oriented goals.

So, market-oriented goals really focus on
providing information that addresses the asymmetry of

information the marketplace and empowering consumers to
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demand better health care, giving them the information,
the tools that they need to make better-informed choices
that theoretically maximize their utility.

They may do this directly or through their
primary care physicians who make referrals or order
services on their behalf.

Now, of course, in some markets, consumers

don®t really tly nl rsome mar54Tj-5e behates on mnnB7ey5gtTj(6)Tjl1l.
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So, let"s look at some of the evidence from
prior studies and from our studies on the impact of
hospital report cards, and we"ll start by looking at the
impact on hospital volume, market share, i1f you will,
specifically.

These were three of the earlier studies. Bruce
Vladek and colleagues looked at the impact of the first
HCFA mortality release on occupancy rates in New York
City hospitals.

Fourteen hospitals were classified as high
mortality, nine as low mortality. They found no changes
in occupancy rates after the public release.

Mennemeyer and colleagues looked at a broader
time-frame, the same series of reports, the HCFA
mortality reports, looking across the country at the
effect of outlier status.

They found that a doubling of the standardized

mortality ratio -- that i1s, the ratio of observed to
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the model specification.

So, it"s a little bit unclear whether that was
really important.

Interesting contrast -- they also looked at the
impact of press reports of isolated, avoidable deaths at
these hospitals, and they found a 9 percent decrease in
volume associated with those media reports, suggesting
that those isolated press accounts were much more
powerful than the HCFA mortality releases. Of course, no
one would accuse those HCFA reports of being evaluable
using the criteria that Judy has given us.

Dana Mukamel and colleagues, Al Mushlin, looked
at the effects of the CABG mortality reports in New York
on hospital market share and basically found no
significant effects, although the study really was under-
powered. There were some effects that might be construed
as being clinically meaningful, but they didn"t reach the
threshold for statistical significance.

However, they did find a 1 percent higher
mortality rate was associated with the loss of market
share for surgeons, higher in the first report but lower
in subsequent reports, but still significant. So,
perhaps a great effect on surgeon volume.

In our studies, we looked at the outcomes of

hospital report cards in California and New York. This
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is work that will be coming out in Medical Care iIn the
next few months.

We really asked whether hospitals publicly
recognized for good performance experience volume changes
in the year after publication, are these effects
immediate or delayed, are they transient or persistent,
and we were very curious about whether favorable outliers
really attract more patients just for the condition
that"s studied or whether there are spill-over effects.

So, once a hospital gets a good report for
CABG, does that affect their market share for all 