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PREFACE

This research was undertaken to synthesize lessons from the strate-
gies that academic medical centers have used to achieve their objectives
in harsh environments. To identify effective strategies and the atten-
dant lessons, RAND studied six centers that had been selected by an
expert panel as being successful despite the unusual harshness of their
environments.

Preparation of this report was funded by a Public Health Service
contract from the Office of the Assistant Secretary for Health, Depart-
ment of Health and Human Services. The work was performed under
a project entitled “Managing for Survival: An Evaluation of the Stra-
tegic Steps Being Taken by Academic Medical Centers to Assure Their
Institutional Survival.”

Dr. Hammons is currently Associate Director, Physician Payment
Review Commission; at the time this research was being conducted, he
was a Policy Career Development Fellow at the RAND/UCLA Center
for Health Policy Study. Dr. Pointer is Arthur Graham Glasgow Pro-
fessor of Health Administration at the Virginia Commonwealth
University and a RAND consultant.

This report should be of particular interest to administration and
faculty of academic medical centers who are concerned with how their
institutions adapt to changing environments. It should also be infor-
mative to government policymakers and others who provide funding for
the programs of academic medicine or who otherwise seek to influence
their activities.
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SUMMARY

This study extracts lessons from the strategies of academic medical
centers (AMCs) that have been successful in achieving their objectives,
despite the harsh environments in which they operate. The experi-
ences of AMCs that thrive in harsh environments are more likely to be
instructive to other AMCs than are those from institutions operating
in benign environments. This fact motivated the design of this study,
which concentrates on success gained by coping with environmental
adversity. ’

The U.S. health care delivery system is rapidly undergoing a series
of changes that impinge on the viability and welfare of academic medi-
cal centers. If AMCs fail to adapt to these changes, they will leave a
gap in our national health care system or require external assistance.
Academic medical centers train our health manpower; they are largely
responsible for creating the stock of basic and applied biomedical
knowledge that supports technological development, they are the pri-
mary sites for the provision of tertiary care services, and they deliver a
large portion of the care received by indigents.

For the purposes of this study, we defined an AMC to be successful
if outside experts believed it to be achieving the goals it set for itself,
as opposed to some externally set standard. Centers vary from one to
another in the emphasis they place on particular goals, but all major
goals pertain to one or more of the three missions of education,
research, and patient care. We do not presume that one mission is
more or less important than another.

ENVIRONMENTAL DIFFICULTIES

The sources of environmental difficulty for academic medical centers
are generally well known. They include:

o Changes in payer demands. Government and private third
party payers are facing increased pressure to control the rate of
expenditures in the health insurance plans they administer.
AMC hospitals that enjoyed the luxury of generous reimburse-
ment for high cost, high quality care must increasingly respond
to demands for more cost consciousgness. -

o Changes in methods of reimbursement. Changes in payer
demands have affected reimbursement mechanisms. All acute
care hospitals have had to deal with Medicare’s change from
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cost-based reimbursement to the Prospective Payment System
(PPS), but that is only the most sweeping of the many changes
that have occurred in hospital reimbursement. Others include
preferred provider organizations (PPOs), competitive bidding
for indigent care, and the growth in contracted rates for hospi-
talizing patients from health maintenance organizations
(HMOs). As a matter of policy, Medicare PPS made special
provisions to compensate teaching hospitals for their higher
costs of care. However, other systems have generally not estab-
lished a clear-cut policy in this area, and Medicare has recently
reduced its payments for these “indirect costs of medical educa-
tion.”

Changes in health industry structure. In recent years, vertically
and horizontally integrated health care delivery systems have
grown rapidly in both the for-profit and not-for-profit domains.
The resulting new organizational entities have made it
increasingly difficult for the more traditional, autonomous
teaching hospitals and faculty practice groups to maintain their
market positions.

Changes in practice patterns. The growth in physician supply
has meant a growth in the number of specialists and subspecial-
ists outside AMCs. Nonteaching hospitals are increasingly
well-staffed with qualified physicians who believe they need not
refer difficult cases to AMCs for secondary and tertiary care.
Changes in demand for medical education. The increased
supply—many say oversupply—of physicians promises to make
medical education less attractive to prospective medical school
applicants and financing of medical education less attractive to
traditional funders, particularly state governments. In addition,
the demographic effects of the “baby bust” will reduce the med-
ical school age cohort by over 20 percent by the mid-1990s.
Increased competition for research funding. Total federal fund-
ing for biomedical research has remained fairly stable in real
(inflation-adjusted) terms. However, the competition for those
funds has increased sharply because the increases in numbers of
both medical schools and basic and applied biomedical research-
ers who apply for funding.

METHODS

We used readily available data to characterize the harshness of the

environments of each of the nation’s AMCs mainly in terms of the
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difficulty they face in obtaining needed financial resources. Harshness
was measured by the availability of general support for the medical
school, state funding of care for the indigent, and competitiveness of
the medical care marketplace. Selection of the dimensions themselves
and associated variables was constrained by the availability of con-
sistent data for all centers and by the recovery of those data. We used
standard linear methods to create the dimensions from the constituent
variables and to develop a measure of overall environmental harshness.
Although the concept of environmental harshness is somewhat subjec-
tive, by using consistent, objective data to construct these dimensions,
we provided a framework for considering environmental characteristics.

Expert advisors were given the list of AMCs, ranked according to
harshness, and each selected the six or so they viewed as most success-
ful. From the recommendations of these outside advisors, we chose a
set of six medical schools for site visits: Washington University in St.
Louis, University of Louisville, University of Texas Southwestern Med-
ical School, University of Minnesota, University of Utah, and Rush
University.

During the site visits, we conducted structured interviews with AMC
managers, including the central administration, department heads, and
managers of affiliated hospitals. The interviews allowed us to assess
the relative harshness of the six environments on various dimensions,
to judge how successful each AMC was in its own terms, and to under-
stand strategies that each participant institution perceived to have con-
tributed to its success.

After completion of the site visits, we reassessed our study methods
to determine how well they served the study objectives. We concluded
that our methods for measuring the relative harshness of AMC
environments were somewhat flawed. The flaws did not stem so much
from the conceptualization of the measures as from the limitations of
the data we used to construct them. Most important, the only
comprehensive information base for measuring the generosity of fund-
ing for indigent care contains out-of-date state-level data on the Medi-
caid program; thus, information on other state and local government-
funded indigent care programs, which may be of greater importance to
some AMCs than Medicaid, was omitted. Categorical data on the state
support for medical education and endowment appeared to understate
the amount of funding available to support broad medical education
programs in some AMCs. Supply side measures of the local medical
care market conditions did not always_accurately reflect the actual
competitive pressures an AMC faces, but that may be due to the
center’s effective coping strategies.



QOur site visits may have given us a positively biased impression of
the accomplishments of the six sample AMCs, but we could also see
many objective indicators of their success in coping with environmental
adversity. Moreover, we found evidence that each AMC had adapted
its behavior to deal with specific problems it had identified in its
environment, and there were some consistent patterns among effective
strategies across all six sites.

FINDINGS

This study provides a basis for cautious generalizations about broad
organizational strategies that are likely to contribute to the future
“success” of AMCs. Our findings are organized under lessons and
observations. For lessons, we have seen enough evidence across the six
centers to conclude that what we found is not a sampling artifact and
we have a reasonable basis for inferring that these findings are causally
related to success. Our observations pertain to characteristics that
reflect the AMCs’ organizational strategies, but we (not necessarily
others) are unwilling to draw causal inferences on that basis.

Case study methods have inherent limitations, and this brief study
of only six centers has specific limitations. This study might arguably
be called a study at one point in time, but we have obtained as much
longitudinal information as possible from our interviews. We have
dealt with these limitations by moving a potential “lesson” to a finding
-if we believe it might be sensitive to the particular sample of institu-
tions we studied or to the limited information we were able to obtain.

Lessons

We identify seven lessons that we believe can be learned from the
six academic medical centers. Academic medical centers differ con-
siderably in the emphasis they place on particular goals within the
broad categories of education, research, and patient care. Their
interest and ability to pursue particular goals depend on such factors as
institutional history, local and state politics, the local economy. We
recognize this diversity in goals and capabilities of AMCs and present
these lessons as basic principles, not as detailed prescriptions.

Entrepreneurship. This term has strong activist connotations:
organizing, managing, promoting, assuming the risk for an enterprise
or an activity. There are numerous examples of the past and present
importance of entrepreneurship in the success of each of the six
centers we studied, and it is observed at many levels in a center: the



-individual faculty member, the academic department, the teaching hos-
pital, the medical school, the center-wide leadership. At each level,
individuals and groups need to respond opportunistically to the
resources available in the environment at any particular time. This
does not imply that long-run goals should be sacrificed to short-run
expedience, but it does require attitudes and behavior that make the
best of the current changing situation.

Governance. Effective governance systems strike a delicate balance
between promoting independent initiative and facilitating coordination
of center-wide activity and collective action. Independence can be
readily promoted at the medical school level by granting autonomy to
department heads in such areas as faculty compensation and space
allocation. It is more problematic to place sufficient unobtrusive
restrictions on departmental autonomy to facilitate concerted action,
such as a Center’s bid for an HMO contract. Each AMC in this study
has increased its centralized authority and its capacity for coordinated
and collective action to deal with problems that are specific to its
environment and the need for organizational change.

There is no optimal authority or governance structure for all centers
because governance is inevitably affected by institutional culture and
history. Innocuous steps or arrangements to facilitate collective action
(e.g., centralized billing for professional services) in one center will be
anathema in another. The most serious problems of governance
usually revolve around clinical matters—i.e., the relationship of the
medical school to its major teaching hospital(s) or the control of
faculty practice activity and earnings. The need for coordination
between clinical and basic science departments is also growing as
research on clinical problems requires ever more input from the basic
science disciplines and as clinicians have to obtain basic science train-
ing in order to compete effectively for NIH grants. Rapidly changing
environments, such as those in which most AMCs operate, create many
intra- and inter-organizational conflicts. Perhaps the best indicator of
sound governance is the system’s capacity to resolve new conflicts
quickly, efficiently, and effectively. A major conflict, if allowed to sim-
mer, distracts leaders at multiple levels from what can and needs to be
done.

Management of Faculty-Generated Revenue. A successful academic
medical center must maintain strong incentives for individual faculty
members and their departments to generate income but must also
develop means to “tax” some of this income—particularly practice
income—to foster broad center goals. However, a faculty practice plan
will be counterproductive if it imposes too large a tax.



In almost all academic medical centers, a large proportion of revenue
is generated from the patient care activities of clinical faculty; and in
the more research-intensive centers, it is generated from the research
grants and contracts of both clinical and basic science faculty.

Plans differ considerably from center to center, but centers that suc-
cessfully manage faculty-generated revenue provide some fairly simple
lessons. First, the individual faculty member should accept personal
responsibility for generating revenue that can be used to support his
own salary and research and also to promote broader department and
center goals. Second, the faculty member’s compensation should
directly reflect the quantity and quality of his output. Third, the
inherent variation in earning potential across departments and sub-
units should be acknowledged and partially offset by the reallocation of
practice revenue or the differential allocation of other hard money.
Finally, there should be a consensus that the management mechanisms
are understandable and fair to the interested parties.

Tenure. Productivity, adaptation, and renewal are facilitated by lim-
iting the explicit and implicit rights of faculty tenure. Tenure can
easily protect an individual’s academic rank without guaranteeing his
current salary. In many centers, an effective mechanism is a compen-
sation plan that is composed of two or more parts. One part is fixed
by virtue of rank, is often paid from hard money accounts, and may
constitute even less than half of total compensation. The other part is
determined by the faculty member’s current contributions to depart-
mental and center objectives.

Tenure does not provide explicit rights to a particular office or
research space. However, in many medical schools, there appear to be
implicit tenure rights in space that lead to inefficient utilization.

Although tenure may usefully protect a faculty member’s academic
appointment to the point of retirement, it should be more limited for
those in administrative positions—deans, department heads, division
heads. A renewable contract term for administrators, perhaps five
years, allows enough time to identify problems, develop solutions,
embark on new ventures, and learn their consequences. It also protects
administrators from premature judgments about their effectiveness
during a learning period. _

Strategic Use of Resources. An AMC must generally commit many
resources to a department or division to rejuvenate it or to change its
direction. It is often difficult to recruit a new leader for a department
without making such a commitment, particularly when the unit he is
being asked to lead is regarded as having performed poorly in the past.
The command over extraordinary resources gives the new head credi-
bility, authority, and the financial means to pursue the new goal. And
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the most desirable candidates usually demand discretionary start-up
funds or additional research space.

Because the resource requirements are usually beyond what normal
budgets permit, the dean or the vice president must often set priorities
to solve problems sequentially. This may require a painful strategic
decision to commit resources in a fairly lavish manner to one unit
while temporarily allowing another to languish or wither.

The Patient Base. To be successful in the current health care
environment, every AMC must sustain a campaign to ensure an ade-
quate patient base to support its programs. The most direct and press-
ing concerns regarding a patient base are usually financial. If fewer
patients are treated in the center’s facilities, patient care revenues to
the hospital and medical staff fall concomitantly, threatening the
center’s financial viability.

The most common and direct approach to ensuring an adequate
patient base focuses on “market share.” Strategies for affecting market
share depend on many factors, including the local environment, the
particular center’s needs, and its philosophy. Each center in our study
approaches the task in two or more ways. Centers often need to build
new physical facilities or undertake major renovations to attract
private “full pay” patients. With the growth of prepaid health care
systems, AMCs have formed links with existing prepaid plans or estab-
lished their own.

By a combination of efforts the six centers we studied have managed
to maintain and, in some instances, to expand their patient bases in
markets where demand for care has been shrinking and supply has
been increasing. Their success clearly owes much to their unstinting
and aggressive efforts at marketing.

Cost Containment. Academic medical centers need to engage in
active programs of cost containment and demonstrate their effective-
ness. Insurers, PPOs, HMOs, and other payers for health care gen-
erally assume that any major teaching hospital or faculty practice
group will be a high-cost provider. Because of these common percep-
tions, an AMC must bear the burden of proof that it can provide care
at competitive prices, whether seeking a contract with an HMO or
PPO or defending an appropriation request of state or local govern-
ment. Although only one—perhaps two—of the six centers that we
studied operates in an environment of what could be regarded as
“cutthroat” price competition, each faces and has responded to strong
incentives for cost control.



Observations

In addition to the seven lessons that we draw from our study of suc-
cessful centers, we observe five attributes that all six have in common.
Each “observation” pertains to the way these centers have coped with
environmental problems. Although we have insufficient evidence to
draw inferences about their relationship to success, these “observa-
tions” are worthy of consideration.

Medical Education. None of the six centers seemed particularly con-
cerned about the need to take steps to maintain the quality of their
undergraduate medical education programs, and we found no evidence
of decline. Although five of the six schools had experienced a decline
in the number of medical school applicants in recent years, none
believed that it had seen a decline in the quality of either its applicants
or its admitted classes. Moreover, none of the six centers seemed
predisposed to undertake a major reform of their undergraduate medi-
cal education curriculum, which may reflect the higher priority
accorded to other center-wide initiatives.

Long-Range Planning. All six centers engage in long-range planning
as a standard practice and credit this planning for their successful
responses to environmental change. None has a comprehensive master
plan; instead, their planning has been stimulated by the anticipation or
realization of specific problems. It is hard to determine ex post how
much of a particular success is due to planning and how much to ongo-
ing, adaptive response to a changing situation. Planning has at least
one positive and immediate outcome: It reflects and generates confi-
dence and enthusiasm.

The For-Profits. The for-profit part of the health care industry is no
longer seen in doctrinaire terms by the leadership of any of the six
centers we studied. Each has some important relationship with a for-
profit entity or has its own for-profit subsidiary. It is too soon to
assess the long-term consequences of academic medicine’s pragmatic
stance toward corporate medical care and technological development.
There are some trepidations about the danger of the “medical indus-
trial complex,” but these do not stand in the way of considering new
ventures and relationships.

Community Relations. Each center we studied appears to maintain a
good relationship with the community in which it is located, which it
attributes to very conscious attention to community relations, in addi-
tion to its performance as an academic and health care institution. We
believe (but cannot prove) that these effort$ have yielded targe returns
for the six centers in our study. At a minimum, they contribute to a
good aura for the centers; they also increase the number of people who
believe they have a stake in the center’s future success.
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Physical Facilities. Major improvements in physical facilities are
credited as important contributors to the success of each center we
studied. Each has recently completed or is currently undertaking
major building or refurbishment programs, and each of the medical
centers is housed in an impressive physical plant. Their new buildings
can be seen as an important contributor to success, or as a badge of
success. It is certainly better to be housed in new buildings than in old
ones, but we do not know what level of debt burden a center should be
willing to assume to gain that advantage or, more broadly, the priority
a center should attach to physical facilities compared with other uses
of discretionary funds.

CONCLUSIONS

This study sought to identify academic medical centers that were
successfully pursuing their objectives, that were operating in unusually
harsh environments, and whose successes could provide useful lessons
to the larger academic medical community. We believe we have sub-
stantially met the first and third objectives, but we are less certain
about the second. Our measures of environmental harshness are not
conceptually flawed, but the data we used to construct the measures
were too crude and incomplete to reflect all the features of an AMC's
environment that affect its ability to pursue its objectives.

The lessons we draw from the experiences of the six AMCs we
studied would be more impressive if we could confirm that their
successes were achieved despite their having to operate in extraordi-
narily harsh environments. In fact, each of the six clearly faces consid-
erable local challenges, and none operates in a benign environment; but
we are less certain than we would wish that any one of the six faces
more environmental adversity than another center ranked “better off”
on our adversity scale. Nonetheless, we are confident that the lessons
to be learned from these clearly successful centers have general appli-
cability, because of the consistency of their application and their posi-
tive effects across all six centers.

We have one overarching conclusion regarding effective strategies
for coping with environments: Other things being equal, academic med-
ical centers that have more integration and coordination and less subunit
autonomy will be better able to achieve their objectives in the difficult
environment of the future. This was probably an implicit assumption
of this study’s sponsor, which gave the project the title “Managing for
Survival.” The problem is how to achieve integration and coordination
without stifling the initiative, creativity, and responsibility that are
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crucial to the education, research, and patient care functions of
academic medicine.

All seven specific lessons we have synthesized from our study have a
common theme in that they pertain to promotion of effective coordi-
nated action. Entrepreneurship remains an essential attribute for sur-
vival, but it now. needs to occur at the group and center—not so much
the individual—level. The lessons of governance demonstrate the
importance of control mechanisms that can resolve conflict and pro-
mote coordination. Managing faculty-generated revenue requires both
strong incentives for individual performance and acceptance of the
individual’s responsibility to support organizational objectives on an
ability-to-pay basis. The restrictions on tenure we propose are
designed to facilitate needed organizational change without infringing
on accepted academic prerogatives. The strategic use of resources epit-
omizes the sort of decision that a center’s leadership must make in
which the interests of one unit must be sacrificed in the interests of
the whole. Maintaining the patient base for medical education and
containing health care costs must be accepted and pursued as broad
organizational objectives; success requires more cooperative action and
more sacrifice of narrow subunit interests than has been characteristic
of much of academic medicine.
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I. INTRODUCTION

The purpose of the study reported here is to extract lessons from the
successful strategies of selected academic medical centers (AMCs) in
coping with their environments. It is generally agreed that AMCs
must be well managed and efficient in their use of resources to succeed
in their current environments. By examining how some selected medi-
cal schools have succeeded, we hope to discern how others could profit
by following their example and to inform policymakers about how their
decisions affect all AMCs.

The U.S. health care delivery system is undergoing a series of
changes that impinge on the viability and welfare of academic medical
centers. To the extent that AMCs fail to adapt to their new environ-
ments, they will leave a gap in our national health care system or
require external assistance. Academic medical centers train our health
manpower; they are largely responsible for creating the stock of basic
and applied biomedical knowledge that supports technological develop-
ment, they are the primary sites for the provision of tertiary care ser-
vices, and they deliver a large portion of the care received by indigents.

For the purposes of this study, we defined an AMC to be “success-
ful” if it is achieving the goals it set for itself, not some externally
determined standard. Although centers vary in the emphasis they
place on particular goals, all the major goals pertain to one or more of
the three missions of teaching, patient care, and research. We do not
presume that one mission is more important than another, for example
that a research-intensive center is more successful than one emphasiz-
ing patient care.

The extent to which an AMC accomplishes its goals depends in part
on the environment in which it operates. Lessons gleaned from AMCs
that thrive in harsh environments are likely to be more useful to other
AMCs than those from institutions operating in benign environments.
This fact motivated the design of this study, which concentrates on
success gained by coping with environmental adversity.

We conducted the study in the following sequence: Readily available
data were used to characterize the harshness of the environments of
each of the nation’s AMCs mainly in terms_of the difficulty they are
expected to face in obtaining financial resources (Sec. III presents a
complete description of methodology). EZpert advisors selected those
AMCs they viewed as most successful from a list of AMCs in harsher
environments. We then chose a set of six medical schools for site



visits. During these visits, we conducted structured interviews with
AMC managers, including the central administration, department
heads, and managers of affiliated hospitals. The six AMCs are: Wash-
ington University in St. Louis, University of Louisville, University of
Texas Southwestern Medical School, University of Minnesota, Univer-
sity of Utah, and Rush University.

The site visits allowed us to learn the strategies that each partici-
pant institution perceived to have contributed to its success. We have
synthesized this information to identify the strategies that appeared to
work across all or most of the sites. In our synthesis, we felt more con-
fident in judging a strategy as effective when we could reconstruct the
history of its implementation and observe the dynamics of how it was
positively affecting operations.

The background for our study is found in Sec. II, which describes
the changes in the environment that are adversely affecting AMCs and
discusses criteria for measuring success. Our methodology is described
in Sec. I1I, including site selection and interview protocol. Section IV
contains brief descriptions of each of the six centers. Section V
presents the results of our study in the form of seven findings and five
observations. The last section contains our conclusions concerning
AMC management and the characteristics that were correlated with
success.



II. BACKGROUND

For a brief period from the late 1960s through the early 1970s, the
federal government assumed a substantial responsibility for the overall
financial health of the nation’s academic medical centers. This went
beyond the government’s long-term interest in supporting programs of
academic medicine such as biomedical research and training. During
this period, the size of the academic medical establishment grew
sharply, and its dependence on funding from government programs
increased. This dependence naturally led to vulnerability.

The implications of this vulnerability became more apparent as the
policy environment changed. In the mid-1970s, political leaders began
to question how effectively the tax dollars given to academic medicine
were being used to support public policy objectives, which were shifting
from matters of aggregate physician supply to ones involving geo-
graphic and specialty maldistribution, and from ensuring access to care
to the control of health care costs. By 1975, the federal government
had begun to reduce its direct capitation funding for medical education,
and the biomedical research was being stressed by budget stringency.
Academic medicine was becoming steadily more dependent on revenue
generated from patient care at a time of rising public commitment to
the control of spiraling health care costs.

By the end of the decade, some health policy analysts were question-
ing the wisdom of academic medicine’s heavy reliance on federal sup-
port (Reinhardt, 1980). Whatever the wisdom of past policies, there
was a clear consensus that a return to generous federal funding was
unlikely in the 1980s (Ebert and Brown, 1983; Rogers, 1980). This was
as true for biomedical research, where the federal government had a
long history of generous funding, as for the more recent health man-
power education programs (Fredrickson, 1981). As important as the
loss of capitation support was to medical schools, its perceived effects
paled in the face of concern over changes in hospital payment systems
and the general move toward price competition in the health care
delivery system (Ebert, 1985; Ginsberg, 1985; Relman, 1984). It was
easy to imagine how academic medical centers might be unable to cope
with pressure from cost-conscious payers for medical care, although the
adverse effects of cost containment seemed likely to vary greatly across
different types of institutions (Schwartz, Newhouse,~and Williams,
1985).



As academic medical centers faced the prospect of having to func-
tion in increasingly harsh environments, their leaders began to reassess
institutional priorities (Ebert, 1985; Institute of Medicine, 1983).
Many felt that the governance structure of centers would need to
change (Ebert and Brown, 1983; Hastings and Crispell, 1980; Heyssel,
1984; Rogers, 1980). Although there was a consensus that centers
needed to adapt to their changed circumstances, there were no widely
accepted prescriptions for doing so.

This study accepts the premise that academic medical centers have
faced and are continuing to face more and more difficulties because of
changes in their environments. Some difficulties are posed by national
policy changes, some by states, and others by changes in the local
health care markets where AMCs must compete with other providers.
The nature of these changes are generally well known in the policy and
academic communities. We summarize the most important changes
under six broad headings: changes in payer demands, changes in
methods of reimbursement, changes in industry structure, changes in
medical practice patterns, changes in the demand for medical educa-
tion, and greater competition for research funding.

CHANGES IN PAYER DEMANDS

All payers (the federal government, state governments, employers,
and insurance companies) need to reduce the rate of increase in their
expenditures, improve the predictability of year-to-year expenditures,
and shift financial risks to providers and consumers. These demands
have precipitated a shift in the emphasis of public and private policy:
from improving the access to and increasing the quantity and quality of
health care services, to containing the utilization and cost of such ser-
vices. Quality and access are still very important, but utilization con-
trol and cost containment take precedence. Traditionally, AMCs have
assumed a leadership role in improving health care quantity, quality,
and access. Thus, a tension exists between the demands of payers and
the traditional mission or orientation of the academic medical center.

CHANGES IN METHODS OF REIMBURSEMENT

An alteration in payer demands has caused significant changes in
the way providers are reimbursed. The basis of payment is changing
from incurred costs or charges to mandated (as in the case of the
Medicare Prospective Payment System—PPS) or negotiated (e.g., Pre-
ferred Provider Organization arrangements or Health Maintenance



Organization contracting) prices. In the past, providers were retrospec-
tively reimbursed for individual items of service; providers are often
now being paid for highly aggregated products (e.g., a discharged
patient within a broad diagnostic category), the prices for which are set
prospectively. Although the Medicare PPS makes special incremental
payments for teaching hospitals, these payments were reduced in 1986.

The ultimate extension of these three trends is capitation, in which
a provider or group of providers assumes responsibility for the full
range of required medical services to an enrollee in return for a fixed
(capitated) payment. As a consequence, it is becoming more difficult
for provider organizations to transfer financial risk to others; they
must assume and manage it themselves. Government controls that
were primarily prescriptive and prohibitive are being replaced by
mechanisms that structure economic incentives, increasing competition
in the industry. Given such dynamics, health service organizations
must seek to optimize, rather than maximize, the amount of care pro-
vided to a given patient. Specific prices for defined products paid pro-
spectively in a highly competitive market tend to isolate the provision
of direct patient care from other closely associated activities (teaching,
research, and the provision of partly compensated or uncompensated
care) traditionally undertaken by academic medical centers. That is,
purchasers want to constrain or eliminate cross-subspecialists and pay
providers for a pure health care product that their beneficiaries receive.

The emerging aggressiveness of buyers in this regard upsets a deli-
cate pattern of cross-subsidies that has developed over the years and
served important social needs. To compete effectively with other pro-
viders in a prospectively priced reimbursement environment, AMCs are
being forced to eliminate the costs associated with related activities
from the prices they charge for direct patient care. In this sense, the
AMC faces a dilemma: If the cost of associated activities is loaded into
the price of the “pure health care product,” they are not competitive; if
such costs are eliminated without other sources of funding for their
support, these activities vital to the functioning of an AMC will atrophy.
Affiliated community teaching hospitals, facing the same reimbursement
incentives, may be less willing to participate in undergraduate and gradu-
ate medical education programs unless they are reimbursed for their
costs. In the absence of such compensation, teaching programs not essen-
tial for economic survival may be eliminated or decreased in scope and
magnitude.



CHANGES IN INDUSTRY STRUCTURE‘

The health care industry is moving from being composed almost
entirely of autonomous providers—hospitals, doctors, etc.—toward
large, more diverse organizational forms, including several horizontally
and vertically integrated health service delivery systems. These sys-
tems are not only delivering health care services but are also assuming
the financial risk of providing comprehensive care packages to desig-
nated populations through their own health maintenance organizations
(HMOs) and preferred provider organizations (PPOs) and by contract-
ing with third party payers and brokers. These integrated systems
have strong financial incentives to keep patients within their bound-
aries and to redefine or limit the scope and amount of tertiary care ser-
vices provided. The more they retain patients, the less is the demand
for primary and secondary (both inpatient and outpatient) care pro-
vided by academic medical centers. Additionally, such systems will
provide tertiary care services themselves or begin to limit coverage for
such services. Such trends will threaten the financial and patient care
base of many academic medical centers.

CHANGES IN MEDICAL PRACTICE PATTERNS

Until quite recently, the practice of medicine was subject to a fairly
precise and dichotomous division of labor. Community-based practi-
tioners provided primary and some secondary medical services; the
faculty of academic medical centers provided much secondary and vir-
tually all tertiary services. This division of labor has become blurred
because of the combined effect of two factors: more practicing physi-
cians (the result of expansion in schools, larger class sizes, and physi-
cian in-migration) and a greater proportion of medical school graduates
pursuing specialty and subspecialty residency training. As the
physician-to-population ratio has increased, the market for medical ser-
vices has become much more competitive, and physicians have
attempted to retain (rather than refer) patients. Additionally,
community-based specialists and subspecialists are now successfully
competing for patients requiring tertiary care, thus eroding the once
secure base of academic physicians and medical centers.



CHANGES IN THE DEMAND FOR MEDICAL EDUCATION

The demand for medical education is undergoing change in signifi-
cant ways, partly because of the perceived (if not actual) oversupply of
physicians. Potential applicants believe there has been a reduction in
the return on investment in medical education. Neither the federal
government nor state governments are appropriating funds to expand
medical school capacity. Similarly, public funding of scholarships and
student loans has become scarce. Further, the “baby bust” of the 1960s
is causing a sharp decline in the size of the age cohort that tradi-
tionally attended medical school. As a consequence of these tremds,
medical schools will face erosion of their student applicant pool (in
terms of both quantity and quality) and concomitant reduction in their
“hard money” financial base.

INCREASED COMPETITION FOR RESEARCH FUNDING

Inflation-adjusted federal support for biomedical research has
remained fairly constant. However, there is greater competition for
such funding because of increases in the numbers of medical schools
and of basic and applied biomedical researchers. As a consequence, the
pool of biomedical research funding per institution and per researcher
has considerably declined. One can expect more and more disparity in
research funding among institutions and researchers.

Given these trends, the consensus is that AMCs must be well
managed. Therefore, they must carefully examine their strategies for
coping with much different and considerably harsher operating
environments.



[II. METHODS

This project was designed to study a select group of academic medi-
cal centers (defined as a medical school and its major affiliated teach-
ing hospitals) that were judged to be successful despite the relative
harshness of their operating environments. The method employed had
three interrelated components. First, all academic medical centers in
the United States were arrayed in terms of the harshness of their
environments. Second, a panel of experts identified the most success-
ful academic medical centers operating in the harshest environments.
Third, we chose six academic medical centers so identified for site
visits and more in-depth study.

DETERMINATION OF ENVIRONMENTAL HARSHNESS

Although all academic medical centers are subject to many of the
same forces (described previously), the characteristics of their immedi-
ate operating environment can vary considerably. Some AMCs operate
in fairly hospitable environments; others function in environments that
can only be described as harsh. Our study’s objectives required us to
assess relative environmental harshness. To do so, we conceptualized
three dimensions on which each center’s environment might vary in
terms of harshness and that could be constructed from data that were
available on all or nearly all AMCs: Availability of general support for
the medical school, state funding of care for the indigent, and competi-
tiveness of the medical care marketplace. Environmental harshness is
conceptually quite subjective. However, we used objective data for
these dimensions, and we provided an internally consistent framework
for examining environmental characteristics. The availability of con-
sistent data for all centers and the recovery of those data shaped these
dimensions.

The three dimensions and the proxy variables used to measure them
are described below. Subsequently we discuss some of the limitations
that became apparent in the course of our site work.



General Medical School Support

This dimension was quantified with two variables: state support the
school received for medical education, and endowment income. We
selected these variables to capture the magnitude of general funding for
both state-supported and private medical schools. Although state sup-
port is public data, endowment income is not. The Association of
American Medical Colleges (AAMC) collects such information in its
annual survey.

To protect the confidentiality of the information, the AAMC com-
puted (by school) the sum of annual state support and endowment
income per full-time equivalent (FTE) medical student. A score of the
sum was computed, called a “Z” score, and all schools were placed in
categories according to these integer scores. That is, all schools
between the mean and one standard deviation above the mean were in
one category, the schools between one and two standard deviations
above the mean were in another, etc.

State Funding of Indigent Care

This dimension captures the relative generosity of the environments
with respect to providing medical care for the indigent. Unfortunately,
only Medicaid data were available for all medical centers. Therefore,
other state, county, and local government expenditures for public assis-
tance medical care are not included in this measure of generosity.

To construct this dimension of indigent care funding, we divided
Medicaid expenditures by state (for 1983) by the number of individuals
in that state below the poverty line. Fiscal year 1983 (10/82-9/83) was
the most recent year for which HCFA could supply data. The state
was the smallest political unit for which comparable and reasonably
accurate data were available. Thus, for AMCs that draw a high pro-
portion of their indigent patients from several states, this measure will
be somewhat distorted, even for Medicaid.

Medical Marketplace Competitiveness

We constructed four proxy variables to capture the degree of com-
petitiveness of the environment in which the AMC was located:

e The average percentage of beds in all hospitals in the Standard
Metropolitan Statistical Area (SMSA) that were empty during
1982, -

e The average percentage of beds in tertiary hospitals in the
SMSA that were empty during 1982 (we used AHA data on
facilities and services offered to specify tertiary hospitals),
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e The log of the ratio of the number of physicians to population
in the Metropolitan Statistical Area where the AMC was
located, and

e A dummy variable indicating whether the area surrounding the
MSA was rural or urban.

Using factor analysis, we constructed a single index number from
the four variables. Several factor analyses produced rank orderings of
academic medical centers that were quite similar to each other; the
results were therefore not very sensitive to modest changes in the
specification of the factor analysis. The resulting index of competitive-
ness increased with total and tertiary empty bed rate and decreased
with a higher ratio of physicians to population; the index was higher
for SMSAs surrounded by rural areas.

Summary Measures

We calculated a standardized (“Z”) score for all academic medical
for each of the three dimensions. The three “Z” scores were summed
to construct a general measure of environmental hostility. Appendix A
presents data on the dimensions used to construct the measure of
environmental harshness for all U.S. academic medical centers.

SELECTION OF STUDY SITES

Those AMCs in the bottom third of the array of summed “Z” scores
(general support, state funding of indigent care, and medical market
competition) were deemed to be operating in the harshest environ-
ments. We convened a nine-person panel of nongovernment experts
familiar with academic medical centers. They included representatives
from medical schools, private consulting, investment banking, founda-
tions, the Association of Academic Health Centers, the Association of
American Medical Colleges, and the Liaison Council on Medical Edu-
cation.

We first asked the panel if our dimensions of competitiveness
seemed sensible and if the resulting ranking of centers according to
environmental harshness seemed plausible. They reacted positively to
both questions but indicated some reservations regarding the implica-
tion of unavailability of some important data that might reflect
environmental harshness. -

The panel then identified not more than five AMCs that (in their
opinion) were the most successful from among the one-third of the
medical centers appearing in the harshest environments. They also
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recommended other medical centers that they judged were functioning
with unusual success but that our measures had not shown to be
among the one-third with the harshest environments. Each expert was
asked to restrict the total number of choices to about six centers.

As might be expected, the experts did not have a complete con-
sensus, although four of the six sample centers appeared on five or
more of the nine lists. We selected two centers just above the cutoff
for the harshest third of environments because persuasive cases were
made for their inclusion by two or more experts and because they pro-
vided other factors such as a balance between state and private institu-
tions, geographic spread, relationships with for-profit affiliations, etc.
One center originally chosen refused to participate but a substitute
center did agree to participate.

The six centers studied were Washington University (St. Louis),
University of Utah (Salt Lake City), University of Minnesota (Min-
neapolis), Rush (Chicago), University of Texas-Southwestern (Dallas),
and the University of Louisville. Each had been picked by several of
our experts. Texas and Minnesota were picked from outside the
“harshest third,” but they were just outside the boundary.

SITE VISITS

Three or more members of the research team visited each study site
academic medical center. The objective was to determine those charac-
teristics (mission or goals, strategies, structure, and functioning) that
were most associated with the institution’s success and its probability
of surviving and thriving in the future. In each instance, the site visit
lasted two days.

We conducted interviews with each major officer of each medical
center and its affiliated hospitals, including the medical school dean,
the chief financial officer, the dean for student affairs, the chairman of
a sample of clinical and basic science departments, an officer of the
university containing the academic medical center, and the chief execu-
tive officers of major affiliated teaching hospitals.

Interview guides were prepared for each of the major offices listing
the kind of information we wished to obtain from each person. Appen-
dix B reproduces these interview outlines. No attempt was made to
ask questions in a standardized format. When possible, at least two of
our team attended each interview so that one person could record the
interview while the other asked the questioiis. -
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METHODOLOGICAL REASSESSMENT

The design of this study necessarily rested on some inherently sub-
jective assessments, which required validation. In conducting each of
the six site visits, we assessed the validity of our methods for conceptu-
alizing and measuring environmental harshness and selecting academic
medical centers that were successfully coping with that environment
(those that had a high probability of surviving, if not actually thriving,
in the years ahead). The results of the assessment are reported below.

Success

Each of the AMCs selected and visited by the site study team was
judged to be successful. Although there was great diversity among the
sites, each AMC demonstrated a very high level of performance in
accomplishing its core missions. All pursued goals of undergraduate
teaching, graduate teaching, basic biomedical research, applied or
developmental clinical research, and the provision of health care ser-
vices. However, as expected, the importance and priority accorded to
each of these goals and the specification of objectives that flowed from
them varied considerably across the sites.

Environmental Harshness

The methodology for measuring the relative harshness of the
environments that academic medical centers face was somewhat
flawed. The flaws seemed to stem not so much from the conceptualiza-
tion of our three dimensions as from the limitation of the data we had
available to construct them.

We ascertained three problems with our approach: First, Medicaid
funding, the only available data, was a poor proxy for the degree of
state generosity regarding care for the indigent. Such data did not
reflect the nature or extent of funding that other state and local pro-
grams provided. For three of the six centers in our study, these pro-
grams considerably mitigated the low level of funding by the state’s
Medicaid program. Second, categorical data provided by the AAMC
that combined state support for medical education and endowment
income did not seem to present an accurate picture of the relative
availability of resources. In several instances, the degree of general
support from endowment resources seemed likely to have been under-
stated. Although the confidentiality of-these data preclude any
analysis of the reason for this apparent understatement, we suspect it
may be due to endowments of individual units of a center (e.g.,



13

departments, teaching hospitals), that are not captured in AAMC data.
Finally, the degree of competitiveness of the local medical care market-
place is not totally reflected by the supply side data that we used to
quantify this dimension (e.g., physician-to-population ratio, the per-
centage of total and tertiary hospital beds that were vacant). Although
these data do seem to characterize the potential competitiveness of a
local health care market, they do not necessarily provide a reliable
indicator of the degree of competition that has actually developed
between academic and community providers.

Adaptive Behavior

All six sites perceived significant changes in their environments and
the need to alter their strategies. What one does depends upon what
one sees; what one sees depends upon where one stands. All of the six
centers were standing in different places than they had been in the
past, seeing things differently. They possessed both strategic vision
and a capacity to change according to what they perceived the future
required.

All the sites appreciated that changes in the pattern of health care
delivery and financing presented the most critical problems for AMCs.
Therefore, the greatest alterations in strategy would be required in the
area of patient care service rather than teaching and research. In this
sense, the teaching hospital (whether owned or affiliated) represents
the most problematic and vulnerable component of the academic medi-
cal center.

The future of any organization depends ultimately on two things:
the environment and the ability of the organization to cope with its
challenges. Poorly functioning organizations can survive for a long
time if the environment is benign or lush. In the past, the success of
academic medical centers was virtually guaranteed because of a hospi-
table operating environment, but that situation has changed dramati-
cally. Although this study initially examined strategic positioning
given significant changes in the environment, it is clear that AMCs
must improve the effectiveness and efficiency of their internal operat-
ing systems if they are to survive and thrive.

The Uncertain Future

After studying six “successful” centers, selected with the advice of
our advisors, we share the experts’ general optimism aboat their future.
However, some of the success is still a matter of promise rather than
reality. Although each of the six study sites was responding in an
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innovative and dynamic fashion to the incentives, contingencies, and
constraints of a new (and much harsher) environment, it is not clear
how successful these responses will ultimately prove to be. The process
of response is no less impressive for this uncertainty.



IV. CENTER DESCRIPTIONS

Each of the six academic medical centers we studied operates in a
unique environment, and each has a different approach to attaining its
organizational goals. Although the goals of each involve education,
research, and patient care, the centers emphasize diferent goals and
define them differently. Moreover, each of the six has a distinct insti-
tutional heritage and culture, which influence both their explicit objec-
tives and the way they seek to achieve them.

A short sketch of each center will give the reader a sense of the
problems each faces in its environment and the general approach each
has taken to solve them. The tone of this section may seem unduly
complimentary. There are two possible explanations: One is that, dur-
ing our site visits, we were looking for the causes of success, and we
were less attentive to the centers’ shortcomings. Another is that the
six are, in fact, extraordinarily successful in coping with their environ-
ments. In any case, this section provides background for understand-
ing our results; the bases for our results are discussed in the Sec. V.

THE UNIVERSITY OF LOUISVILLE HEALTH
SCIENCES CENTER

The University of Louisville Health Sciences Center (ULHSC) has
undergone major changes since the early 1980s, replacing what many of
the academic medical community viewed as a period of minimal
growth. Several bold decisions were important factors in creating this
revitalization. In 1983, the University of Louisville School of Medicine
(ULSM) became the first medical school in the country to contract
with a for-profit corporation to lease its major teaching hospital. So
far the relationship between ULSM and Humana has been a success,
as evidenced by the satisfaction of the faculty and students and by the
profitability of the hospital. This success was facilitated by organiza-
tional changes, by the terms for the support of indigent care negotiated
with the lease, and by Humana’s concern for the city of Louisville as
its headquarters. At the time, some saw the contract with Humana
Inc. as a risky solution to a serious problem. Other schools are now
implementing variants of this arrangement.. -

The School of Medicine traces its roots back to 1837 before it
became part of the University of Louisville in 1846. It was a private
school until 1970, when the university became part of the Kentucky

15
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system of higher education. New basic science facilities were con-
structed in the same year. The medical school had prided itself in pro-
viding good training for practicing physicians, but it did not have a
strong research reputation. Its main clinical facilities were based in
Louisville General Hospital (LGH), a county hospital with a dilapi-
dated physical plant, a setting that attracted only charity patients.

In the late 1970s, the state agreed to pay for a new hospital, and in
1978, the university assumed responsibility for administering the old
hospital, which was a tremendous financial drain. Funds from the
university’s foundation were required to support hospital operations.
In addition, because of the poor facilities, the hospital had virtually no
paying patients, which limited the faculty’s ability to raise funds
through fee-for-service practice. The poor clinical facilities and limited
opportunities also made it very difficult to recruit faculty, particularly
in the hospital-based specialties.

In the 1980-1981 school year, Dr. Donald C. Swain was named
University President and Dr. Donald R. Kmetz was named Dean and
later Vice President for Hospital Affairs. Getting the hospital expenses
under control was a top priority. The school’'s new top management
formed a separate corporation, the University of Louisville Hospital,
Inc., and awarded a contract for managing LGH to a California firm as
a temporary arrangement until the new building opened.

Negotiations for managing the new hospital were originally begun
with a not-for-profit corporation that runs two of Louisville’s major
affiliates, and that corporation made a formal proposal. However, the
offer was superseded by an offer from Humana Inc. to lease the hospi-
tal on terms that the state, county, and school perceived to be more
advantageous. To ensure that the faculty concurred, the school
administration held a referendum by mail; 81 percent of the faculty
voted, with 76 percent in favor. The contract was signed January 1983,
and the building was opened in May of the same year.

The financial terms of the final agreement were that: (1) Humana
would lease the hospital “at market value” ($6.5 million per year in
1985); (2) the University of Louisville would receive 20 percent of the
pre-tax profits from the operation of the hospital and the annual
interest on $4 million; and (3) the state, county, and city would provide
a charitable trust fund to support indigent care at the hospital.

The hospital, now known as Humana Hospital University or HHU,
receives approximately $20 million annually to support indigent inpa-
tient care. The amount is indexed to the lower of the increase in the
Consumer Price Index or the increase in the tax revenues of the state,
county, and city. Of this amount, 90 percent is for the care of indi-
gents from Jefferson County, the rest for indigents from elsewhere in
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the state. The money is paid to the hospital at a rate of 95 percent of
charges for indigents until the budget runs out. The hospital must pro-
vide all hospital care required by all indigents in Jefferson County and
must continue to provide this care even after the payments are
exhausted.

The reimbursement rate of 95 percent of charges is generous com-
pared with rates paid by typical indigent care plans. So far, the hospi-
tal has not been seriously burdened by the arrangement. Although the
hospital has no obligation to non-defferson County residents beyond
providing them with approximately $2 miilion worth of care at the 95
percent of charges rate, Humana has so far chosen to accept all appli-
cants.

The changes in the funding arrangements for the university hospital
have improved the financial environment of the school. State funding
for medical education is about at the national average on a per-student
basis. The University of Louisville has recently instituted a major.
fund drive to improve its endowment, and the School of Medicine
benefited with numerous endowed chairs. Opportunities for generating
income through faculty fee-for-service practice are growing with the
new hospital’s increased prosperity. Compensation for indigent care is
no longer a serious problem for the university hospital. It is, however,
a serious problem for the affiliated children’s hospital, which receives
none of the funds from the charitable trust for Jefferson County
residents.

During this period of revitalization, the school’s central administra-
tion has placed considerable emphasis on improving the management
and leadership within the School of Medicine. Ten new departmental
chairmen have been hired since the early 1980s. This new leadership is
expected to place greater emphasis on research and to improve the
overall quality of the medical education program.

The ULSM governance structure places much operational authority
at the level of the departmental chair. For example, the dean has no
direct control of faculty practice income, although the practice plan
“taxes” this income. Many of the department chairmen control their
departments’ “Professional Services Corporations” and in this way con-
trol salary supplementation for those faculty they view as “dead wood.”

The hospital managers and faculty leaders hold regular planning
meetings together to review the hospital budget, and these are credited
with lowering conflicts between the faculty and HHU. Humana has
demonstrated a willingness to purchase equipment such as a magnetic
resonance imager needed for the academic programs, even though it
may not yield as high a rate of return as other possible investments.
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Humana also continues to purchase tertiary care equipment for its
other hospitals in the Louisville area. In some instances, they have
acquired advanced technology, such as the heart transplant program,
before HHU; and there is considerable competition among members of
the chain. Most of the profits from hospital activities received by the
university have so far been given to the School of Medicine, which has
distributed part of them to the academic programs of departments that
contributed to hospital earnings. This acts as an incentive to support
the hospital with private patients.

Although Louisville General Hospital used to care almost entirely
for indigent patients, the new hospital has reached the point where 25
percent of the cases are from commercial payers, and the level is still
rising. The success of HHU in competing for paying patients has
introduced a strain in the relationship between ULSM and its other
affiliated hospitals. The relationship with the children’s hospital is
further strained by the fact that it provides essentially all the care for
Jefferson County’s indigent children but receives no money from the
charitable trust given to HHU, although the children’s hospital will
receive a direct state allocation. The relationship is important to the
school because the children’s hospital is the home of the ULSM Pedi-
atric Department. Moreover, the children’s hospital and some other
hospitals provide subspecialty training that is not available at HHU.

The primary goal of the undergraduate teaching program is to pro-
duce clinicians for Kentucky. In 1985, almost 95 percent of the enter-
ing class of 124 were Kentucky residents. In 1982, ULSM decreased
its class size by 12 percent. Since then the number of in-state appli-
cants has declined slightly, but there has been no corresponding decline
in the quality of applicants.

The graduate medical education program has made a dramatic
recovery from the state it had reached in the late 1970s, when LGH
was staffed largely by foreign medical school graduates, and at least
one residency program lost its accreditation. Now all the residency
programs are fully accredited, most departmental programs obtain
residents who are graduates of American schools, and some depart-
ments are quite successful in getting their preferred residency candi-
dates in the National Residency Matching Program. '

The quality and quantity of biomedical research at ULSM vary
greatly from department to department. Several newly appointed
department chairmen have exercised considerable ingenuity in building
a research program from very modest beginnings. For example, the
new chairman of physiology was attracted to Louisville in 1981 by its
urban setting, good physical plant, and the package of support in terms
of average teaching load and growth dollars. Because the state did not
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supply adequate funds for equipment or supplies, he postponed filling
some positions and used the salary money to purchase research equip-
ment. He also encouraged the older faculty to take their sabbaticals to
update their skills, which simultaneously freed that part of the salary
paid by the host institution, and he used those funds to purchase
research supplies. He successfully campaigned for increased support
for the Kentucky Heart Association, whose budget benefits research
throughout the state. Finally, he has successfully encouraged collabo-
rative research with other ULSM departments. The chairmen of other
departments have also demonstrated this entrepreneurial spirit. The
chairman of the pharmacology department developed consulting rela-
tionships with various for-profit companies interested in environmental
toxicology to build a research base.

The major innovation at ULSM is, of course, its relationship with
Humana. However, HHU and the school also continue to innovate in
the areas of cost containment and marketing. In particular, Humana is
credited with efficiency gains in managing the hospital by: (1) substi-
tuting technology for labor; (2) instituting productivity standards and
an evaluation system that forced personnel to perform or leave (e.g.,
performance incentives, patient satisfaction questionnaires); (3)
expanding volume to spread costs (from 50 to 78 percent occupancy);
and (4) by holding “economic rounds” to encourage clinical faculty and
residents to cut costs and by providing doctors with information about
DRG-adjusted costs. Volume was expanded partly through new prod-
uct development, which has been occurring at a rate of approximately
one per month—e.g., a tertiary diabetes unit, an artificial ear, and an
electrophysiology lab. Outreach efforts include a program in which
tapes of weekly conferences are sent to outlying hospitals and other
programs where physicians call in and get advice from faculty members
(and learn to send their tertiary referrals to HHU). In cooperation
with Humana, the Department of Medicine has opened two primary
care offices in Indiana as a means of obtaining additional patients.

In summary, there are numerous indications of Louisville’s success
in improving its education, research, and patient care programs and in
creating the excitement of achievement. A new university hospital now
complements the attractive buildings of the medical school campus
that was built in the early 1970s. However, changes extend well
beyond the physical plant. The governance structure has undergone a
major overhaul, which may be as important as the innovative relation-
ship between the University and Humama Inc. The experiment with
the for-profit hospital industry appears to be a success so far. The
academic leaders of ULHSC have until now found the need for cost-
effective medical practice within the hospital to be compatible with



20

other academic goals. This new leadership has rejuvenated many
departments within the school, although some weaknesses remain.
ULSM is clearly on the rise and, perhaps most important, it is preoc-
cupied with realizing its potential rather than with not succumbing to
its problems.

THE UNIVERSITY OF MINNESOTA HEALTH
SCIENCES CENTER

The University of Minnesota Medical School (UMMS) and its major
teaching hospitals have a long tradition of excellence in education,
research, and patient care. The people of Minnesota see the Medical
Center as an important resource, the source of new physicians for the
state, the court of last resort in patient care, and a contributor to
economic growth in the state. It is located in Minneapolis, one of the
most competitive medical care markets in the United States. The state
has a tradition of generous indigent care funding and the school bene-
fits from having two modern, well-funded municipal hospitals as major
teaching affiliates. Still, the major problem for the UMMS and its
affiliated hospitals is to compete in a very tight market without sacri-
ficing research or educational excellence. A major new building and
renovation program on the main campus are regarded as central to a
satisfactory solution, and new joint ventures with private industry are
being explored.

Founded in 1888, the UMMS was among the first state medical
schools regarded as being in the top tier of academic medical institu-
tions. By the 1970s, however, the age of the physical plant had become
a problem, and the University Hospital was neither well-designed nor
well-sized for its natural place in the local market.

The University of Minnesota is regarded with pride by the state, and
its citizens have long supported education. As the primary source of
physician education and training in Minnesota, UMMS enjoys substan-
tial, though not generous, financial support from the state. The people
of Minnesota also have a strong commitment to social services. State
and local governments provide so much financial support for medical
care of the poor that neither hospitals nor physicians in Minneapolis
hesitate to provide care for these patients.

The medical care market in the Twin Cities of Minneapolis and St.
Paul is very competitive, and the statewide referral market is becoming
more so. Almost half of the population of the Twin Citiés belongs to
one or another large prepaid system of care (HMQ) or managed care
(PPO). Hospital use has fallen considerably in recent years, and
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occupancy rates are low. There is intense competition for a share of
the shrinking inpatient care market. The full-time faculty of UMMS
and University Hospital, the university-owned principal teaching hos-
pital, have traditionally specialized in tertiary care. For University
Hospital to remain viable and the UMMS to generate patient care
revenue to support its programs, the hospital must compete for refer-
rals from the large HMOs in the Twin Cities and from physicians
throughout the state.

A new 432-bed University Hospital has just been completed,
although 168 beds remain in the older portion and are planned for
renovation. The new hospital replaces a much larger, older facility, has
all the latest equipment, and is designed to enhance the ability of
University Hospital and UMMS to compete for patient referrals. The
new hospital must also service a very large debt; to manage this and
remain competitive, the administration will have to function at a very
high level of efficiency and maintain high occupancy rates.

The governance of the Medical Center is highly integrated and cen-
tralized. The Dean appoints the heads of the departments of the
School of Medicine for one-year terms, and the Dean and head of the
University Hospital report to the Vice President for Health Sciences
(VPHS). The VPHS reports to the President of the University and to
the Board of Regents appointed by the legislature. Although this
structure implies considerable central authority, in fact most authority
and control over resources lie with the department heads and head of
the hospital. Space in the medical school had been controlled by
departments but is now controlled by the Dean. Appropriated funds
from the state pass through the offices of the VPHS and the Dean and
on to the departments. The Dean determines the specific allocation.
He has the authority, upon consultation, to reallocate the funds among
the departments. However, nearly all revenue from patient care
remains in the divisions and departments that generate it; the Dean
receives only a small fraction.

The Director of University Hospital reports to the VPHS, but also
interacts directly with the university’s Regents through a separate Hos-
pital Board of Governors. Collective or integrated action by the
department heads and the University Hospital is fostered through the
personal persuasion of the Dean and VPHS, and through a strong trad-
ition of cooperation at the university.

The full-time faculty of UMMS is the medical staff of University
Hospital, and department heads function as clinical chiefs of staff.
Pressure to compete effectively in patient care increases with the need
for cooperation among the departments and the hospital. University of
Minnesota Clinical Associates (UMCA), an association of UMMS
faculty who are clinical staff at University Hospital, was recently
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formed to represent the faculty in negotiations with prepaid health care
systems for referral care. UMCA’s Board of Directors consists of
department heads or their designees and the Dean. This arrangement
continues the tradition of granting authority to department heads.

The School of Medicine is affiliated with several hospitals for clini-
cal training of medical students. Major affiliates include the Veterans
Administration Hospital ahd two county hospitals in the Twin Cities,
Hennepin County Medical Center in Minneapolis and St. Paul-Ramsey
Medical Center in St. Paul. The two county hospitals have excellent .
physical facilities and their own medical staffs, who are eligible for
faculty appointments at the School of Medicine. The strong state and
local support for medical care of the poor provides a sound financial
base for these hospitals, and each competes well for Medicare and
private pay patients as well as persons whose care is paid through
Medicaid and state and local programs. These hospitals cooperate with
the School of Medicine in training medical students but compete with
University Hospital for tertiary patient care.

The entering class at UMMS is 200 students, more than 95 percent
from Minnesota. That number represents a decrease of first-year class
size from 240 since 1981. In addition, about 45 students transfer to the
School of Medicine for clinical training after completing two years of
pre-clinical instruction at University of Minnesota-Duluth. The reduc-
tion of matriculants was motivated by concern about excess physician
supply and the budget; the academic quality of the applicants has
remained high.

The clinical facilities of several affiliated hospitals, including those
mentioned above, are necessary to provide clinical training for this
large class of students. The affiliated hospitals view the students as
important to the quality of their patient care and residency training
programs; the state compensates them for each medical student
trained. Each of the major affiliated hospitals has several residency
programs; some residents are shared with University Hospital, and oth-
ers are based entirely at the affiliated hospital. Residency programs at
University Hospital generally are designed to train subspecialists, and
less specialized training programs are at affiliated hospitals. A large
Family Medicine residency program funded by state appropriations to
the University of Minnesota is based primarily at affiliated hospitals.

Faculty of basic science and many clinical departments at UMMS
carry out substantial funded research programs, and several depart-
ments have strong Ph.D. and postdoctoral training programs. The
school has recently begun exploring possibilities for mutually beneficial
relationships with biotechnology firms in the metropolitan area. These
relationships would provide research support and foster cooperative
research.



23

In summary, the UMMS has long been a center of excellence.
There are now strong pressures on the faculty and the affiliated hospi-
tals, especially the university-owned principal teaching hospital, to
adapt to the competitive medical care market in the Twin Cities and
the state. Fortunately, this pressure is not exacerbated by large finan-
cial losses in indigent care, because the state of Minnesota and its local
governments are fairly generous funders of care for their modest-sized
indigent population. The School of Medicine (through UMCA) and the
University Hospital are participating in an HMO based in rural Min-
nesota and are negotiating to provide referral services to other prepaid
care organizations. The challenge is to become competitive in this
patient care market without compromising excellence in research and
education.

RUSH-PRESBYTERIAN-ST. LUKE’S MEDICAL CENTER

Patient care has the position of primacy among the goals of Rush-
Presbyterian-St. Luke’s Medical Center (RPSLMC) in Chicago. The
philosophy of the Center is that service and education of health profes-
sionals must be approached conjointly in a single organizational struc-
ture and under common leadership if each is to have the desired effect
on the other. There is a long tradition of medical education in the
Center, but Rush Medical College (RMC), in its current form, is only
15 years old. Biomedical research was emphasized from the beginning
in basic science departments but only recently in clinical departments.
RPSLMC has always provided excellent clinical care, a financial incen-
tive system that emphasizes patient care, and an organizational struc-
ture that allows the leadership to solve problems quickly and to capi-
talize on opportunities. A strong, centralized administrative structure
has facilitated innovative responses to opportunities in the regional
and local health care markets.

The original Rush Medical College was founded in 1837 and closed
in 1942. It was reopened in 1971 as part of Rush University, which
consists of the medical college, graduate school, nursing school, and
college of the health sciences. The new university was built on the
foundation of the prosperous medical center of Presbyterian-St. Luke’s
Hospital. One of the motivations for reestablishing the school was to
improve the hospital’s patient care. RPSLMC was led for its first
dozen years by Dr. James Campbell, who established the medical
center’s strong integrated administrative structure.

RPSLMC, which is located in central Chicago, competes with five
other medical schools to provide tertiary care services to the
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metropolitan population. The Center is also regarded by many as their
source of inpatient care, because they have associations with
Presbyterian-St. Luke’s Hospital that predate the reestablishment of
the medical school. Although the Illinois Medicaid program is not very
generous, RPSLMC is somewhat insulated from the pressures of indi-
gent care by the presence nearby of Cook County Hospital.

The organization of RPSLMC is in two tiers, one of generalists and
the other of specialists with clear functional responsibilities. The first
tier contains the President of the Medical Center, who is chief execu-
tive officer of the corporation and President of Rush University and
Presbyterian-St. Luke’s Hospital. This tier also has a senior vice
president and treasurer. All other corporate officers are in the second
tier and have specific functional responsibilities that are different in
scope from those of most medical centers. The Vice President, Medical
Affairs, is also the RMC Dean and is responsible for all activities that
relate to physicians. The Vice President, Administration, has responsi-
bility for all materials and space, whether in the hospital, medical
school, or other schools. The Vice President, Academic Resources, is
Dean of hoth the Graduate College and the College of Health Sciences.
The Vice President, Nursing Affairs, has responsibility for all nursing
activities, including both education and practice. The Vice President,
Prepaid Health Programs, is also President, Anchor Corporation.
Other functional activities are organized under the Vice President,
Finance, and the Vice President, Philanthropy and Communication.

RPSLMC’s central administration is limited by rules that protect
the individual faculty and other employees of the center. The central
administration controls the financial resources of all the subsidiary
units, including funds generated by the hospital, other care organiza-
tions operated by the corporation (such as the Anchor HMOQ), tuition,
state funds for education, and some endowment. This centralized con-
trol allows the administration to build up chosen departments and
reward those who are especially productive.

The central administration receives very little of the faculty practice
income and exercises little control over its allocation. Having been
only recently established in a large, existing medical center, the
RPSLMC is deeply rooted in the traditions of independent practice.
Largely as a consequence of these traditions, there are some 38 dif-
ferent practice plans, some with only one physician. The plans
obviously follow department boundaries, and at least one department
does not have a formal plan. Strong personal financial incentives are
regarded as important for the efficient practice of medicine, and the
handling of practice income reflects this tradition. The faculty practice
plans are viewed more as conveniences for physicians than as
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mechanisms for generating income for the school, but at least one of
the school’s leaders sees missed opportunities in this arrangement.

When it was recreated in 1971, the medical college established a
tradition that department chairmen have tenure in their position until
they reach the age of 65. This has caused some problems, and the new
Dean has modified this tradition by specifying a five year contract for
the department chairmen he has appointed.

Department chairmen have authority over all important matters of
department management, with the exception of medical practice reve-
nue, which varies across departments. However, the system generally
encourages chairmen to exercise their entrepreneurial talent to the full-
est extent. For example, the school provides a fixed amount of salary
money, but the chairperson can hire as many faculty on soft money as
he wishes.

Although it has deep roots in private practice, Presbyterian-St.
Luke’s Hospital provides a lot of tertiary services and is ome of the
premier teaching hospitals in the Chicago area. Many of its faculty act
as private physicians of individual patients, and most of the Center’s
patients can pay for the services they receive. The quality of the nurs-
ing services is a point of particular pride. The occupancy rate of over
75 percent testifies to the success of the hospital in competing for
patients in a very over-bedded city, where occupancy rates below 60
percent are common.

RPSLMC has some 17 affiliated hospitals, and it utilizes two for
considerable parts of its teaching program. Christ Hospital is a pros-
perous suburban hospital that offers some tertiary services and is the
home of the Rush Family Practice residency. Mt. Sinai Hospital, in a
low income neighborhood nearby, is used both for undergraduate teach-
ing and as a site for the Pediatrics residency program operated jointly
with Rush.

Rush Medical College is primarily concerned with the training of
practitioners. Its students have about average MCAT scores, and
about 90 percent come from Illinois. The size of the applicant pool is
dropping, but more slowly than the national rate. The quality of appli-
cants is unchanged, perhaps because of the Center’s growing reputa-
tion.

Rush has begun an initiative or experiment in education during the
pre-clinical years, using a sample of the first year class. The program
is based on self-study of case materials followed by small group discus-
sions to explicate the basic science issues_related to the case. A longi-
tudinal evaluation of the program is being planned with the regular
students as controls. The initiative for the experiment came from the
office for undergraduate education.
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As might be expected, RPSLMC has developed a graduate medical
education program on its large patient base of fairly well-insured peo-
ple. The strong emphasis on patient care as the first priority, together
with the orientation toward the independent practitioner and the small
indigent patient population, means that residents are more closely
supervised than is typical of academic medical centers. This is true in
PSLH as well as in the affiliated hospitals that are central to some of
the specialty training programs.

Research is seen as an important component for ensuring the
hospital’s reputation for tertiary care. In part because of Dr.
Campbell’s view that Ph.D.s (rather than M.D.s) were the appropriate
people to do research, the research tends to be concentrated in the
basic science departments. Several of the clinical departments have
hired Ph.D.s to work in their departments. The number of M.D.s in
research is growing, but the reward system does not favor them over
other clinical faculty who are excellent teachers or clinicians but who
have no research credentials.

Although the physical plant of RPSLMC is large and modern, there
appears to be a shortage of research space, which some faculty regard
as a constraint on growth in research and research training. The basic
science departments have better research facilities than the clinical
departments, reflecting the priority given to the former during the
1970s and early 1980s. However, the success of the basic science
research effort has led to space shortages there too.

Center resources have been targeted to build up the basic science
departments by improving research facilities. The department chair is
of course responsible for selecting faculty who are capable of obtaining
extramural research funds and choosing a growth strategy. In
biochemistry, for example, the departmental program was built around
work in a single research problem area (arthritis). The Chairman hired
only people who had done work in the area, but in doing so, he was
still able to cover the major subspecialty areas in biochemistry. This
concentration enabled him to focus his fund raising and develop a fine
reputation.

Recently, RPSLMC entered into a joint venture with the University
of Illinois to create Chicago Technology Park, a not-for-profit corpora-
tion designed to stimulate high technology ventures in medicine and
biotechnology. About a year ago, construction was begun on the Park’s
new research center, which is being funded by the state.

As part of its effort to increase its patient base, RPSLMC has
engaged in several innovative efforts. It founded the Anchor Health
Maintenance Organization in 1971 for its employees. This HMO,
which was one of the first to be established by an academic medical
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center, is a separate company that reports directly to the President of
RPSLMC. It now has about 120,000 people enrolled and has enjoyed
steady growth. RPSLMC has also founded a corporate health center to
provide services (e.g., physical examinations, wellness programs) to
firms in the financial district and several industrial clinics. It is in the
planning phase for a preferred provider organization and a new prepaid
system based in physicians’ offices.

In summary, Rush Presbyterian-St. Luke’s Medical Center accom-
plishes its primary goals of excellent patient care and teaching by
means of a corporate management system that centrally controls
resources and applies them strategically. It rewards entrepreneurs at
the department and individual levels. The university’s operations are
integrated with the medical center to a greater extent than is usually
the case. The practice plan and the faculty reward structure encourage
clinical activity and teaching, rather than treating these goals as of less
value than research. Although its research enterprise is of moderate
size, its efforts are being crowned with extramural support. The
importance of individual entrepreneurs is apparent even in curriculum
reforms, which appear to be the work of dedicated individuals rather
than the more usual committee.

UNIVERSITY OF TEXAS HEALTH SCIENCE CENTER
AT DALLAS

The University of Texas Southwestern Medical School has risen
from very modest beginnings in the 1940s and 1950s to a place of
national prominence. Its academic reputation has grown steadily since
the early 1960s. The physical facilities of the University of Texas
Health Science Center at Dallas are modern architectural showpieces,
and Parkland Memorial Hospital is attractive for a county hospital.
There is ample evidence that the Center has benefited from generous
state funding, which not only paid for many of its buildings but buf-
fered the clinical faculty from the low revenue potential of a county
hospital with a large indigent patient burden. Although the state’s
generosity clearly facilitated its accomplishments, Southwestern’s suc-
cess also appears to owe much to the vision and direction of its early
leaders, who were committed to high academic standards.

Southwestern Medical College, founded in 1943 as a private institu-
tion, became part of the University of Texas system in 1949. In the
early 1950s, its educational facilities comprised a few dilapidated build-
ings and quonset huts; Parkland Memorial Hospital was antiquated.
0il revenues provided the funds for much of the entire University’s—
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not just Southwestern’s—major building program, and Dallas’s vigorous
economic growth enabled the county to rebuild Parkland Memorial
Hospital on a new site in 1954. Moreover, the medical school’s grow-
ing reputation and the political effectiveness of its leaders at the state
and local levels also appear to have improved its appropriations.

As it upgraded its physical plant, Southwestern—most notably, the
Chairman of the Department of Medicine—followed an unusual course
in pursuit of academic excellence by filling faculty and administrative
positions from the cream of its own graduating classes. QOutstanding
medical students were selected and counseled regarding the training
they should take to enable them to achieve their potential in academic
medicine and biomedical research. In most cases, this meant that they
were advised to obtain training elsewhere at prestigious institutions,
but each was promised an attractive faculty appointment at
Southwestern if he completed the prescribed plan. Among those who
followed this course are the current Dean, the Administrator of Park-
land Hospital, and a 1985 Nobel laureate.! Another extraordinary
characteristic of Southwestern is the continuity in some of its key
leadership positions. Donald Seldin became Chairman of Medicine in
1952; Charles Sprague became Dean in 1967 and subsequently
President of the Health Sciences Center when it was founded in 1972.

As in most medical schools, academic excellence occurred unevenly
across departments. Medicine led the way, and as a condition of turn-
ing down prestigious offers elsewhere, its chairman obtained a commit-
ment from the parent university administration to invest what was
needed to develop first rate basic science departments. At present
there appear to be no weak departments; a few are clearly outstanding.

Southwestern operates in a fiscal environment of stark contrasts.
On the patient care side, the state legislature provides meager support
for Medicaid, but the county is quite generous in its funding of Park-
land Hospital and the care for its indigent population. County funds
are provided almost exclusively for hospital costs, and little is available
to reimburse the faculty physicians for the care they render. The state
has historically provided generous support as well as capital building
funds, but recent legislation calls for raising tuition sharply—to among
the highest in the country for nonresidents. The faculty has been quite
successful in competing for federal, state, and private research funds.
This is fortunate because of limited opportunities for faculty to aug-
ment salaries from clinical earnings.

Southwestern enjoys considerable autonomy within the larger
University of Texas system, and its internal governance system
appears to be well suited to its environment. With respect to medical

IMotulsky, 1986, pp. 126-129.
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school matters, the President has delegated much of his authority to
the Dean. The Dean selects department chairmen and allocates space
to departments. He also has well-established (and recently exercised)
authority to remove chairmen.

During their tenure, department chairmen have considerable auton-
omy. They receive a lump sum amount of state funds for department
salaries from the Dean and are free to allocate that as they choose.
They can set individual faculty salaries within broad limits, and they
determine the structure of the faculty practice plan. For example,
some practice plans fix salaries at the beginning of the year; others
have a fixed component and a variable component that depends on the
amount of practice earnings the faculty member generates. The
department chairman is also permitted to accumulate reserves over
time.

Parkland Memorial Hospital is widely respected for the quality of
care its staff provides, but it is not a place where the middle and upper
income strata go for care, except for trauma and a few highly special-
ized tertiary care services. The major teaching program at the VA
Hospital further emphasizes the medical school’s concentration on care
for indigent patients. To be sure, the other three major teaching hospi-
tals have predominantly full pay patient populations (Children’s Medi-
cal Center, St. Paul Hospital, and Baylor University Hospital), but the
size and scope of those teaching programs are much smaller than pro-
grams at Parkland.

Southwestern is trying to change its patient mix somewhat by build-
ing a small adjoining private hospital that will be managed in coopera-
tion with Parkland but limited to referred patients. This represents an
important addition to the Medical Center’s heretofore successful strat-
egy, which encouraged the full-time faculty to concentrate on research
and indigent patient care and kept them largely out of referred-patient
care. There is some anxiety that this move might affect the research
focus of the faculty and create “town-gown” problems. However, con-
cern over maintaining a balanced teaching program and generating an
on-campus outlet for specialists whose practices need referred patients
for academic or salary-supplementation reasons have taken precedence;
a firm decision to maintain an undiminished commitment to research
and to Parkland Hospital has allayed much of the anxiety.

Southwestern’s undergraduate medical education program follows a
fairly traditional curriculum and has a good reputation. State law
requires that 90 percent of each admitted-medical class must be Texzas
residents, and the school is very competitive with the state’s other
schools for resident applicants. The 19 out-of-state residents admitted
to the 1985-86 class were selected from an applicant pool of 810, hence
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have outstanding academic credentials. The low tuition ($300 per year
for residents, $900 per year for nonresidents) at Southwestern and
Texas’ other public medical schools has attracted high quality out-of-
state applicants and kept many of the academically best-prepared state
residents from electing to attend prestigious private medical schools
outside the state. However, if a legislatively mandated increase of
tuition to upward of $5000 for residents and $20,000 for nonresidents is
implemented, it could greatly reduce the academic quality of the appli-
cant pool, hence the medical student body.

Southwestern attracts high quality house staff because of its prestige
in biomedical research, its excellent clinical facilities, and the high
level of patient care responsibility that residents have in its major
teaching hospitals. Residents who wish to pursue academic careers are
attracted by the school’s research reputation, well-funded fellowship
and postdoctoral programs, and an NIH-funded M.D.-Ph.D. training
program.

The Center has a Graduate School of Biomedical Sciences with its
own dean, but its faculty also have appointments in the medical school,
which passes on their tenure. The Center’s leaders would like to
improve the quality and increase the size of the basic science graduate
programs. However, they regard it as a disadvantage not to have an
associated undergraduate college as a “feeder” source.

Southwestern is trying to use its biomedical research strength to
develop joint ventures in the private sector, which will generate income
to support its academic programs. This effort, which is akin to those
of some other research-intensive medical schools, reflects the prag-
matic, entrepreneurial spirit of the Center’s administrative and
research leadership. However, it is still too soon to judge how effec-
tively Southwestern can translate its success in competing for tradi-
tional research grants into contractual and other relationships with
for-profit institutions in order to generate discretionary income.

In summary, the University of Texas Southwestern Medical School
has effectively pursued the goal of academic excellence and risen within
three decades from obscurity to a place of national prominence.
Although its major teaching hospitals have not afforded much oppor-
tunity for its clinical faculty to generate patient care revenue, generous
state appropriations have provided a good “hard money” base allowing
faculty to concentrate on research and compete for grants. This state
funding and the school’s effective political leadership at the local level
have turned the county hospital-based clinical training program from a
liability into an asset. Southwestern has followed an unusual strategy
of building its leadership from within. The success of this strategy and
the overall success of the school undoubtedly owes much to the
extraordinary vision and continuity of its early leadership.
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UNIVERSITY OF UTAH Ii'EALTH SCIENCES CENTER

The University of Utah Health Sciences Center (UUHSC) has a
highly integrated organizational structure, which is well suited to
respond to opportunities for new initiatives. Despite the degree of cen-
tralized control that the Vice President of Health Sciences can exer-
cise, a great deal of authority is delegated to the medical school dean
and to department heads. Indeed the successes of the school and the
center owe much to the effective manner in which departmental and
individual entrepreneurship have been promoted. With only modest
state funding, UUHSC has had to develop a strong position in a very
tight market, where it must compete with a large, integrated health
care corporation.

The Salt Lake City location makes UUHSC seem unique in some
respects. The history and the large Mormon population in the city
influence the cultural as well as the religious character of the city and
provide an uncommon degree of community cohesion. However, out-
siders may easily overstate the uniqueness of the location and this
influence on the health care market.

The University of Utah School of Medicine (UUSM) was founded in
1905 as a two-year school and was expanded to four years in 1943. At
that juncture, the state and the school faced a major decision of
whether to close what was viewed as a marginal educational enterprise
or to try to develop a high-quality four-year school. In effect, the state
agreed “to permit” the expansion and upgrading. Unable to provide
much funding for these purposes, the state allowed the school consider-
able maneuvering room to generate resources through its own devices.
Bureaucratic constraints were minimized, and the entrepreneurial
patient care and research development activities were strongly
encouraged.

The Center is located on the campus of the University of Utah
campus in the foothilis near downtown Salt Lake City. It includes the
schools of nursing, medicine, health, and pharmacy; health sciences
library and several centers for special studies; and the University Hos-
pital. Major affiliated teaching facilities of the Medical School include
Latter Day Saints Hospital and Primary Childrens Hospital (both
owned and operated by Intermountain Health Care, Inc.) and the
Veterans Administration Medical Center. UUHSC is adjacent to a
large research park, which houses several private companies that are
involved in joint ventures with the University.

The organizational structure of UUHSE centralizes responsibility in
the office of the Vice President for Health Sciences (VPHS). Four
deans report to him (Medicine, Nursing, Pharmacy, and Health), along
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with various institute or center directors and the Executive Director of
University Hospital. University Hospital has a board of directors of
which the VPHS is chairman. The governance and operating structure
of the Center is undergoing change as it develops ways to facilitate the
commercial development of basic and applied research taking place in
the Center and to exploit service capabilities profitably.

The Medical School is still in a growth phase; a good deal of faculty
recruitment is taking place and research funding is increasing. The
school has 541 full-time equivalent faculty. State funding, which
accounts for only about 16 percent of revenues, comes to the school in
a single appropriation (not identified for a specific use). This provides
maximum flexibility in the internal allocation of “hard money.”

The dean apportions these state funds to each department without
earmarking and controls the allocation of space. The Dean has
apparently used the small amount of available state funding selectively
to nourish specific areas, rather than allocating monies evenly across
the departments. The Dean’s authority is not limited to his control
over budget allocations and space. He appoints chairmen for indefinite
terms with definite reviews and is capable of removing them for poor
performance. Additionally, tenure decisions lie largely outside the
“home department.” Both of these mechanisms provide considerable
opportunity for the Dean to remove “dead wood” and to structure
incentives that encourage and reward performance in support of center
goals.

Chairmen have a good deal of managerial autonomy within their
departments. Each department has its own separately organized and
managed practice plan, but all are subject to university audit and con-
trol procedures. However, the Dean retains only 2 percent or 4 percent
of revenue depending on type of plan chosen by department (7 percent
is charged for billing). As an example of departmental autonomy, there
is a clinical faculty track that is recognized by the University and is
used by some chairmen but not others. Faculty salaries across all
departments average 50 percent guaranteed base and 50 percent incen-
tive (based on research or patient care productivity).

UUHSC serves the health care market of the intermountain region
(approximately a tenth of the land area of the United States} rather
than just Salt Lake City or the State of Utah. In this area there are
two major players: Intermountain Health Care, Inc. (IHC), formed
when the Latter Day Saints church got out of owning hospitals and
turned them over to IHC; and the University of Utah Hospital.
Approximately 20 to 25 percent of the Salt Lake City population is
currently enrolled in HMOs or PPOs. Most community physicians are
reported to be working at about 75 percent of the capacity of last year.
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Utah has the lowest average length of inpatient stay in the nation; the
average hospital occupancy rate in the state is 55 percent. Medicaid
pays for inpatient care according to a DRG-based formula, which aver-
ages about 70 percent of charges for University Hospital.

University Hospital operates fairly autonomously with regard to the
university. The hospital receives only 3 percent of its budget from the
state, which accounts for about 80 percent of the direct cost of gradu-
ate medical education. The state funded the major share of construc-
tion of a high-quality physical facility (both hospital and center), con-
sequently the hospital has a minimal long-term debt. The strategy of
the hospital is to position itself as a main provider of tertiary care in
the intermountain region.

The major affiliated teaching hospitals of the UUHSC are the
Veteran’s Hospital, LDS Hospital, and Primary Children’s, the last two
of which are owned and operated IHC.

LDS Hospital is larger than University Hospital and regards itself
as a strong competitor of University in providing such tertiary care ser-
vices as open heart surgery. Because it is the flagship of IHC, LDS
has a natural referral base of all other THC hospitals located
throughout the intermountain region, facilitated by its close association
with the LDS Church. LDS believes that it needs the university affili-
ation to accomplish its teaching mission {a very high priority) and as a
mechanism to attract high-quality subspecialty physicians to its staff.
Competition and collaboration among the two hospitals is a delicate
balance. The first formal affiliation agreement between the two insti-
tutions was signed only last year.

Primary Children’s Hospital (PCH) serves as the primary pediatric
referral hospital for the entire intermountain region. Its nearest com-
petition is in Boise (Idaho) and Denver. The hospital’s occupancy rate
(1985) averaged 85 percent, compared with 45 percent for children’s
hospitals nationwide, Negotiations have been completed and construc-
tion has begun on a new autonomous 200-bed PCH facility on the
UUHSC campus. The two facilities have operated with a very high
level of collaboration and cooperation for some time. An affiliation
agreement has been in effect since 1977. The Chairman of Pediatrics
at UUHSC is medical director at Primary Children’s; all chiefs of ser-
vice at the hospital plus all physicians in the Pediatric Department
must have University appointments. PCH operated a totally
integrated residency program with the Medical School.

The UUSM enrolled 100 new medical students in 1985, 81 from
Utah and 19 from out of state. The school is required to admit at least
75 Utah residents each year, but the number usually exceeds the
minimum because of the academic quality of in-state applicants (which
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is attributed to the high status of medical careers and an emphasis on
education in the Mormon culture). The school also has a special agree-
ment with Idaho and Wyoming to accept five and 10 students. The
school had plans to expand class size to 150 entering students, but
those plans have been shelved.

UUHSC has a large graduate medical education program relative to
its size. It is able to compete well for residents, particularly in pro-
grams that are integrated across major affiliates.

UUHSC is now the “jewel in the crown” of the University of Utah
as regards research. Fully 52 percent of the university’s grant revenue
is generated by this one unit. The center has one of the original nine
recipients of major grants from the Howard Hughes Medical Institute
and was an early leader in human genetics research. Recently, the
Center gained international recognition for its work in artificial heart
design, development, and implantation.

. UUHSC was among the first academic medical centers to take the
initiative to enhance cooperation between private companies and
faculty researchers. Adjacent to and owned or controlled by the
University is a “research park” that currently houses 37 companies.
This park provides the site and package of incentives for faculty to
develop new ideas commercially.

UUHSC has also taken a very entrepreneurial approach to patient
care. The hospital’s entrepreneurship is reflected in the contracts it
has negotiated to provide tertiary care to local and regional prepaid
health care plans. To sustain and augment its ability to deliver pri-
mary care to low income populations on state contracts and to
strengthen its position in Salt Lake City’s primary care market, the
Center has received a $1.2 million grant from the Robert Wood John-
son Foundation to develop a health maintenance organization
(“UCare”) as a joint venture with Blue Cross/Blue Shield.

In summary, geographic isolation, a spectacular setting on the bench
of the Wasatch range, a demographic composition characterized by
youth, and a dominant local religion combine to make the UUHSC
environment unusual, but UUHSC also has dealt effectively with many
of the problems that pervade the academic medical community. In the
absence of generous state funding, UUHSC has made the most of an
organizational structure facilitating incentive systems that promote
entrepreneurship.

THE WASHINGTON UNIVERSITY SCHOOL OF MEDICINE

The Washington University School of Medicine (WUSM) was
formed in 1899 with the union of the first two medical schools estab-
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lished west of the Mississippi River: the St. Louis Medical College and
the Missouri Medical College. Today, its modern physical plant
includes the Edward Mallinckrodt Institute of Radiology, the Howard
Hughes Medical Institute, the Irene Walter Johnson Institute of Reha-
bilitation, and the Biomedical Computer Laboratory. The school has
had several Nobel Laureates serve on its faculty. It has been one of
the country’s top research institutions for at least five decades.

The Washington University School of Medicine is part of the Wash-
ington University Medical Center (WUMC), a confederation that also
includes Barnes Hospital, Jewish Hospital, Children’s Hospital, Bar-
nard Hospital, Washington University School of Dental Medicine, and
the Central Institute for the Deaf. Most of the Center’s buildings are
modern and are located in a neighborhood that is becoming
increasingly attractive. All of the Center’s hospitals. are private
nonprofit entities. They have been well supported by the community,
but they receive no direct government subsidies. The Medical Center
is one of St. Louis’s most prized institutions, and many prominent peo-
ple in metropolitan St. Louis have contributed generously to its build-
ings and to the endowments of its various components.

WUMC is located two miles from the other campus of Washington
University in a part of St. Louis that was central city, a considerable
distance from the suburbs that have prospered during the past two
decades. The Center’s hospitals rely heavily on full pay patients for
their livelihood, so they depend on their prestige and reputations of
high quality patient care to attract patients. The wealthy of St. Louis
come to WUMC for their patient care, and the Center receives tertiary
care referrals from throughout the region.

Although St. Louis has a large number of empty hospital beds and a
high ratio of physicians to its population, WUMC does not appear to
have felt a great deal of competitive pressure as yet. Neither does
there appear to be much “town-gown” tension. This is probably
because many of the city’s private physicians play a major role in the
Center’s teaching and patient care. Moreover, because the full-time
faculty have traditionally accorded biomedical research top priority and
have limited themselves largely to tertiary care consultations, there has
probably been little actual competition for patients with the city‘s
private physicians.

The Washington University School of Medicine and its three major
private hospital affiliates have been extraordinarily successful in
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raising building and endowment funds. Their national reputation has
clearly contributed to that success during the last decade or so, particu-
larly in obtaining funding from large pharmaceutical and medical tech-
nology firms. But this cannot fully explain the longstanding generosity
of local benefactors. For many years St. Louis’s most successful
citizens have served on one or more of the boards of the Centers’ insti-
tutions and contributed generously of their money and business acu-
men. There is a clear sense that the city’s civic leaders have adopted
these private institutions and made an unwritten commitment to their
financial health.

The leadership of WUMC has fostered this adoption over the years.
The current Chancellor of the University, Dr. William Danforth, was
formerly Vice Chancelior for Medical Affairs and is a member of one of
the city’s most prominent families. The senior faculty see that their
capacity to preserve the school’s research-oriented tradition depends on
their entrepreneurial ability as well as their scientific productivity.

The WUMC comprises independent corporate entities, and its
governance is a loosely linked confederation. Many of the Center’s
buildings are connected physically, but that probably gives a false
impression of organizational cohesion. The Center has thrived on
autonomy at many levels, within and between its component institu-
tions. The WUMC has its own board of directors, headed by the
University’s Vice Chancellor for Medical Affairs and comprising
members of the boards of the seven constituent organizations. The
WUMC board has made important decisions in the past that have
required considerable resource inputs, but to obtain these it has had to
assess the member organizations. Major decisions require consensus,
but that has apparently been achieved with ease in the past.

Governance of the Washington University School of Medicine allows
for extraordinary subunit autonomy, which cannot be explained by the
corporate independence that may account for the WUMC confedera-
tion. The school’s major decisions are made by an “Executive
Faculty,” which meets monthly and comprises all the academic depart-
ment heads plus three elected members. - The Dean presides over this
Executive Faculty, and he is also elected annually by a vote of its
members. The committee approves all faculty appointments and pro-
motions, curriculum changes, and all policy matters. Conflict within
the committee is minimized; a measure of this is that the current
dean’s tenure is the longest in the United States. When a potentially
contentious issue arises, the interested parties try to, and.usually do,
resolve it before bringing it to the committee.

Department heads have a great deal of autonomy within this system,
particularly in the use of financial and space resources. Department
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clinical practice income is “taxed” by the central administration, but
the Dean reallocates much of this revenue back to the department that
generates it, along with funds from tuition and other “hard money”
sources. The departments are permitted to retain financial reserves
and to raise endowment and other special purpose funds. The depart-
ment heads submit their department salary budgets to the Dean for
approval, but disapprovals are rare. The chief limitation on depart-
mental autonomy is the requirement that an interdepartmental com-
mittee approve all faculty personnel decisions. However, this is viewed
as a mechanism for maintaining the school’s high research standards.

WUMC’s hospitals have almost 2000 beds among them. Each has a
region-wide reputation for high quality tertiary care and is regarded as
having first class graduate medical education programs. Their relation-
ships with the medical school are set forth in legal contracts of long
duration, over 50 years in the case of Barnes. The hospitals depend on
private physicians (volunteer faculty) for a large proportion of their
admissions, and their status within the Center is high relative to many
other tertiary care centers. The physical facilities of these hospitals
are a mix of modern and recently refurbished older buildings; St. Louis
Children’s Hospital has a completely new building. Although
Children’s has suffered from low occupancy rates in recent years, as
have many other children’s hospitals, Barnes and Jewish have main-
tained rates well above 80 percent. Competition with suburban hospi-
tals is strong for paying patients, but the Center’s hospitals appear to
be maintaining a strong market share.

WUSM maintains limited affiliations with the St. Louis Regional
Medical Center and with the Veterans Administration Medical Center,
but the indigent patient populations of Jewish and Barnes are small for
major teaching institutions. There is only a moderate adverse effect on
WUMC because of Missouri’s low reimbursement for Medicaid.

Washington University draws its medical school class from a
national applicant pool, competing with the country’s other top medical
schools for the most academically qualified applicants. Although it
admits students from each region in roughly equal proportions, each
class tends to have larger proportions of students from the central
region, because of the predisposition of applicants from other regions
to prefer medical schools closer to their homes. WUSM has a strong
combined M.D.-Ph.D. program, hence attracts many research-oriented
medical students.

WUMC graduate medical education programs attract top graduates
from around the country, a large proportion of whom plan careers in
academic medicine. The large patient base and the Center’s research
reputation are major attractions. Many clinical fellows come to the
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Center to take advantage of its strong subspecialty training programs
and heavy emphasis on tertiary care.

WUSM has pursued research excellence as its first priority for many
years, and the payoffs have been substantial. It is a major recipient of
NIH funding, but its success in obtaining private research funding has
been even more impressive. The school was in the forefront of
academic medicine’s efforts to forge constructive relationships with
large pharmaceutical and medical technology firms. Funding from
Mallinckrodt and Monsanto are only the most prominent examples of
WUSM'’s success in this area.

Although the academic departments have a great deal of autonomy,
there appears to be an unusually high degree of research collaboration
across department lines. Researchers from different clinical depart-
ments frequently work together, as well as with basic science faculty.
Although basic science graduate students are accepted for study in a
particular department, the Ph.D. degree program is integrated over all
departments. The doctoral students work under the direction of the
faculty whose research is closest to their interests.

The structure of WUMC encourages entrepreneurship of a decen-
tralized nature, and there are many examples of successful ventures by
individuals and organizational subunits. However, the Center has also
demonstrated a capacity for unified action. It decided to form a
prepaid health care organization well before HMOs had begun to
experience rapid growth; a large insurance company has recently
entered into a joint venture to market this prepaid plan nationally.
Perhaps the most impressive example of long-range planning and con-
certed action was the WUMC board’s decision to form a redevelopment
corporation to protect the neighborhood around the Center from the
urban blight that had struck much of the central city. Starting with
modest financial capital but considerable business acumen of board
members, the corporation began to buy, refurbish, and then sell build-
ings in successive rings around the Center’s core. By doing so, WUMC
has protected itself from the decay of its immediate neighborhood,
which could have made its hospitals unattractive to the private paying
patients on whom its livelihood depends.

In summary, Washington University Medical Center has successfully
sustained its long-term commitment to biomedical science. It has also
continued to solidify its financial position, despite its location in a
seemingly harsh environment. Clearlyy, WUMC’s substantial human
and financial resource endowments helped to insulate jt from the
economic problems that afflicted St. Louis in the past, the severe com-
petition for biomedical research funds, and the competition in the local
medical marketplace. But their success also owes much to effective use
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of these resources and strategic decisions that anticipated problems and
opportunities. The highly decentralized nature of the formal gover-
nance system seems peculiar, particularly in light of the concerted ini-
tiatives that WUMC has been able to undertake, but it has clearly
passed the tests of the last two decades.



V. RESULTS

We believe this admittedly limited study provides a basis for cau-
tious generalizations about broad organizational strategies that are
likely to contribute to the future “success” of academic medical centers.
Rather than belaboring each of our results with caveats, we have
organized them under two headings. The first contains those we are
confident enough to label lessons. For these we believe we have seen
enough evidence across the six centers to conclude that these lessons
are not a sampling artifact and that there is a reasonable basis for
inferring causality. These are not lessons that we presume to be
“teaching” but rather ones we believe can be learned from the way the
six centers in our study confronted and resolved problems.

Under a second heading is a discussion of findings on the basis of
which we—but not necessarily others—are unwilling to draw causal
inferences. Indeed, some of the centers may regard the findings as
more central to their success than items listed as lessons.

We acknowledge the inherent limitations of case study methods in
general, and the particular limitations of brief studies of only six
centers out of a population of 122.) We have dealt with this limitation
by moving a potential “lesson” to a finding if we believe it might be
sensitive to the particular sample of institutions we studied or the lim-
ited information we were able to obtain. We also recognize our study
might arguably be called a study at one point in time—a cross-sectional
study that precludes inferences about causation. We have dealt with
this by obtaining as much longitudinal information as possible from
our interviews—e.g., how a particular problem was solved as a result of
a particular action or how that problem could not be solved without the
removal of a particular impediment. Here again, a conclusion was clas-
sified as a finding if it did not pass our subjective assessment that we
could not judge some causal linkage to success from longitudinal infor-
mation.

LESSONS

We have distilled seven lessons from the six centers’ successes that
we believe can help other AMCs cope with environmental problems

This population includes only four-year medical schools in the continental United
States and Hawaii, with their major teaching affiliates.

40
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and still achieve their objectives. Academic medical centers differ con-
siderably in the emphasis they place on particular goals within the
broad categories of education, research, and patient care. Their
interest in and ability to pursue certain goals depend on such factors as
institutional history; local and state politics; the local economy; and
their human, physical, and fiscal capital endowments. Recognizing this
diversity in goals and capabilities, we present lessons as basic princi-
ples, the pursuit of which is conducive to success, and not as detailed
prescriptions.

Entrepreneurship

Entrepreneurship enables an organization to take advantage of the
opportunities and deal with the stress presented by its environment.
To some in academic medicine entrepreneurship has a negative conno-
tation, because it implies that financial gain should be the first prior-
ity. That is not the sense in which we use the term.? Rather we
emphasize its activist connotations: organizing, managing, promoting,
assuming the risk for an enterprise or an activity. We find numerous
examples of the past and present importance of entrepreneurship in
the success of each of the six centers we studied.

In the best of circumstances, entrepreneurship is observed at many
levels in a center: the individual faculty member, the academic depart-
ment, the teaching hospital, the medical school, the center-wide leader-
ship. At each level individuals and groups need to respond opportunis-
tically to the resources that are available in the environment at any
particular time. This does not imply that long-run goals should be
sacrificed to short-run expedients, but it does require attitudes and
behavior that make the best of the current changing situation.

The benefits of entrepreneurship are evident in research and educa-
tion programs as well as in patient care. A few examples illustrate its
importance.

e The Washington University School of Medicine, anticipating
the decline of its surrounding neighborhood, created a
redevelopment corporation to buy, refurbish, and sell the build-
ings in an expanding circle around its academic buildings and
hospitals. Starting with very modest capital resources but

“Entrepreneur comes from the French verb entreprendre, to undertake. Webster
defines an entrepreneur as “the organizer of an ecanomic venture, especially one who
organizes, owns, manages, and assumes the risk of a business . . . one that organizes, pro-
motes, or manages an enterprise or activity of any kind.” Webster’s Third New Interna-
tional Dictionary, Unabridged, G. & C. Merriam Company, Springfield, 1961.
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considerable business expertise of its directors, the corporation
reinvested the proceeds of each sale to expand its corridor to
the point where the Center is well insulated from the urban
blight that would otherwise have gradually made its hospitals
unattractive to paying patients.

The University of Texas Health Science Center at Dallas has
obtained a large multi-year grant from the Hartford Foundation
to foster joint ventures with private corporations in the biotech-
nology area and, in cooperation with community business
leaders, established a for-profit technology transfer company
that was initially capitalized at $12 million. This is designed to
serve the dual role of providing researchers the means for
exploiting the commercial potential of their discoveries while
remaining on the faculty and generating discretionary revenue
for the Center.

Rush-Presbyterian-St. Luke’s Medical Center established an
HMO as a separate company within the corporate structure of
the medical center in 1971, some years before such ventures
were popular. It has now grown to an enrollment of 120,000
and is a model for the entry of academic medicine into prepaid
care.

As an example of departmental autonomy, there is a clinical
faculty track that is recognized by the University of Utah
Health Sciences Center and is used by some chairmen but not
others. Faculty members in this track assume major departmen-
tal burdens in education and patient care but are not expected
to do the substantial amount of research that would be required
for promotion in the regular faculty track. These clinical
faculty also generate income for the department through the
faculty group practice.

Apart from these examples, the most successful faculty members in

each center are usually also effective entrepreneurs. They have

assumed responsibility for promoting their research interests and

obtaining funds to support them; they have not been reluctant to enter

new areas or to accommodate to funding realities imposed by the out-
side world.

Governance

The most effective governance systems™ strike a delitate balance
between promoting independent initiative and facilitating coordination

of center-wide activity and collective action. Although this statement
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seems obvious, it is problematic to achieve consensus within a center
regarding when the balance has been achieved or how best to restore it
when it has been disturbed. Independence can readily be promoted at
the medical school level by granting autonomy to department heads in
important areas (e.g., setting the structure of the practice plan, allocat-
ing space, setting faculty salary levels), and all six centers we studied
characterized their department heads as having considerable autonomy.
It is more problematic to place sufficient unobtrusive restrictions on
departmental autonomy to facilitate concerted action that enables a
center to respond positively to the stresses and opportunities of its
environment.

It would be foolish for outsiders to try to specify an optimal author-
ity or governance structure for any particular center, much less for all
centers. Governance is inevitably affected by institutional culture and
history, the importance of which outsiders cannot easily assess. Cer-
tain seemingly innocuous steps that facilitate a collective response to
market opportunities come to symbolize the loss of departmental
autonomy. For example, central billing for professional services offers
economies of scale and is conducive to, if not essential for, a center’s
negotiating contracts with prepaid health care systems or preferred
provider organizations; yet departments have bitterly resisted central
billing in more than one center because of perceived threats to auton-
omy. In other instances, department heads have insisted that the cen-
tral administration not be permitted to inspect or audit the accounts of
their practice plans, even though they are required to provide a per-
centage of net earnings to support the medical school-wide budget.

It is generally more difficult to organize and coordinate collective
action involving both the academic departments and teaching hospitals
than action that involves departments alone. In most academic medi-
cal centers, the principal teaching hospital is a separate corporate
entity, which is not subordinate to a center-wide chief executive officer
(CEO).2 Such autonomy makes center-wide coordination of many
patient care programs inherently difficult. Even when the principal
teaching hospital is subordinate to the center's CEOQ, conflicts between
objectives of hospital administrators and those of department heads or
the dean often inhibit the development of a center-wide response.

3Three of the six centers we studied—Minnesota, Rush, and Utah—have principal
teaching hospitals that report to the CEO of the center. We use the term “principal” to
refer to a hospital that clearly provides the most important clinical teaching facilities; in
a few centers, it is impossible to identify one such hospital. Almost aH AMCs have at
least one “major teaching hospital” that is formally entirely autonomous. Its CEO does
not report to the same authority as does the medical school.
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At least for the next decade, effective governance will probably
require the loss of some subunit autonomy in most centers.* By con-
trast, greater subunit autonomy was a positive factor in dealing with
many of the opportunities of the 1970s and early 1980s. In the last
decade and a half, the departmental group practice plan grew to be a
major revenue source for academic medicine, and it was generally
exploited by increasing the autonomy of the clinical departments, often
at the expense of the central administration. During this period, many
medical schools with “strict full time” faculty had to imbue their
academic clinicians with the importance of generating income from
their patients to support their own salaries and the broader objectives
of their departments. Schools with largely “geographic full time”
faculty had to bring these quasi-independent clinicians into group prac-
tices that would generate enough surplus revenue to support depart-
mental programs. Some small portion of the net income from practice
plans was almost always set aside for center-wide activities, but this
sometimes gave departments a sense that they were supporting the
school rather than vice versa.

Similarly, many teaching hospitals developed a sense of indepen-
dence that sometimes bordered on alienation from the medical schools
with which they were affiliated. They saw their occupancy rates and
their costs much affected by the clinical faculty’s delivery patterns and
the medical education programs. However, they often were insulated
from these effects by cost-based reimbursement and charge paying
patients. Only very recently have prospective payment, the growth of
HMOs, the negotiation of preferred provider contracts, and the growing
cost consciousness among consumers and payers created a pressing
need for coordinated responses by teaching hospitals and clinical
faculty to the medical care market.

The need for coordination has also increased in the biomedical
research area, across basic science departments, and between basic sci-
ence and clinical departments; and it has done so because of both
scientific and funding realities. Although during the 1980s a vocal
minority has been arguing that the traditional basic science departmen-
tal boundaries are not conducive to effective undergraduate medical
education, there is now general agreement that departmental distinc-
tions have little meaning at the frontiers of biomedical research. Thus,
basic science doctoral students and, to an even greater degree, postdoc-
toral fellows cannot be effectively compartmentalized into the

4In this context, we use the term “subunits” broadly to include both the major organi-
zational elements of an AMC—teaching hospitals, the medical school, major research
institutes—as well as consistent parts of these organizations—academic departments,
divisions within departments, etc.
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traditional basic science disciplines. The basic science content of “clin-
ical” biomedical research has increased to a point that it is difficult for
physician researchers to get grants without earning a Ph.D., having
extensive postdoctoral training in basic science, or having a basic
scientist collaborator.

The University of Utah Health Sciences Center has a formal organi-
zational structure and established lines of authority that greatly facili-
tate its responding to new opportunities. The principal teaching hospi-
tal administrator and the medical school dean report to a single
center-wide vice president. The dean has well-established authority
with regard to the selection and removal of department heads who
undergo rigorous five-year reviews (see below under “Tenure”). Yet
department heads have considerable authority over the allocation of
resources.

The central administration of the University of Texas Health Sci-
ence Center at Dallas also has similarly well-established authority over
department heads in matters that affect the whole center, but depart-
ments enjoy autonomy in other matters. Unlike his Utah counterpart,
the Vice President at the University of Texas Health Science Center at
Dallas has no direct authority over the principal teaching hospital,
which is not owned by the university. Nonetheless, this teaching hos-
pital and the medical school seem to have a well-established pattern of
consultation and concerted action.

The governance systems of the other centers vary considerably on
the dimensions of central authority. The Washington University
School of Medicine gives what appears to be the least formal authority
to its central administration. All its teaching hospitals are indepen-
dent corporate entities, and the dean is elected for a one-year term
every year by the Executive Faculty, composed mainly of department
heads. Hence, governance is of necessity by consensus, which seems to
have been achieved with surprising ease in the past. However, the
Washington University School of Medicine is currently in the midst of
a self-study of governance, in part because they are concerned that the
circumstances enabling them to achieve consensus in the past may not
persist in the future.

In many ways, Rush-Preshyterian-St. Luke’s Medical Center has a
governance system that seems well suited for developing and imple-
menting center-wide initiatives. However, two historical factors inhibit
the freedom of the central administration. One is the tradition of
tenure for department heads up to the paint of their retirement. The
other is a strong history of private practice academic medicine that has
resulted in some 35 independent faculty practice plans. Both can
impede change, the former because of resistant departmental leadership
and the latter because of the difficulty of coordination.
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The constraints imposed by the parent university are sometimes
cited as problems for an academic medical center. However, we heard
almost no complaints of such problems in the centers we studied.
Perhaps this is an artifact of our particular sample, which included one
free-standing institution and another remote health-sciences-only
campus of a large university.

In sum, a sound governance system facilitates the effective response
of the center as a whole, or a constituent unit, to the opportunities and
problems it faces. Clearly, this can be achieved with many different
organizational forms and with differing degrees of subunit autonomy,
but the term autonomy can be misleading if it refers simply to formal
organizational structure. In fact, behavior, not structure, is what
matters; a center cannot thrive in a difficult environment if subunits
try to respond, react, and develop independently of the whole. Perhaps
the best indicator of sound governance is the system’s capacity to
resolve conflict efficiently and effectively. Resolution can occur in
many ways, from executive fiat to abandoning a controversial proposal
to removing the resistant parties. If a major conflict is allowed to sim-
mer for a sustained period, it distracts leaders at multiple levels from
what can and needs to be done. However, if resolution of conflict can
be achieved only by forgoing an attractive opportunity, a center’s
governance structure must be viewed as flawed.

Management of Faculty-Generated Revenue

In almost all AMCs a large proportion of revenue is generated from
the patient care activities of clinical faculty and, in the more research-
intensive centers, from the research grants and contracts of both clini-
cal and basic science faculty. As discussed above, entrepreneurship is
important to faculty success in patient care and research, but peculiari-
ties of the markets for both usually make a pure laissez faire policy
inappropriate. We doubt that any medical school dean would value the
contributions of his individual clinical faculty or departments mainly in
terms of the patient care earnings they can generate. Similarly, proba-
bly no dean would be willing to terminate all the research projects that
are unable to command external funding. Consequently, a successful
academic medical center must maintain strong incentives for individual
faculty members and their departments to generate income but also
develop means to “tax” some of this income—particularly practice
income—to foster broader center goals.

Each of the six centers we studied has one or more such taxing
mechanisms, but they vary widely in their structure, the rate at which
individual faculty earnings are taxed, the uniformity across
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departments, and their effects on faculty incentives. The proportion of
patient care earnings that are placed at the dean’s disposal can give a
misleading picture of his control over resources. Most notably, if a
school has substantial “hard money” resources and the dean is free to
allocate them differentially across departments, he can compensate for
a low tax rate on practice earnings. For example, a dean might either
heavily tax high earning departments, such as ophthalmology and
radiology, in order to support, say, pediatrics. Or he might tax all
practice earnings lightly, but allocate a disproportionate amount of
hard money to the departments with lower earning potential.

Just as the dean needs a mechanism to compensate for the disparity
in earning power across departments, the department head needs a
means to use department funds to compensate for disparity in practice
earning capacity across individuals within a department. The disparity
may occur because of the differences in earning power of subspecialties
within a department (e.g., gastroenterology versus infectious diseases
within internal medicine) or because a potentially high earning special-
ist has been encouraged to spend more time on research than in
patient care. In some departments the very presence of the realloca-
tion mechanism keeps all the faculty from spending too much of their
effort on patient care at the expense of their research and education
responsibilities.

There are very few external sources of funds for some kinds of clini-
cal research (for example, research to develop and test surgical pro-
cedures, or on new imaging technologies). Hence, some department
heads find that they must fund a considerable amount of the
department’s research from practice earnings if they are to involve
most of the faculty in research of some kind.

If faculty practice earnings are taxed excessively, faculty involve-
ment in patient care drops below levels that are required to support the
medical school financially, to keep teaching hospital occupancy rates
acceptably high, and to attract the patient mix needed for educational
programs. Although we did not evaluate each of the many practice
plans in the six centers studied, we heard of no complaints that prac-
tice plans had erred in the direction of overtaxation.

It is illegal to use federal research funds to pay costs unrelated to
the purposes of the grant; therefore, there is no legitimate basis for
“taxing” research revenue for broader purposes. However, the reim-
bursement of indirect costs provides a means by which a research
activity can pay its fair share of overall support costs and reduce the
financial burden on the central administration. Indirect costs are no
less real for being indirect, and it seems appropriate that a center and
its constituent parts benefit directly from their reimbursement, rather
than having them go into some large university fund.



In sum, there are some fairly simple lessons from centers that suc-
cessfully manage faculty-generated revenue. First, the individual
faculty member should accept personal responsibility for generating
some of the revenue that can be used to support his own salary and
research but also to promote broader department and center goals.
Second, the faculty member’'s compensation should in some obvious
and direct measure reflect the quantity and quality of his output.
Third, the inherent variation in earning potential across departments
and subunits should be acknowledged and partially offset by the reallo-
cation of practice revenue or the differential allocation of other hard
money. Finally, there should be a consensus that the management
mechanisms are understandable and fair to the interested parties.

Tenure

Productivity, adaptation, and renewal are facilitated by limiting the
explicit and implicit rights of faculty tenure. Although the threats to
academic freedom, which tenure was designed to protect, seem slight in
academic medicine, we do not propose that the tenure system be elim-
inated. We could scarcely do so on the basis of our study, because all
six centers have tenure systems. However, they differ in the guaran-
tees that tenure provides, and there are clear examples where extensive
rights of particular tenure systems have led to inefficient use of
resources and the decline of departments and programs.

Tenure can easily protect an individual’s academic rank without
guaranteeing his current salary. In many centers, the means for doing
so is a compensation plan composed of two or more parts. One part is
fixed by virtue of rank, is often paid from hard money accounts, and
may constitute even less than half of total compensation.’ The amount
of the other part is determined by the faculty member’s current contri-
butions to departmental and center objectives. For clinical faculty, the
variable part may be largely determined by practice earnings; but as
discussed above, research productivity should also be rewarded, particu-
larly when it produces salary support through grants. For basic science
faculty, a somewhat larger portion is usually fixed, but it is still desir-
able to include a component that depends on productivity, usually in
research. The variable part of compensation can be determined by a
formula or an annual assessment by the faculty member’s superior.
However it is determined, all parties should clearly understand the link
between the amount of variable compensation and productivity before
the fact.

5This is consistent with the first principle outlined in the preceding section—i.e., that
faculty members should accept responsibility for generating some of the revenue to cover
their salaries.



49

One of the problems that the Dean of the University of Louisville
Health Sciences Center had to overcome was a tenure system that
guaranteed full salaries, even to clinicians. As a consequence, the
rejuvenation of several weak departments was impeded, and large
amounts of scarce hard money resources were wasted on senior faculty
who contributed little. This system has been changed to remove the
full salary guarantee, but the changes have not been applied retroac-
tively. The Dean and some new department heads continue to use
their management skills and to expend considerable time overcoming
this flaw.

Tenure was probably never intended to apply to research space.
However, in many medical schools, there appear to be unwritten tenure
rights in space. Specifically, once a tenured faculty member is allotted
research space, that remains his space until he retires or relinquishes it
voluntarily. In such circumstances, some research space is inevitably
underutilized, while other researchers are forced to work inefficiently in
cramped quarters.

Although tenure may usefully protect a faculty member’s academic
appointment to the point of retirement, the tenure rights of
administrators—deans, department heads, division heads—should be
limited. That is, their rights to tenure in connection with their
academic rank should not extend to their administrative positions.
The experiences of the six centers suggest that this is done most effec-
tively by limited term, renewable contracts. The annual election of the
Dean of the Washington University School of Medicine constitutes an
extreme version of time-limited tenure for administrators; a more com-
mon and generally more reasonable contract term is five years. This
allows enough time for administrators to identify problems, develop
solutions, embark on new ventures, and learn their consequences; and
it protects them from premature judgments about their effectiveness
during a learning period. The end of a term forces an assessment of
the administrator’s effectiveness and provides a face-saving way to
resign; if his performance has been good, the contract renewal validates
his performance and provides a stimulus for considering new initia-
tives.

Having had to deal with the problems of tenured department heads
who no longer lead effectively, the Dean of Rush Medical College has
instituted rigorous five-year reviews for all department heads. The new
appointees welcome this change, see the period as appropriate in length
and concept, and express confidence that_they will be evaluated fairly
and reappointed. -

If administrators serve “at the pleasure” of their superiors (if they
have no tenure) or if they have very short contracts, in theory, they
can be removed more easily and quickly than when they are under
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long-term contracts. Ironically, this does not appear to be the case.
One year is too short a period for in-depth evaluation of an
administrator’s performance, and systematic evaluation cannot be a
continuous process. As a consequence, the removal of a department
head under those circumstances is tantamount to “firing,” which is
organizationally and personally more difficult than simply not renew-
ing a longer term contract.

Strategic Use of Resources

It is generally necessary for an AMC to commit a large increment of
resources to a department or division to rejuvenate it or change its
direction. Moreover, it is often difficult to recruit a new department
head without making such a commitment, particularly when the unit
he is being asked to lead is regarded as having performed poorly in the
past. The command over extraordinary resources gives the new (some-
times old) department or division head credibility, authority, and the
financial means to pursue the new goal. Even if a center is recruiting
to fill the vacancy at the head of a department that has functioned
well, the most desirable candidates for the job usually demand discre-
tionary start-up funds or additional research space.

From the early 1960s through the mid-1970s, academic medicine was
in a period of rapid growth, fueled by generous federal and state
appropriations. Then more than now, a center was likely to have
funded unfilled positions that a dean could offer to an incoming head.
In most centers, the administration must husband resources very care-
fully to rebuild a faltering department or establish a new unit, usually
at the expense of other needs.

To varying degrees, each of the six centers has had to make strategic
funding decisions where one or more pressing unmet needs were con-
sciously left unfilled to provide enough funds to stimulate the rejuvena-
tion of a flagging department or division. This is particularly striking
at the University of Louisville Health Sciences Center, which has been
in the midst of a major academic rebuilding program for several years.
The dean quickly realized he had to make conscious choices about
which departments to rebuild first, providing fairly extensive start-up
funds to the new head of one department, while an acting head
remained for several years in another that was faltering. The result
has been very successful but admittedly uneven rejuvenation of depart-
ments. However, if the limited resources available had been applied
more evenly across departments, the center would almost certainly not
have been able to recruit new leadership of the quality it now has.
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The major rebuilding effort of the University of Louisville Health
Sciences Center provides a particularly stark but by no means isolated
example of how very scarce resources are applied strategically.
Recently the University of Minnesota Health Sciences Center began a
phased remodeling of an old building to create new research space.
The first of this space to become available was consciously allocated to
the new head of a department along with five new faculty positions.
This major infusion of leadership, space, and money has strikingly
rejuvenated the department. When the University of Texas Health
Science Center at Dallas decided to create a new basic science depart-
ment to exploit a particular research strength, it husbanded resources
very carefully to achieve a critical mass; the head of a successful clini-
cal department even transferred an endowed chair to the new depart-
ment.

In short, success in rejuvenating old units and creating new ones
requires a commitment of medical center resources beyond what nor-
mal budgets permit. Thus, the medical school dean or the center vice
president must usually set priorities to solve problems sequentially.
This often requires painful strategic decisions to commit resources in a
lavish manner to one unit while temporarily allowing another to lan-
guish or wither.

The Patient Base

To be successful in the current health care environment, every AMC
must sustain a campaign to ensure an adequate patient base to support
its programs. Multiple forces are at work to erode the patient base of
academic medicine, and several factors are reducing the overall rate of
growth in medical care expenditures. A longer term secular decline in
the length of hospital stay was accelerated by the recent implementa-
tion of the Medicare Prospective Payment System. This has been
accompanied by a modest but unexpected decline in Medicare admis-
sions. Hospital admissions rates have also been reduced by a growing
tendency to perform what were heretofore inpatient procedures in out-
patient settings (e.g., lens extraction, arthroscopic surgery) and the
growing popularity of prepaid health care programs. Academic medical
centers must also compete with community hospitals staffed by recent
graduates who are well-trained in specialties and subspecialties.

The most direct and pressing concerns regarding a patient base are
usually financial. If the center’s facilities treat fewer patients, patient
care revenue to the hospital and medical staff falls” concomitantly.
This threatens the financial viability of the teaching hospital(s) and
reduces the resources available to support faculty compensation.
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Changes in the size and composition of the patient base also present
problems for undergraduate and graduate medical education programs.
Sociodemographic factors affect the availability and suitability of
patients for teaching. For example, in obstetrics, birth rates tend to be
higher among lower socioeconomic groups, and women with full
insurance are not predisposed to go to clinical faculty for prenatal care
or to teaching hospitals for normal delivery. The incidence of particu-
lar diseases is also affected by sociodemographics; well-trained physi-
cians need to gain experience dealing with patients of different
socioeconomic backgrounds before entering practice.

Most current biomedical research is not greatly constrained by the
nature of an AMC’s patient population. One exception is research
involving clinical trials of treatment regimens and diagnostic devices.

The most common and direct approach to ensuring an adequate
patient base focuses on “market share.”® The appropriateness of any
particular approach to the problems of market share depends on many
factors, including the local environment, the particular center’s needs,
and its philosophy. The six centers in our study are approaching the
task in two or more ways. We cite examples of several broad types of
approaches without any certainty that they will all be successful, but
they nonetheless reflect the dynamism of these six centers in dealing
with a persistent problem.

A fairly common approach to maintaining market share is to build
new physical facilities or to undertake major renovations. Because
teaching hospitals typically treat a smaller proportion of private “full
pay” patients than community hospitals and many teaching hospitals
are owned by state or local government, their buildings are often older
and their amenities inferior to their community hospital competitors.
Each of the six centers has been or is currently engaged in a major
building program, but three examples seem particularly apt to the con-
cerns of this study:

o The University of Louisville Health Sciences Center’s major
teaching hospital, originally a county-owned facility, has just
moved into a new building, which is designed to attract private
patients as well as its traditional lower income patients. The
Commonwealth of Kentucky, which now owns the hospital, has
leased it to a large proprietary chain, whose profitability (in this
particular case) depends on expanding the private patient base.
Thus far, this appears to have been a highly successful effort to
broaden the patient base and increase revenues. -

SMarket share is usually distinct from but not entirely unrelated to concerns over the
costs or prices of care in teaching settings, which we discuss below.
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¢ The University of Minnesota Health Sciences Center’s princi-
pal teaching hospital was housed in an old, oversized building.
The hospital has taken the extraordinary step of accepting a
very large debt burden to build a smaller, more modern facility.
It hopes this new facility will firmly establish its regional domi-
nance in the tertiary care referral market on the basis of ameni-
ties as well as the technical aspects of care.

¢ The University of Texas Health Science Center at Dallas has
raised the capital and is in the process of building a small,
private hospital that adjoins its principal, county-owned teach-
ing hospital. This facility is being designed specifically to pro-
vide amenities that will attract private full pay patients and will
exploit economies of scale by a cooperative arrangement with
the adjacent county hospital. This arrangement will also retain
for the clinical faculty all the present advantages of physical
proximity to their other patients as well as to their education
and research facilities.

With the growth of prepaid health care systems, it is natural for
some academic medical centers to form links with prepaid plans or to
try to establish their own health maintenance organizations. As yet,
only a few such academically based HMOs are unequivocally success-
ful; two are owned by centers in our sample:

¢ The Washington University School of Medicine established an
HMO at the urging of one of its faculty leaders in 1969. After
some early difficulties, it has achieved substantial success.
Perhaps the best measure of this success is that it has become
part of a 50-50 joint venture with a major private insurance
company that will market it nationwide.

¢ Rush-Presbyterian-St. Luke’s Medical Center, as mentioned
above, was an early and successful entrant into the prepaid
health care market.

In these instances and in others (e.g., the Harvard Community
Health Plan) the mainstream clinical faculty of the medical center
have only modest involvement in providing primary and secondary care
to the prepaid patient population. Rather, the HMO is regarded more
as a subsidiary that generates some patient revenue and provides lim-
ited teaching opportunities, but it is most important as a source of
referral patients. -

An AMC may also increase its access to prepaid group patients
without owning or operating an HMO by negotiating contracts for
referral services with individual prepaid groups. Several of the centers
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in our study have done so aggressively. For example, the University of
Utah Health Sciences Center has negotiated contracts to provide
specific tertiary care services for large regional prepaid health plans,
including patients from neighboring states. As a part of their larger
effort to encourage regional referrals, the center has established a med-
ical air transport service. Another of the center’s major teaching hos-
pital affiliates is the “flagship hospital” of IHC, a large regional health
care conglomerate with hospitals, PPOs, HMOs, etc. This affiliation
assures a substantial number of tertiary care referrals for teaching and
research activities of the health sciences center.

In short, by a combination of efforts the six centers we studied have
managed to maintain and in isolated instances to expand their patient
bases in markets where demand for care has been shrinking and supply
has been increasing. They have done so by multiple means, and no
particular one can be identified as universally effective. However, their
success owes much to their unstinting and aggressive efforts at market-
ing.

Cost Containment

The future financial viability of all health care providers will
increasingly depend on effective cost containment. Health care pay-
ment systems at all levels are providing increasing incentives for pro-
viders to control their costs. The Medicare PPS provides the most
prominent example of such incentive changes. Academic providers
may experience particularly strong pressures to control costs.

Academic medical centers are widely regarded as high-cost providers
of care, and payers of health care (insurers, PPOs, HMOs, etc.) gen-
erally assume that a major teaching hospital or faculty practice group
will be a high-cost provider. These assumptions are not well founded
in sophisticated empirical analysis, and there are many ways in which
‘simple studies are biased to show higher costs in teaching hospitals.”
Nonetheless, because of common pérceptions, academic medicine must
always bear the burden of proof that it can provide care at competitive
prices, whether seeking a contract with an HMO or PPO or defending
an appropriation request of state or local government.

Each of the centers we have studied has pursued hospital cost con-
trol vigorously and successfully. Each has done better financially

TThere are two persistent problems. One is that teaching hospital costs contain
stipends for residents who provide services that physifians bill separately and hence are
excluded from nonteaching hospital costs. The second is the failure of studies to account
for the fact that most major teaching hospitals have disproportionate numbers of very
sick patients—even within a diagnostic group.
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under PPS than under the old cost-based reimbursement system, but
each also has a stake in controlling cost that extends well beyond
Medicare. As described above, two of the centers own large HMOs,
which have to be price competitive with other prepaid plans in their
market area. Two of the other four centers have small prepaid plans,
and another is negotiating to develop one through a large joint venture.

Two of the six centers have a county hospital as their principal
teaching hospital. Both of these hospitals get a fixed annual budget for
providing care to an expanding indigent population base. Remaining
within these budgets requires careful control of hospital costs. The
incentives for cost control may be strongest at the University of Louis-
ville Health Sciences Center, because the proprietary chain that
manages the hospital has entered into a multi-year contract to provide
care to a specified indigent population for an annual fixed sum
(adjusted annually for general inflation). If costs exceed the fixed sum,
the chain loses money; if the contract amount exceeds the costs, the
chain makes a profit.

Although only one—perhaps two—of the six centers that we studied
operates in an environment of what could be regarded as “cutthroat”
price competition, each faces and has responded to strong incentives
for cost control. We believe their financial successes on the patient
care front owe much to the effectiveness of these efforts.

FINDINGS

In addition to the seven lessons that we draw from our study of suc-
cessful centers, we observe five attributes that they have in common.
Each pertains to the way. these centers have coped with environmental
problems, and hence some might draw inferences about their relation-
ship to success. We are unwilling to do so because we believe the evi-
dence is insufficient. Nonetheless, these “findings” are worthy of con-
sideration.

Medical Education

None of the six centers seemed particularly concerned about the
need to take steps to maintain the quality of their undergraduate medi-
cal education programs, and we found no evidence of decline. This was
somewhat surprising in view of the factors that could adversely affect
the quality of the medical school applicant pool. Demegraphics alone
seem certain to reduce the medical school applicant pool; the age
cohort of 22 year olds will decrease by about 25 percent in the period
between 1983 and 1995. The leveling off and slight decline in real
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incomes of physicians might be expected to decrease interest in medical
careers. Moreover, prospective medical students might be put off by
the pervasive comments about the growing frustrations of a medical
practice—e.g., the pressures of competition, the more demanding
patient, the rise in malpractice insurance costs, and the higher
incidence of malpractice claims.

Although five of the six schools had experienced a decline in the
number of medical school applicants in recent years, none believed that
they had seen a decline in the quality of either applicants or their
admitted classes. Only the University of Minnesota Health Sciences
Center has reduced its class size by a significant degree, and this was
not motivated by a decline in applicant quality. This could be a reflec-
tion of the overall success of these medical centers, but it also appears
consistent with national trends. Data on the qualifications of accepted
applicants to all medical schools are mixed as regards the academic
quality of new entering classes.® There has been a slight downward
trend in the number of entering students with “A” averages, but no
increase in the number with “C” averages. The average scores of
accepted applicants on the Medical College Admission Test (MCAT)
has risen somewhat during recent years. Therefore, it is not surprising
that “successful” centers perceive no particular problems with their
entering classes.

None of the six centers is currently undertaking a major reform of
the undergraduate medical education curriculum. This inaction on cur-
riculum reform might seem to run counter to a recent national task
force report that sees “pressures [for curricular reform] to which we
should accommodate with vigor and deliberate determination lest criti-
cal and irreversible damage be done.” For some schools, this inactivity
on the curriculum front may not indicate so much self-satisfaction with
current curricula as it reflects the higher priority accorded to other
center-wide initiatives. The University of Minnesota Health Sciences
Center had already adopted what it regards as the most important
recommendation of the task force report several years ago. Thus, for a
mix of reasons, the six centers we studied seem to feel no particularly
pressing needs on the undergraduate medical education fronts. They
judge their current medical school classes to be as strong as ever or
stronger. None would argue that its curriculum is perfect, but neither
do they see the advantages of major reform as outweighing the costs in
the near term.

8Crowley, Etzel, and Peterson, 1985.
9Association of American Medical Colleges, 1984, p. 2.
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Long-Range Planning

All six centers engage in long-range planning as standard practice,
and they credit this planning for their successful responses to environ-
mental change. However, no center pretends to have a comprehensive
master plan. Instead their response has been stimulated by the antici-
pation or realization of a specific problem.

Like the centers, we are predisposed to believe that effective long-
range planning contributed greatly to their success, but we are not suf-
ficiently certain to include it as one of our lessons. In particular, it is
hard to determine ex post how much of a particular success is due to
planning and how much to adaptive response to a changing situation.
We also recognize that outsiders are unlikely to hear much about plan-
ning failures after the fact.

We can readily point to examples of major success cited above that
were the derived outcomes in long-range plans. Several are particularly
notable:

¢ The Washington University School of Medicine’s creation of a
redevelopment corporation to reverse the decline of its sur-
rounding neighborhood,

¢ Rush-Presbyterian-St. Luke’s Medical Center’s establishment
of an HMO, and

e The University of Texas Health Science Center at Dallas’s
highly selective identification and guidance of outstanding med-
ical students to be groomed for research and administrative
leadership positions.

Each of these turned out well and, as far as we can tell, as planned.

An in-depth longitudinal study—better yet, a prospective study—
might enable us to ascertain the extent to which long-range planning
enables an AMC to achieve its goals, but this was not within the
resource constraints of our present study. However, we can identify a
positive and immediate outcome of planning: It reflects and generates
confidence and enthusiasm.

The For-Profit Sector

The for-profit part of the health care industry is no longer seen in
doctrinaire terms by the leadership of any of the six centers we studied.
We cannot be sure how much these attitudes have changed in recent
years, but we suspect that the change has been substdntial. Each of
the six has a close and considerable relationship with a for-profit entity
or has its own for-profit subsidiary.
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Many people who are generally familiar with academic medical
centers might judge the University of Louisville Health Sciences
Center as being the most closely aligned with the for-profit health care
industry. Certainly, that center’s future is closely linked to the success
of the proprietary hospital chain’s management of its principal teach-
ing hospital, but other centers have relations with large for-profit
operations that are more extensive and of longer duration.

The University of Utah Health Sciences Center has a long-term
relationship with private firms in a local research park, and two of its
affiliated teaching hospitals are owned by a large health care
conglomerate. The Washington University School of Medicine has
developed multiple relationships with pharmaceutical and medical tech-
nology firms, which increase its research funding support and enhance
access to researchers at the cutting edge of biomedical science.

More recently, the University of Texas Health Science Center at
Dallas and the University of Minnesota Health Sciences Center are
developing alliances with high technology firms. Each sees these as
offering important avenues for the commercialization of research
advances.

It is too soon to assess the long-term consequences of academic
medicine’s new receptivity to business relations with for-profit firms.
It is clear that many centers—all six we studied—have adopted a prag-
matic stance toward corporate medical care. There are some trepida-
tions about the danger of the “medical industrial complex,” but these
do nolto stand in the way of considering new ventures and relation-
ships.

Community Relations

Each of the six centers we studied appears to maintain a good rela-
tionship with the community in which it is located, and it attributes
this to conscious attention to community relations, in addition to its
performance as an academic and health care institution. Rush-
Presbyterian-St. Luke’s Medical Center even formally accords “com-
munity service” the status of an output along with education, research,
and patient care. None of the six appears to have an adversarial rela-
tionship with its surrounding community, as has been the case with
some academic medical centers.

As with long-range planning, it is hard to determine the significance
of community relations activities for an academic medical center’s suc-
cess. We are predisposed to believe that such efforts aré important,

10Relman, 1980.
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" and particular successes seem to be quite plausibly the fruits of well-
orchestrated community relations.

At least several of the six centers are the obvious subjects of great
local pride, which has tangible financial consequences. The Washing-
ton University School of Medicine has been extraordinarily successful
in raising endowment funds from the wealthy business interests in its
metropolitan area. The University of Texas Health Science Center at
Dallas has on occasion appealed successfully for community support to
increase funding for the county hospital that is its principal teaching
hospital. In each instance, a loss of community support would clearly
be costly, but it is difficult to attribute success to community relations
activities, per se.

In short, we believe but cannot prove that the conscious efforts to
improve and maintain good community relations have yielded large
returns for the six centers in our study. At a minimum, their efforts
contribute to a good aura for the centers; they also increase the number
of people who feel they have a stake in the centers’ future success.

Physical Facilities

Major improvements in physical facilities are credited as important
contributors to the success of each of the six centers we studied. Each
_has recently completed or is currently undertaking a major building or
refurbishment programs. Each center has obviously placed a higher
priority on buildings; we have no basis for doubting their judgments,
and there are obvious advantages to impressive physical facilities.

On the patient care side, a pleasant physical environment is important
to a hospital’s ability to attract patients—particularly full pay patients.
This may be especially true for city or county-owned hospitals, which can
all too easily become dingy, depressing places, notwithstanding the high
quality of care they provide. For example, the physical appearance of the
sparkling new university hospital of the University of Louisville Health
Sciences Center may be at least as important as the management innova-
tions of the proprietary chain in attracting nonindigent patients. The
Washington University School of Medicine’s success in the local health
care environment owes much to the pleasant, modern appearance of its
building as well as to its redevelopment of the surrounding area.

Academic faculty are clearly attracted by the quality and quantity of
research space that a center can offer. Four of the six centers we
studied have made major recent investments to upgrade research space,
and the other two have done considerable refurbishing. Hach believes,
and we agree, that they could not have achieved their current stan-
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dards of research if they had not been able to offer their researchers
attractive facilities.

In sum, each of the medical centers is housed in impressive physical
plants. Their new buildings can be seen as important contributors to
their success, or they can be seen as an indicator or badge of success.
We are inclined more to the former than the latter view, but our study
methods do not enable us to make a confident distinction between the
two. We are certain that it is better to be housed in new buildings
than in old ones, but we do not know what level of debt burden a
center should be willing to assume in order to gain that advantage.



VI. CONCLUSIONS

The purpose of this study was to identify academic medical centers
that were successfully pursuing their objectives, that were operating in
unusually harsh environments, and whose successes could provide use-
ful lessons to the larger academic medical community. We are confi-
dent that the first and third objectives were substantially met, although
the generalizability and applicability of the lessons to the broader com-
munity will be a matter of some disagreement. We are much less cer-
tain that our measures of environmental harshness were sensitive to
the characteristics that most strongly affect the centers’ ability to func-
tion effectively.

The reasons for seeking to measure environmental harshness are
straightforward: Success is more impressive if it comes in the face of
adversity. In addition, the study was motivated by the federal
government’s concern that, in general, academic medical centers were
having to operate in hostile environments and public policy was sub-
stantially responsible for this change.

Our measures of environmental harshness were not conceptually
flawed; rather the data were simply too crude or incomplete to measure
all the features of an environment that materially affect an AMC'’s
ability to function effectively. The unavailability of comprehensive
information on funding for care of the poor meant that we had to rely
on only Medicaid data, which were themselves out of date. Upon visit-
ing the six centers, we discovered that the generosity of the state Medi-
caid program was sometimes an unimportant aspect of funding of care
for indigent or low-income patients. Local government, sometimes
with state support, determines to a much greater extent whether some
major teaching facilities have adequate funding for the indigent care
they are expected to provide.

We sought to measure general support for medical education. How-
ever, we were given only broad categorical data on the combination of
endowment and state support for medical education, because of the
AAMC’s commitment to protect the confidentiality of endowment data.
Although we have no reason to believe that these data were inaccurate
or that having data only in broad categories should have been a prob-
lem, these categories did not seem to be a sensitive measure of the
amount of unrestricted funding available Tor the support of education.
In particular, department and hospital endowment funds appear to pro-
vide direct or indirect relief to the medical education budgets of some
medical centers.

61
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Competition for patients—particularly full-pay patients—is becom-
ing an important matter for all AMCs, and we are reasonably comfort-
able with the data we used to measure supply side features of the medi-
cal marketplace of the metropolitan area in which each AMC is
located. However, these data could not be expected to measure com-
petitiveness in the smaller (or larger) areas from  which the centers
draw most of their patients, or to be sensitive to some important differ-
ences in the demand for care that were not reflected in aggregate popu-
lation numbers.

In general, our impressionistic view was that each of the six centers’
environments was somewhat less harsh than we expected on the basis
of our preliminary analysis, but clearly none was located on “easy
street.” Of course, we did not validate our impressions by comparing
them with other centers that were not studied. These impressions of
less harsh environments may, in fact, be reflections of the successful
coping strategies of the six centers we studied. This is a plausible
explanation for the absence of “cutthroat” competition in some medical
markets with apparent excess supplies of hospital beds and doctors;
maintaining good relations between “gown” and “town” doctors
depends largely on the actions of the former.

We acknowledge the limitations imposed by our having studied six
successful centers that operated in harsh environments; these six are a
sample from only one cell of a four-cell matrix. Why, then, do we
believe that we have identified some effective strategies for coping with
environmental adversity—particularly if we admit that our measures of
environmental harshness may not have been as sensitive as we had
hoped? One reason is that we are confident we have identified some
attributes of success that are consistent across all six centers in this
study. A second is that some of these lessons have been “learned the
hard way” by one or more of the six. Third, although the lessons were
intuitively appealing to us, we were encouraged by the receptivity to
them by our expert advisors and by reviewers within the six centers.
Finally, the applicability of the lessons is not limited to those centers
that operate in particularly harsh environments.

There is one one overarching conclusion of our study: Other things
equal, academic medical centers that have more integration and coordi-
nation and less subunit autonomy will be better able to achieve their
objectives in the difficult environment of the future. This was probably
an implicit assumption of this study’s sponsor, because they gave the
project the title “Managing for Survival.” The term _“managing”
implies coordination of related activities and integration of functions
that substantially impinge on one another. Our study team was also
probably predisposed to believe that more and better ‘management of
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most AMCs would facilitate the achievement of their objectives in the
future. In any case, our study certainly caused us to conclude that
integration and coordination are and will be important ingredients for
success. The problem is how to achieve these without stifling the ini-
tiative, creativity, and responsibility that are crucial to the education,
research, and patient care functions of academic medicine.

The seven lessons that we have synthesized from our study have a
common theme in that all pertain to the promotion of effective coordi-
nated action. All imply that organizational subunits of a center—an
academic department or division, a teaching hospital, a research insti-
tute, or even the medical school-—need to be attentive to the conse-
quences of their actions for other subunits, and in general, most impor-
tant actions cannot be undertaken without the active cooperation of
one or more other subunits. Entrepreneurship has long been an essen-
tial attribute for success. Whereas in the past individual entrepreneur-
ship was often well-rewarded—even sometimes to the exclusion of joint
activity—successful entrepreneurship now will require organizational
and management skills, not just good ideas and a willingness to take
risks.

The lessons of successful governance demonstrate the importance of
control mechanisms that facilitate conflict resolution and promote
coordination. In the absence of these mechanisms, the normal com-
petition for organizational resources, together with the added tensions
of “hard times,” can lead a center to dissipate the energy it needs to
respond to environmental challenges or internal disputes. Unfortu-
nately, it is impossible to prescribe an optimal governance system for
any particular center because success depends on institutional history
and culture, and an effective authority structure may depend as much
on implicit as explicit principles.

Faculty-generated revenue has been essential to the financial viabil-
ity of U.S. academic medical centers throughout the modern era, but
only in the last two decades has it become important to manage that
revenue at the center level. Effective management requires strong
incentives for individual performance and acceptance by the individual
of his responsibility to support organizational objectives on the basis of
an ability to pay. No center can achieve its potential with a completely
laissez faire policy toward faculty earnings, whether generated from
clinical practice or from research.

If the explicit and implicit privileges of its tenure system are not
restricted, an AMC will almost surely be unable to undertake needed
organizational change. However, the traditional prerogatives of
academic tenure can be preserved within the needed restrictions. The
most  important restriction requires that tenure in administrative
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positions depends on meeting ongoing performance standards, which
seem best reviewed at times of contract renewal. Research space
should be allocated on the basis of current need and performance, not
squatters’ rights, and tenured faculty should face the same incentives
for generating revenue as other faculty.

Even the leadership of the most financially secure centers will face
situations in which they must employ their resources strategically, sac-
rificing the interests of one or more units in the interests of the whole.
An effective governance system and the entrepreneur’s willingness to
accept risk help the leadership make such strategic decisions, but it is
also important that there be a broad consensus that such actions are
essential to the long-term health of a center.

The actions needed to maintain an adequate patient base exemplify
the need for coordination and cooperation in an academic medical
center. Indeed, the most common concern of the six centers in our
study was ensuring that they maintain the desired number and mix of
patients in their teaching institutions. With growing competition in
the medical marketplace, regulatory pressures on reimbursement, and a
secular decline in hospitalization rates and the length of stay, the clini-
cal faculty increasingly will have to work together and with the
administrations of teaching hospitals and clinics to maintain and
increase their share of the medical care market.

Cost containment is clearly a means to the end of maintaining an
adequate patient base, but in combination with quality assurance, it is
also an end in itself. Care in teaching hospitals is widely perceived to
be more expensive than in other hospitals, and the preponderance of
empirical evidence from admittedly imperfect measures supports this
conclusion. Arguments about sicker patients and higher quality not-
withstanding, payers are becoming less willing to pay what they per-
ceive to be large differentials for care in academic medical centers.
Individual clinical faculty members can do much to teach and practice
cost containment, but overall efficiency in the provision of care cannot
be achieved without a concerted centerwide effort to use medical tech-
nology and other resources prudently.

We observed common characteristics of the six centers that reflect
the ways they have coped with environmental adversity, but we cannot
ascertain that these were instrumental in their success. We were
struck that none of the six seemed concerned about maintaining the
quality of their undergraduate medical education programs—perhaps
because each had evidence that it was maintaining or improving quality
despite an overall decline in the number of applicants. The other four
observations reflected activities that were common to all six centers,
and that might or might not have been instrumental to their success.
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These include the attention that each gave to community relations and
to long-range planning. None saw the for-profit segment of the health
care sector in doctrinaire terms, and each had been attentive to
improving the quality of its physical plant and had been quite success-
ful in doing so.

In sum, we believe that we have identified attributes of six academic
medical centers that facilitated their achievements and caused them to
be identified by our expert panel as “successful.” From these attributes
we have synthesized some “lessons” that other centers might usefully
learn. We cannot be certain that learning these lessons will enable
other centers to achieve their objectives in the face of present or future
adversity, or for that matter just how important they were to the
successes of our six sample centers. We are confident that the lessons
can have a positive effect on a center’s ability to function effectively in
its environment, and we believe that most environments will become
progressively less benign in the near term future.






Appendix A

MEASURES OF ENVIRONMENTAL HARSHNESS
FOR MEDICAL SCHOOLS*®

(The larger the positive number, the harsher the environment)

Medicaid Competition
Medical School State Benefits Factor Score
ALABAMA AL 1.1513 -0.0699
ALBANY NY -1.9120 -1.5196
ALBERT EINSTEIN NY -1.9120 -1.4781
ARKANSAS AR 0.8385 0.7119
BAYLOR X 0.9651 0.8697
BOSTON U. MA -2.0587 —1.2826
BOWMAN GRAY NC 0.9261 -0.4587
BROWN RI -1.2150 -1.3166
CALIF-DAVIS CA -0.0149 1.0061
CALIF-IRVINE CA —-0.0149 1.3340
CALIF-LOS ANGELES CA -0.0149 1.2670
CALIF-SAN DIEGO CA -0.0149 0.8737
CALIF-SAN FRANCISCO CA ~0.0149 1.2703
CASE WESTERN RES OH -0.0142 -0.3932
CHICAGO MEDICAL IL 0.3451 04711
CINCINNATI OH - —0.0142 -0.4702
CMDNJ-NEW JERSEY NJ -0.1136 0.0941
CMDNJ-RUTGERS NJ ~-0.1136 -0.6862
COLORADO (o) 0.6216 1.1464
COLUMBIA NY -1.9120 -1.4781
CONNECTICUT CN -1.3743 -0.9172
CORNELL NY -1.9120 -1.4781
CREIGHTON NE 0.6202 1.0307
NORTH DAKOTA ND 0.4055 —0.2589
DUKE NC 0.9261 -1.2724
E. TENN TN 0.9031 —1.4203
E. VA. MED SCH VA 0.7547 0.0093
EMORY GA 0.9194 0.9965
FLORIDA FL 1.1282 1.3853
GEORGE WASHINGTON DC —-0.5545 -0.4066
GEORGETOWN CD -0.5545 -0.4066
HAHNEMANN PA —-0.1073 -0.7145
HARVARD MA -2.0587 -1.2826
HAWAII HI ~0.2775 -0.9647
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Medicaid

Competition

Medical School State Benefits Factor Score
HOWARD DC ~0.5545 —0.4066
INDIANA IN 0.2608 —-0.8742
IOWA IA 0.3497 -0.1854
JEFFERSON PA -0.1073 -0.7145
JOHNS HOPKINS MD 0.3320 —0.7252
KANSAS KS 0.3443 1.5092
KENTUCKY KY 0.9517 -0.7426
LOMA LINDA CA -0.0149 0.9722
LOUISVILLE . KY 0.9517 -0.0119
LOYOLA-STRITCH IL 0.3451 0.4711
LSU-NEW ORLEANS LA 0.6387 0.8545
LSU-SHREVEPORT LA 0.6387 1.2769
MARSHALL U. wvV 1.1807 -0.0746
MARYLAND MD 0.3320 -0.7252
MASSACHUSETTS MA -2.0587 —0.1412
MAYO MN -1.3462 -0.8169
MED COL VIRGINIA VA 0.7547 0.5419
MED COL WISCONSIN WwI ~1.2758 0.7893
MED U. SO. CAROLINA SC 1.0882 —0.8966
MEDICAL COL PENN PA -0.1073 —0.7145
MEHARRY TN 0.9031 0.2476
MIAMI FL 1.1282 -0.2077
MICHIGAN STATE MI -0.2216 1.0964
MINN-MINNEAPOLIS MN —-1.3462 1.7896
MISSISSIPPI MS 1.1556 -0.1980
MISSOURI COLUMBIA MO 0.7472 0.6733
MISSOURI-KC MO 0.7471 1.5091
MT. SINAI NY -1.9120 —1.4781
NE. OHIO OH -0.0142 -0.5755
NEBRASKA NE 0.6202 1.0307
NEVADA NV 0.3752 1.7419
NEW MEXICO NM 1.2361 0.4958
NEW YORK MED NY -1.9120 -1.4781
NEW YORK U. NY ~-1.9120 -1.4781
NORTH CAROLINA NC 0.9261 -1.2724
NORTHWESTERN IL 0.3451 0.4711
OHIO AT TOLEDO OH -0.0142 -0.5612
OHIO STATE OH -0.0142 0.0319
OKLAHOMA OK 0.4933 0.9534
OREGON OR 0.6679 1.7995
PENN STATE PA -0.1073 -1.0151
PITTSBURGH PA -0.1073 0.1272
ROCHESTER NY -1.9120 -1.6827
RUSH IL 0.3451 0.4711
S. DAKOTA SD 0.9049 -0.1236
SOUTH FLORIDA FL 1.1282 0.3101
SOUTHERN CALIFORNIA CA ~0.0149 1.2669
ST. LOUIS MO 0.7471 1.0369



69

Medicaid Competition

Medical School State Benefits Factor Score
STANFORD CA -0.0149 1.2278
SUNY BUFFALO NY -1.9120 -0.8025
SUNY DOWNSTATE NY ~1.9120 -1.4781
SUNY UPSTATE NY -1.9120 —0.7456
SUNY-STONY BROCK NY -1.9120 -1.9531
TEMPLE PA -0.1073 —0.7145
TENNESSEE TN 0.9031 -0.0832
TEXAS A&M X 0.9651 0.9637
TEXAS TECH TX 0.9651 1.2122
TEXAS-GALVESTON X 0.9651 —0.5314
TEXAS-HOUSTON TX 0.9651 0.8697
TEXAS-SAN ANTONIO TX 0.9651 1.2205
TEXAS-SOUTHWESTERN TX 0.9651 1.2107
TUFTS MA -2.0587 -1.2826
TULANE LA 0.6387 0.8544
U. CHICAGO-PRITZK L 0.3451 0.4711
U. ILLINOIS IL 0.3451 0.4711
U. MICHIGAN MI -0.2216 -1.0240
U. MINN DULUTH MN —1.3462 1.6147
U. PENNSYLVANIA PA -0.1073 -0.7145
U. SO. ALABAMA-MOBILE AL 1.1513 -1.5647
U. WASH-SEATTLE WA 0.3672 0.1633
U. WISCONSIN WwI -1.2758 0.5870
UTAH UT 0.7847 1.1946
VANDERBILT TN 0.9031 0.2476
VERMONT vT ~0.1115 -0.4227
VIRGINIA VA 0.7547 0.7034
WASH U. ST. LOUIS MO 0.7472 1.0369
WAYNE STATE MI -0.2216 —0.4698
WRIGHT OH -0.0142 —0.3716

NOTE: The following five schools are omitted from the list because of incomplete
data. All but Arizona failed to report endowment income to the AAMC. Arizona had
no Medicaid program in 1983. Scores on the other variables are as noted.

Medical School State Benefits Factor Score
YALE CN ~1.3743 -2.0725
MED COL OF GEORGIA GA 0.9194 —0.0201
SOUTHERN ILLINOIS IL 0.3451 —0.9540
ORAL ROBERTS OK 0.4933 1.4872
ARIZONA AZ 1.1096

8Environmental harshness is the average of three indicators: Medicaid benefits
per member of the poverty population, the factor score describing the degree of
competition in the medical market place, and the availability of hard money for
medical education. The AAMC provided data on the availability of hard money
for medical education on a confidential basis.



Appendix B

INTERVIEW OUTLINES

Senior University Official Responsible for
the Academic Medical Center

How would you characterize the governance structure of the
academic medical center? Specifically, is there a hierarchical
framework in which major education, research, and patient care
programs and institutions fit, or is their relationship largely
cooperative in nature? In the more common mixed case, which
relationships are hierarchical and which cooperative (e.g., basic
science vs. clinical departments, owned teaching hospital vs. oth-
ers)?

How do the various components of the center relate to the parent
university in terms of governance and control of funds?

How does the governance structure relate to the sources and con-
trol of funds?

What are the main sources of power/influence used by the top
leadership of the Center (e.g., control of “hard money,” appoint-
ments of clinical chiefs of service)? Where leadership is shared,
who exercises what power, singularly or jointly?

What roles do the major teaching hospitals play in the local
and/or regional health care delivery system?

By our measures, the environment of this academic medical
center appears to be relatively hostile. In what respects do you
feel this description fits the environment for your major teaching
hospital(s)?

Why do you think this center was selected as one that is coping
well with adversity? Specifically, what factors do you regard as
key to this success in the patient care area? What factors could
upset this success?

Are “town-gown” difficulties a significant factor in your environ-
ment? How are they ameliorated?
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What kinds of residents and fellows do you seek to train (e.g.,
what mix of specialists and generalists, what proportion of
trainees for academic medicine and research)? Has this changed
in recent years?

Does your applicant pool provide sufficient numbers of candidates
suitable to these goals? Are you able to compete effectively for
those candidates?

Have you recently changed or are you considering changes in the
sizes or orientation (e.g., from training subspecialists to more gen-
eralists in internal medicine) of your graduate medical training
programs? If so, what factors motivate these changes?

Are clinical facilities currently available for residency and fellow-
ship training adequate? If any changes have been made or con-
sidered in clinical training facilities, what are the motivations for
change? Have there been or do you anticipate pressures for
reducing training positions or changing the types of positions?

What is your broad strategy for biomedical research activity? For
example, do you seek broad participation by all departments or a
select few? Do you place equal emphasis on research in basic sci-
ence and clinical departments? Do you emphasize interdisci-
plinary or interdepartmental research?

How has this strategy changed, if at all, in recent years? Have
the changes been by design or necessity?

Medical School Dean

How would you characterize the governance structure of the
academic medical center? Specifically, is there a hierarchical
framework in which major education, research, and patient care
programs and institutions fit, or is their relationship largely
cooperative in nature? In the more common mixed case, which
relationships are hierarchical and which cooperative (e.g., basic
science vs. clinical departments, owned teaching hospital vs. oth-
ers)?

How do the various components of the center relate-to the parent
university in terms of governance and control of funds?
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10.

11.

12.

13.

14.

How does the governance structure relate to the sources and con-
trol of funds?

What are the main sources of power/influence used by the top
leadership of the Center (e.g., control of “hard money,” appoint-
ments of clinical chiefs of service)? Where leadership is shared,
who exercises what power, singularly or jointly?

How autonomous are departments? Does this vary across and/or
within basic science and clinical departments? What accounts for
this variance?

How much control does the central administration exercise over
the activities and patient care revenue generated by the clinical
faculty? What are the mechanisms of control? Are substantial
amounts of practice revenue diverted to center wide functions?

What roles do the teaching hospitals play in the local and/or
regional health care delivery system?

By our measures, the environment of this academic medical
center appears to be relatively hostile. In what respects do you
feel this description fits the environment for your major teaching
hospital(s)?

Why do you think this center was selected as one that is coping
well with adversity? Specifically, what factors do you regard as
key to this success in the patient care area? What factors could
upset this success?

Describe any cooperative/joint ventures being undertaken by the
hospital(s) and the medical school or its clinical faculty.

What mechanisms are in place to coordinate goal/strategy formu-
lation between the hospital(s) and the medical school?

What is the basic structure of the clinical faculty’s practice
plan(s)? How has this changed, if at all, over the past ten years
or so? '

How are the tensions between the demands of clinical practice
and the demands of teaching and research managed by the
departments? By individual faculty?

What are the main sources of cooperation, competition, and con-
flict between the clinical faculty and the administration of the
major teaching hospital(s)? Does this differ considerably across
the various teaching hospitals?
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What are the mechanisms of control and cooperation for more
loosely affiliated hospitals? For example, do major clinical
appointments have to be approved by the leadership of the
academic medical center?

Are clinical faculty, as individuals or groups, actively involved in
innovative programs to expand/retain the patient base? For
example, are clinical faculty involved in HMOs, PPOs, or other
new delivery system variants?

Are “town-gown” difficulties a significant factor in your environ-
ment? How are they ameliorated?

What kinds of residents and fellows do you seek to train (e.g.,
what mix of specialists and generalists, what proportion of
trainees for academic medicine and research)? Has this changed
in recent years?

Does your applicant pool provide sufficient numbers of candidates
suitable to these goals? Are you able to compete effectively for
those candidates?

Have you recently changed or are you considering changes in the
sizes or orientation (e.g., from training subspecialists to more gen-
eralists in internal medicine) of your graduate medical training
programs? If so, what factors motivate these changes?

Are clinical facilities currently available for residency and fellow-
ship training adequate? If any changes been made or considered
in clinical training facilities, what are the motivations for change?
Have there been or do you anticipate pressures for reducing train-
ing positions or changing the types of positions?

What kinds of medical students do you seek to train (e.g., a mix
of primary care and specialty practitioners, a large proportion of
academic physicians and researchers, physicians who will practice
in the state)? Has this changed in recent years?

Does your applicant pool provide an excess or a shortage of such
medical students? Do you feel that you compete effectively for
the kinds of medical students you want? Has this changed in
recent years?

Have you recently changed or are you considering changes in the
size of the medical education program? If so, what motivated
these changes?
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25.

26.

27.

28.

29.

30.

31

32.

33.

Have you recently made or are .you currently making significant
changes in the medical education curriculum? If so, what is the
nature of the changes and what are the purposes?

Are you satisfied with the facilities currently available for clinical
training of your medical students? Have you taken any actions to
change these facilities? Do you contemplate any such actions in
the future?

To what kinds of graduate medical education programs do your
medical students “match”? Are you generally satisfied with those
“matches™? Are your students satisfied?

What is your broad strategy for biomedical research activity? For
example, do you seek broad participation by all departments or a
select few? Do you place equal emphasis on research in basic sci-
ence and clinical departments? Do you emphasize interdisci-
plinary or interdepartmental research?

How has this strategy changed, if at all, in recent years? Have
the changes been by design or necessity?

How is your research funding distributed across major sources of
support (NIH, private foundations, industry sources, self-funding
from clinical revenue, other)?

Has the amount or distribution of research support changed sig-
nificantly in recent years? Have you recently embarked upon any
major research initiatives (e.g., cooperative arrangements with
pharmaceutical firms)?

In any particular research area, have you encountered special
problems or opportunities (e.g., discontinuation or establishment
of a major program project or center)?

What kinds of formal or quasi-formal research training programs
do you have (e.g., MD/PhD, basic science PhD, basic science and
clinical Post Doc offering, etc.)?

Chief Financial Officer of the Medical School

How do the various components of the center relate to the parent

university in terms of governance and control of funds?
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How does the governance structure relate to the sources and con-
trol of funds?

How much control does the central administration exercise over
the activities and patient care revenue generated by the clinical
faculty? What are the mechanisms of control? Are substantial
amounts of practice revenue diverted to center wide functions?

What is the basic structure of the clinical faculty’s practice
plan(s)? How has this changed, if at all, over the past ten years
or so?

How is your research funding distributed across major sources of
support (NIH, private foundations, industry sources, self-funding
from clinical revenue, other)?

Has the amount or distribution of research support changed sig-
nificantly in recent years? Have you recently embarked upon any
major research initiatives (e.g., cooperative arrangements with
pharmaceutical firms)?

How separate is the funding of research training from that of
research?

Associate Dean for Student Affairs

What kinds of medical students do you seek to train {e.g., a mix
of primary care and specialty practitioners, a large proportion of
academic physicians and researchers, physicians who will practice
in the state)? Has this changed in recent years?

Does your applicant pool provide an excess or a shortage of such
medical students? Do you feel that you compete effectively for
the kinds of medical students you want? Has this changed in
recent years?

Have you recently changed or are you considering changes in the
size of the medical education program? If so, what motivated
these changes?

Have you recently made or are you currently making significant
changes in the medical education curriculum? If so, what is the
nature of the changes and what are the purposes?
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Are you satisfied with the facilities currently available for clinical
training of your medical students? Have you taken any actions to
change these facilities? Do you contemplate any such actions in
the future?

To what kinds of graduate medical education programs do your
medical students “match”? Are you generally satisfied with those
“matches”? Are your students satisfied?

Clinical Department Chairman

What are the main sources of power/influence used by the top
leadership of the Center (e.g., control of “hard money,” appoint-
ments of clinical chiefs of service)? Where leadership is shared,
who exercises what power, singularly or jointly?

How autonomous are departments? Does this vary across and/or
within basic science and clinical departments? What accounts for
this variance?

How much control does the central administration exercise over
the activities and patient care revenue generated by the clinical
faculty? What are the mechanisms of control? Are substantial
amounts of practice revenue diverted to center wide functions?

What strategies are being undertaken/contemplated to increase
the cost-effectiveness of medical practice (by faculty/medical
staff) in the hospital?

Describe any cooperative/joint ventures being undertaken by the
hospital and the medical school or its clinical faculty.

What is the basic structure of the clinical faculty’s practice
plan(s)? How has this changed, if at all, over the past ten years
or s0?

How are the tensions between the demands of clinical practice
and the demands of teaching and research managed by the
departments? By individual faculty?

What are the main sources of cooperation, competition, and con-
flict between the clinical faculty and the administration of
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the major teaching hospital(s)? Does this differ considerably
across the various teaching hospitals?

Are clinical faculty, as individuals or groups, actively involved in
innovative programs to expand/retain the patient base? For
example, are clinical faculty involved in HMOs, PPOs, or other
new delivery system variants?

Are “town-gown” difficulties a significant factor in your environ-
ment? How are they ameliorated?

‘What kinds of residents and fellows do you seek to train (e.g.,

what mix of specialists and generalists, what proportion of _
trainees for academic medicine and research)? Has this changed
in recent years?

Does your applicant pool provide sufficient humbers of candidates
suitable to these goals? Are you able to compete effectively for
those candidates?

Have you recently changed or are you considering changes in the
sizes or orientation (e.g., from training subspecialists to more gen-
eralists in internal medicine) of your graduate medical training
programs? If so, what factors motivate these changes?

Are clinical facilities currently available for residency and fellow-
ship training adequate? If any changes have been made or con-
sidered in clinical training facilities, what are the motivations for
change? Have there been or do you anticipate pressures for
reducing training positions or changing the types of positions?

To what kinds of positions do your trainees go upon completion
of their programs? Are these positions consistent with your
goals? Are the trainees satisfied with the positions? Have there
been changes in placement recently?

What kinds of formal or quasi-formal research training programs
do you have (e.g., MD/PhD, basic¢ science PhD, basic science and
clinical Post Doc offering, etc.)?

How separate is the funding of research training from that of
research?

Are your research training programs constrained by funding, sup-
ply of qualified candidates, by policyZ
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19.

20.

To what extent is research training folded into clinical fellowship
programs?

How successful have your research trainees been in obtaining
research positions?

Basic Science Department Chairman

What are the main sources of power/influence used by the top
leadership of the Center (e.g., control of “hard money,” appoint-
ments of clinical chiefs of service)}? Where leadership is shared,
who exercises what power, singularly or jointly?

How autonomous are departments? Does this vary across and/or
within basic science and clinical departments? What accounts for
this variance?

What kinds of formal or quasi-formal research training programs
do you have (e.g., MD/PhD, basic science PhD, basic science and
clinical Post Doc offering, etc.)?

How separate is the funding of research training from that of
research?

Are your research training programs constrained by funding, sup-
ply of qualified candidates, by policy?

How successful have your research trainees been in obtaining
research positions?

Chief Executive Officer of Major Teaching Hospital(s)

How would you characterize the governance structure of the
academic medical center? Specifically, is there a hierarchical
framework in which major education, research, and patient care
programs and institutions fit, or is their relationship largely
cooperative in nature? In the more common mixed case, which
relationships are hierarchical and which cooperative (e.g., basic
science vs. clinical departments, owned teaching hospital vs. oth-
ers)?
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Describe (in very general terms) the brganizational structure of
the hospital, its relationship to the medical school and the univer-
sity.

What role does this teaching hospital play in the local and/or
regional health care delivery system?

By our measures, the environment of this academic medical
center appears to be relatively hostile. In what respects do you
feel this description fits the environment for your hospital?

Why do you think this center was selected as one that is coping
well with adversity? Specifically, what factors do you regard as
key to this success in the patient care area? What factors could
upset this success?

What strategies are being pursued to maintain/expand the market
share of the hospital? How are you going about insuring that the
hospital’s product line (case mix) provides an adequate teaching
base while maximizing net revenue?

What is the nature of your competitive environment? What
strategies are you successfully employing vis a vis the competi-
tion?

What are the major (external/environmental) opportunities avail-
able to the hospital? What is being done to take advantage of
them?

Describe the nature of any alternative delivery and/or financing
arrangements being undertaken by the hospital.

What strategies are being undertaken/contemplated to increase
the cost-effectiveness of medical practice (by faculty/medical
staff) in the hospital?

What strategies are being pursued to minimize fixed costs? Vari-
able costs?

From the hospital’s perspective, what are the biggest assets of the
relationship to the medical school? What are the biggest liabili-
ties?

Describe any cooperative/joint ventures being undertaken by the
hospital and the medical school or its clinical faculty.

What mechanisms are in place to coordinate goal/strategy formu-
lation between the hospital and the medical school?
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15. What are the main sources of cooperation, competition, and con-
flict between the clinical faculty and the administration of the
major teaching hospital(s)? Does this differ considerably across
the various teaching hospitals?



Appendix C

SELECTED DATA ON SIX SAMPLE
ACADEMIC MEDICAL CENTERS

Table C.1
SAMPLE ACADEMIC MEDICAL CENTERS

Texas Louisville Minn. Rush Utah Wash. U.

Number of other medical

schools in state 6 1 1 6 0 3
Total number of enter-

ing first-year

medical students in

all schools in state

where located 1133 219 263 1078 100 475
Percentage of total

entering medical

class of state

accounted for by

sample school 18.27 56.62 84.79 11.13 100.00 25.26
Population of SMSA

where located

(thousands) 2975 906 2114 7104 936 2356
“Percentile Zone” of

state support for

medical education

plus endowment

income (per student)(-2,-1.0) (0,1.0) (0,1.0) (0,1.0) (0,1.0) (0,1.0)
Medicaid expenditures '

per individual below

poverty line 647 657 2315 1094 1 804
Percentage of empty

beds in SMSA 26 19 28 23 25 24
Percentage of empty

tertiary beds in SMSA 17 20 28 23 25 24
Population to physician

ratio in SMSA 663 515 493 486 534 549

SOURCES: Medical School Admissions Requirements 1986-1987 Asso-
ciation of American Medical Colleges, Washington, D.C.; self-report from
academic medical centers; and NIH impact file.
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Table C.2
SAMPLE MEDICAL SCHOOLS

Texas Louisville Minn  Rush Utah Wash U.

Auspices of
medical school public  public public private public private
Year founded 1883 1888 1837 1905 1899

Entering class size 207 124 223 120 100 120

Graduating class size
Acceptance percentage/

instate 10.24 25.33 31.85 8.64 28.95 7.69
Acceptance percentage/

outstate 2.34 2.36 2.65 0.85 11.39 1.89
National Institutes

of Health funded

research support
(FY 1983) (in

thousands) 27,185 97 29,017 4,952 14912 45,928
Approximate ranking

(NIH funded research

support) (FY 1984) 20 NA 19 NA NA 9

SOURCES: Medical School Admissions Requirements 1986-1987 Associa-
tion of American Medical Colleges, Washington, D.C.; self-report from
academic medical centers; and NIH impact file.



Table C.3

CERTIFIED MEDICAL SPECIALTIES IN WHICH
RESIDENCY TRAINING IS OFFERED

Abbreviation Specialty

AIM Allergy and Immunology
AM Aerospace Medicine
AN Anesthesiology

BBK Blood Banking

CHP Child Psychiatry

CRS Colon & Rectal Surgery
D Dermatology

DP Dermopathology

DR Diagnostic Radiology
EM Emergency Medicine
FOP Forensic Pathology
FP Family Practice

GPM General Prev. Medicine
GS General Surgery

IM Internal Medicine

N Neurology

NM Nuclear Medicine

NP Neuropathology

NR Diagnostic Radiology
NS Neurosurgery

0BG Obstetrics/Gynecology
oM Occupational Medicine
OPH Ophthalmology

ORS ' Orthopedic Surgery
OTO Otolaryngology

P Psychiatry

PD Pediatrics

PDA Pediatric Allergy

PDC Pediatric Cardiology
PDS Pediatric Surgery

PH Public Health

PM Physical Medicine and

Rehabilitation

PS Plastic Surgery

PTH Pathology

TR Therapeutic Radiology
TRS Transitional

TS Thoracic Surgery




Table C.4

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES:
THE UNIVERSITY OF LOUISVILLE HEALTH SCIENCES CENTER

Humana Hospital Kosair-Childrens Veterans Administration

University Hospital Medical Center
Ownership/control Investor-owned NG/non-profit Federal
Beds 404 543 363
QOccupancy rate 63.90% 76.90% 81.70%
Average length of stay 762 7.64 14.25
Total expense per
admission —_ $4283.59 $5657.80
Specialties in AIM, AN, D, OP, AN, NS, OBG, AN, D, FO, IM,
which residencies EM, FP, IM, NS, OPH, ORS, OTO, NS, N, OPH, ORS,
are offered N, OBG, OPH, PTH, PD PS, OTO, PTH, PS, P,
ORS, OTO, PTH, CHP, DR, GS, DR, TR, GS, TS,
PS, P, DR, TR, TS, U U
GS, TS, U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago,
1985; self-report from hospitals; and Directory of Residency Training Pro-
grams, American Medical Association, Chicago, 1984-85.

Table C.5

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES: THE
UNIVERSITY OF MINNESOTA HEALTH SCIENCES CENTER

University
Hennepin of Minnesota Veterans
County St. Paul-Ramsey Hospital and Administration
Medical Center Medical Center Clinics Medical Center
Ownership/control County Hospital District State Federal
Beds 394 . 345 721 711
Occupancy rate 71.90% 65.00% — 78.90%
Average length of stay 6.98 6.31 — 9.97
Total expense per
.admission $6876.84 $5577.54 — $4949.79
Specialties in AN, D, EM, FP, D, FP, IM, AIM, AN, CRS, D, CRS,D,DP,
which residencies IM, NS, N, OBG, N, OBG, OPH, DP,FP, IM, NS, NS, N, NM,
are offered OPH, ORS, OTO, ORS, OTO, N, NM, OBG, OPH, OPH, ORS,
PTH, PD, P, DR, PTH, PD,PM, ORS, OTO, PTH, OTO, PTH,
GS, TS, U, TRN OM, P, DR, PD, PDC, PM, P, BBK, PM,
GS, U CHP, DR, TR, P, DR, GS,

GS, TS, U, TRN TS, U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago, 1985; self-
report from hospitals; and Directory of Residency Training Programs, American Medical
Association, Chicago, 1984-85.



Table C.6

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES:
RUSH-PRESBYTERIAN-ST. LUKE’'S MEDICAL CENTER

Mount Sinai Rush-Presbyterian-
Hospital Medical St. Luke’s Medical
Center Center Christ Hospital
Ownership/control NG/non-profit NG/non-profit NG/non-profit
Beds 438 1205 873
Occupancy rate 59.80% 75.90% 71.40%
Average length
of atay 8.07 9.69 8.28
Total expense per
admission $5534.14 — $4480.82
Specialties in IM, N, OBG, PTH, AIM, AN, D, FP, EM,FP,IM, N,
which residencies P,DR, TR, GS, U IM, NS, N, NM, OBG, ORS, PTH,
are offered OBG, OPH, ORS, PD, GS
OTO, PTH, PD, PS,
P, DR, NR, TR,
GS, TS, U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago, 1985; self-
report from hospitals; and Directory of Residency Training Programs, American Medical
Association, Chicago, 1984-85.

Table C.7

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES:
UNIVERSITY OF TEXAS HEALTH SCIENCES CENTER AT DALLAS

Childrens’ Parkland Veterans
Baylor University Medical Center Memorial Administration
Medical Center of Dallas Hospital Medical Center
Qwnership/control NG/non-profit NG/non-profit Hospital District Federal
Beds 1147 158 835 679
Occupancy rate 73.10% 77.20% 79.20% 81.70%
Average length of stay 7.24 4.68 7.21 11.61
Total expense per
admission $3474.26 $3419.48 $3875.84 $4653.18
Specialties in AN, IM, CRS, AIM, AN, D, AIM, D, DP, FP, AN, D, IM,
which residencies OBG, ORS, PTH, FP, NS, N, IM, NS, N, NM, NS, N, OPH,
are offered BBK, PM, PS, PD, CHP, OBG, OPH, ORS, ORS, OTO,
P, DR, GS, U DR, TS, U OTO, PTH, PD, PM, PS, P,
TRN PM, PS, P, DR, DR, GS, TS,
NR, GS, TS, U U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago, 1985; self-report from
hospitals; and Directory of Residency Training Programs, American Medical Association, Chicago,
1984-85.



Tabie Cs8

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES:
UNIVERSITY OF UTAH HEALTH SCIENCES CENTER

University of Veterans
Primary Children Utah Medical Administration
LDS Hospital  Medical Center Center Medical Center
Ownership/control NG/non-profit  NG/non-profit State Federal
Beds 465 164 370 398
Occupancy rate 69.80% 77.00% 74.60% 74.40%
Average length of stay 5.62 8.56 8.35 9.88
Total expense per .
admission $4035.14 $6353.85 $5491.73 $5218.44
Specialties AN, IM, OBG, AN, NS, ORS, AN, FP, IM, NS, AN, IM, NS,
in which ORS, PTH, PD, PC, P, N, OBG, OPH, PD, N, OPH, ORS,
residencies BBK, PS, P, CHP,DR, TS OTO, PTH,ORS, OTO, PTH,
are offered TR, GS, TS, PDC, PM, PS, PS,P,DR,
TRN GPM, P, CHP, GS,TS,U
DR, TR, GS,
TS, U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago, 1985;
self-report from hospitals; and Directory of Residency Training Programs, American
Medical Association, Chicago, 1984-85.

Table C.9

HOSPITAL DATA SUMMARY OF PRIMARY TEACHING AFFILIATES:
THE WASHINGTON UNIVERSITY SCHOOL OF MEDICINE

Veterans
Barnes Jewish Childrens’ Administration
Hospital Hospital Hospital Medical Center
Ownership/control NG/non-profit NG/non-profit NG/non-profit Federal
Beds 1073 596 235 921
QOccupancy rate 78.80% 77.30% 61.80% 85.20%
Average length 8.71 9.14 6.78 15.81 of stay
Total expense per
admission $5164.09 $5741.10 $6865.80 $4775.30
Specialties AIM, AN, D, IM, AIM, CRS, AIM, N, ORS, AN, IM, NS,
in which NS, N, OBG, OPH, IM, OBG, PD, PDC, CHP, N, ORS, OTO,
residencies ORS, OTO, PTH, OTO, PTH, DR, TR, TDS, PTH, NP, PS,
are offered BBK, NP, PS, P, PM, P, DR, TS P, DR, GS,
DR, TR, GS, TS, TR, GS, TS TS, U
U

SOURCES: AHA Guide Issue, American Hospital Association, Chicago, 1985;
self-report from hospitals; and Directory of Residency_Training Programs, Ameri-
can Medical Association, Chicago, 1984-85.
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