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Carilion: A Corporate System of Managed Health Care
Annette L. Huston

(ABSTRACT)

In the late 20" century, the management of care came under the control of large
health care conglomerates, like the Carilion Health System in Roanoke, Virginia. This
study examines the evolution of Carilion from its beginning in 1988 to the present and
analyzes Carilion as a complex system by using analytical tools drawn from a variety of
STS scholars.

Carilion’s mission began with its hospitals. From 1954-1988, Carilion’s
predecessor, the Roanoke Hospital Association, developed a network for delivering care,
training programs and management to small community hospitals throughout southwest
Virginia. In 1988, the Roanoke Hospital Association was officially renamed the Carilion
Health System. In its initial phase, 1988-1992, Carilion expanded its hospital network
into as many communities as possible. The thesis of this work is that Carilion and
communities came together to see if they could build a corporation to manage care and, at
the same time, maintain local traditions of care.

From 1992-1996, Carilion transformed itself from a hospital organization to a
health care system and finally to a managed care system in order to compete with rival
Columbia/HCA. This transformation required the creation of a physician management
company and a health plans division. In 1995, Carilion’s administrators began a
reengineering program which redefined services and strategies for corporate growth. This
included construction of a state-of-the-art facility situated between two competing

Columbia/HCA hospitals in the New River Valley. In 1998-2000, Carilion engaged in a



massive advertising blitz to garner additional market share from Columbia/HCA.
Carilion’s marketing strategies show that health care has changed dramatically under a
business model, in spite of corporate America’s assurances that it would not.

This study gives voice to health care workers who describe exactly how their
experiences have changed since corporations, such as Carilion, began managing their
work. Drawing on interviews with Carilion physicians, hospital administrators, board
members and medical staffs, the day-to-day activities taking place within hospitals and
physician practices comes to life. The narrations describe how difficult it is for groups
working within Carilion’s facilities to carry out Carilion’s growth strategies while at the
same time maintaining communities’ traditions of care.

Since 1999, Carilion moved in three new directions: the creation of the Carilion
Biomedical Institute incorporating biotechnology and biomedicine; the institution of a
hospital partial-ownership program, which meant Carilion did not have to assume full
ownership and expenses of some facilities; and the installation of an electronic medical
records system in physician practices to manage patients’ data, physicians’ costs and
physicians’ productivity. These new directions illustrate how Carilion envisions a
different paradigm of care delivery.

While the study addresses how Carilion became a managed care organization, this
work represents foremost an analysis of system building in America today. Like most
corporate systems, Carilion exemplifies a mix of social, economic and technological
components that have been assembled to form a corporate entity. This work explains how
corporate systems come to manage traditions, values and resources within communities

and for communities.
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PREFACE

On September 26, 1997, | was in a car accident. Following the accident, I went to
a Carilion Health System (CHS) medical facility to be treated. Before the accident, in
order to fulfill requirements of the Science and Technology Studies (STS) program for
my Ph.D. at Virginia Tech, I had hoped to write a dissertation that examined family
practices in medicine in the state of Virginia in the late 18" century. As I rehabilitated
from my injuries and resumed my research, I proceeded to visit various towns and
communities in Virginia, piecing together a medical story. But when I would update my
committee chairperson, Ann La Berge, about my research, we talked mostly about my
injuries and my visits to Carilion facilities. During one of our meetings, we decided that
the dissertation I needed to write was that of managed care through the experiences of
Carilion. I learned from writing this dissertation that we are all always motivated by our
personal experiences, but I never realized I’d have to experience so much pain, as it is
often said, to receive gain (in my case a dissertation topic).

My personal experiences cannot be removed from this account. Instead, they
become as much a part of the story I tell as the history of Carilion itself. I would like to
share a few of the more interesting experiences I had while conducting my research and
interviews for this project. For this study, I relied mostly on interviews with southwest
Virginia health care personnel such as nurses, physicians, administrators, hospital board
members, hospital medical staffs and community professionals. Each interview provided
a unique contribution to this study. The actual locations and times of the interviews
themselves proved informative in learning how health care professionals manage care

daily.
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I recall that each of my physician interviews seemed like a doctor-patient
encounter, but the difference being that I was waiting for the physician in a new place-
his back office. A doctor’s back office is an entirely different world than the patient
examination rooms which typically define the physician-patient encounter. In physicians’
back offices, I found stacks and stacks of books, journals, mail, prescription drug
companies’ literature, family photographs, framed diplomas, assorted items that must
have been gifts, such as tacky tissue box covers, logo-inscribed cups, pens, and other
items advertising names of drugs like Claritin, Vioxx, and Viagra. Back offices represent
a completely different side to a physician’s world. It is there the physician is removed
from the sterile, clean, organized and quiet patient examination rooms. I learned that the
two environments together represent physicians’ work places.

Doctors’ offices do not have thick walls. I overheard a great deal by sitting in
doctors’ back offices waiting for interviews. I won’t divulge any patient information I
heard, but I will say that doctors work very hard with their patients in the short amount of
time that they spend with each one to uncover the root of their illnesses and to provide
treatments. While I sat in doctors’ back offices waiting for interviews, my opinion of
doctor-patient encounters slowly changed. As I listened to doctors open examination
room doors and greet patients, I heard concern and friendliness for each patient. The 15-
minute standard doctor-patient encounter seemed more in-depth and sincere than I had
remembered experiencing as a patient. | surmised that the duration of the encounter
differs for the sick patient and the observer-researcher. After the doctor exited a patient

room, I heard the hurried movements of other office workers as the doctor instructed



them of the patient’s needs. Then, the doctor knocked on another closed patient
examination room door to start the cycle all over again.

I remember one physician that I interviewed, struggling to eat lunch and talk with
me while, at the same time receiving updates from his staff about why there was no
electricity in his patient examination rooms. As he would eat and speak to me earnestly
about HMOs and patient loads, his office door constantly opened with staff parading
through to use operational electrical outlets to process tests, develop film, and plug in
equipment. The physician’s lunch was never finished, and our interview had to be
shortened because of the office mayhem. The role of the physician had assumed added
responsibilities: the physician had become the building maintenance supervisor.

I remember another interview in which I talked to two physicians at the same
time. In the middle of the interview, a staff worker suddenly opened their office door and
announced, “We are going to have this baby here today!” I recall thinking how exciting
it was for me to be in that office at exactly the moment a baby was going to be delivered.
The two physicians accepted the news and calmly continued the interview. We received
updates on the expecting mother periodically. The doctors remained unmoved by each
additional announcement, but I, on the other hand, became more and more concerned for
the mother and baby. As the office nurse informed the doctors that the mother’s dilation
had increased and labor pains were coming closer together, no longer was the idea of a
baby being delivered during the interview an exciting experience for me. Instead, the
interview itself became “labor” for me to finish, so that the doctors could hurry and
deliver the baby. I kept saying to the doctors if you need to go, I understand. But they

said no; everything is fine. I tried to convince myself that there was no rush if the doctors
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were so calm, but I was not convinced. I grew more and more restless. I guess it had
something to do with my maternal instincts!

I also recall with trepidation my interview with one hospital administrator. I
waited for almost an hour in his secretary’s reception area for the administrator to return
from a corporate meeting. The secretary cordially invited me to sit and even attempted to
find care for me, because I had a mild case of laryngitis. I declined her offer for care, but
accepted the chair. Suddenly, my wait, which I was growing accustomed to at each
facility, and secretly hoping for, because it gave me time to closely observe people,
procedures and surroundings, proved to be advantageous to my research.

As I waited, a very sweaty, agitated man burst through the door and exclaimed,
“It is too hot to operate in the operating room.” He expressed concern that patients might
be harmed from the excessive heat because of a broken down air-conditioning system.
The secretary informed the worker (I found out later that he was an operating room
nurse) that the air-conditioning unit would be fixed shortly. Meanwhile amidst all the
confusion, other people began wandering in the office and started organizing a staff
meeting. The office was quite small. I estimate that it was 12x18 and was filled with two
large desks, bookcases and a conference table. Somehow ten to twelve people along with
the secretary and me, managed to squeeze in the space.

Quickly chairs were rearranged to accommodate the staff meeting. Information
continued to flow into the office from the OR nurse about the escalating heat in the OR. I
became concerned for the patients in the operating room. I wondered if the OR was safe
for patients. I attempted to remain calm like the secretary, but sensed she was doing a

much better job. Finally, at some point during my wait, the OR nurse returned and
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announced that OR surgeries were being canceled until the air-conditioning was working
properly. When the hospital administrator returned from his previous meeting with
corporate bosses, his secretary hurriedly informed him of his next required staff meeting,
which was already in progress in the cramped office. His secretary also informed him that
the OR had been shut down due to a broken air-conditioner unit. I might add that she
looked relieved to pass this burdensome news on to him. Then, she looked at me and told
the administrator that I was the young lady who had an appointment to interview him
about his experiences with Carilion.

The administrator calmly and sincerely apologized to me for having to wait. He
said, “I have a few things to get straight first, and then we will go to lunch.” I thought to
myself “a few things to clean up? Lunch?” I determined that it would probably take him
hours to handle the OR situation and as for lunch, I wasn’t too hungry thinking of the
patients in the hot OR uncomfortably awaiting surgery. Not much time passed, however,
until I found myself walking down a hospital corridor with the hospital administrator
under a leaking roof (another problem the hospital administrator mentioned that he
needed to fix). We somehow managed to converse about lunch selections and ourselves
as we walked through the hospital cafeteria line. Lunch consisted of the hospital
administrator eating and talking, and me listening. When you only have one hour for your
work with an important person, you aren’t so concerned about eating hospital chicken
salad.

I remember so many persons interviewed and their kindness of inviting me to
their homes, to lunch, and other events. I met some interviewees’ family members and

began to feel like this was not just a history of CHS, but, instead a story weaving together
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people’s lives, work and concerns. I recall sitting in a recovery room with a nurse in the
small, rural Bedford Hospital and learning how to operate some of the equipment. I was
allowed by Carilion Health Care’s medical director to see Carilion’s Electronic Medical
Record System in action. I took tours of countless doctors’ offices and hospitals. I
remember most of all the courage and ability these various health care providers and
administrators displayed in any and all situations I was able to witness.

I see now that as my network of interviews grew, I learned how connected these
people were to one another. Each interview led me to other interviews or to missing
pieces of my health care puzzle. Soon, I realized that through my network of interviews I
was weaving together a story of the Carilion Health System. The network of interviewed
participants’ experiences became my version of the network of the CHS. My interviews
represent the most important part of my CHS story.

For the most part, my position vis-a-vis Carilion is a favorable one. From the
1980s to the present, I contend that CHS, as a managed care organization, has done a
satisfactory job delivering care to southwest Virginia in a volatile market. Throughout its
history, Carilion has experienced difficulties implementing some of its outreach programs
and in expanding its not-for-profit hospital facilities. Consumers question why the money
used for hospital expansions and new community programs cannot be used to lower
health care costs. Carilion administrators argue the expansions and new programs are
essential to keep Carilion at the forefront of medical care. I believe even if consumers are
not completely content with Carilion’s choices for additional care services, Carilion
should be recognized for their efforts to maintain communities’ traditions of care based

on not-for-profit hospital resources and outreach programs. Carilion has continually
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reinvested all its profits (excess revenue) back into community care delivery, instead of
becoming a for-profit managed care system like Columbia/HCA. Carilion’s corporate
mission is to serve the needs of the communities it is in, and I surmise Carilion is
fulfilling its mission appropriately.

The story that I tell here of CHS is only one of many possible stories that I could
have written. While the people that I interviewed (physicians, board members,
administrators, nurses, and corporate executives) represent important links in the Carilion
system, they are not the only participants in the system. My story does not include other
actors who work, use and are influenced by the CHS. Some of the actors I did not
interview include consumers, Carilion physician-practice office staff workers and state
and/or federal oversight boards who monitor health care systems like CHS. These groups
greatly influence or are affected by CHS. This work does not include these groups due to
constraints of time to interview personnel and length of this project. I hope to eventually
include interviews from these other groups in subsequent works about CHS and health
care in southwest Virginia. Last, I believe my story of CHS could form part of a larger
comparative study if I could research more fully the history of how Colombia/HCA has
managed care in southwest Virginia since the middle 1990s. In the future, I hope to
provide an account that integrates Colombia/HCA history of care in southwest Virginia

with this history of Carilion.
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Introduction
Corporations Managing Care

As early as the 1970s the forces beginning to fragment the medical industry,
which prompted the corporate acquisition of America’s medical care in the late twentieth
century, were visible. The passage of Medicare and Medicaid in 1965 transformed
America’s sovereign medical care into an industry controlled by huge corporate health
care conglomerates. Medicare and Medicaid provided a source of public financing which
made health care lucrative to providers and attractive to business investors. Providers and
investors, in turn, found themselves coming together to form unheard-of health care
corporations by the late 1970s. Nursing homes and hospitals, typically small proprietary-
owned facilities were the first corporate takeovers (Starkweather, 1981).

The movement in the 1970s by consumers and the American government to
curtail medical costs and regulate hospitals provided impetus for corporate takeover of
America’s medical care. Mergers, acquisitions, and diversifications within the for-profit
and not-for-profit medical care industry became daily headlines during much of the
1980s. Efforts to contain skyrocketing costs of health care prompted the industry to find
more efficient business-like management systems (Bard, 1994). The introduction of
management systems in the health care industry meant the barriers long separating health
care from corporate control were removed (Wilkerson, Devers and Given, 1997).

Today, America’s medical care landscape comprises a populous agglomeration of
health care corporations, networks, organizations and systems, which have been shaped
by history, traditions, and culture as well as by economic and political choices. America’s

health care systems in 2001 are large, complex organizations consisting of any or all of



the following: hospitals, administrators, physicians, patients, clinics, medicine, managed
care groups, insurance, stock, for-profit and not-for-profit companies, trustees, board of
directors, anti-trust lawsuits, athletic clubs, nursing homes, day care centers, science,
billboards, residential housing, libraries, technology, biomedical institutes and the list
goes on and on. Given the wide range of health care components in today’s society, few
can escape having their lives touched by a health care system.

This work will show how physicians, hospitals, and many other groups came
together to form new types of health care delivery from the 1980s to the end of the
twentieth century. The work focuses on one health care system — the Carilion Health
System (CHS) based in Roanoke, Virginia. Since the 1980s, CHS has evolved into a
regional health care delivery organization consisting of local community networks of care
that provide medical facilities, physicians, technology, insurance, HMOs and medical
information to southwest Virginia communities. The CHS controls 11 hospitals, 60
physicians’ practices, an insurance company, a biomedical institute, numerous medical
related subsidiaries and other non-medical interests. CHS has been characterized as a
“hubs-and-spokes” system. The “spokes” or the local Carilion networks comprised of
physicians and small community hospitals connect to the “hubs” of the system, Carilion’s
larger hospital facilities, such as its Roanoke Memorial Hospital and the Carilion New
River Valley Medical Center (CNRVMC). The local Carilion networks of physician
practices and hospitals bind together the Virginia communities they service medically,
but also define these communities’ identities in several other ways.

This study shows that the hospitals and physicians’ practices in the Carilion

System are among the most complex institutions in the communities in which they are



located. The hospitals, the doctors and the communities serve and are served by one
another. Carilion hospitals and physicians touch southwest Virginia communities in three
essential ways: 1) by granting access to medical services, knowledge, information,
technology, science and care, 2) by providing employment, training and teaching, and 3)
by serving as benchmarks of a community’s economic growth, medical awareness, and
health. This work explores how these activities are performed in the Carilion system and
how relationships are formed among Carilion’s hospitals, physicians and others to
accomplish both the health care system’s goals and the communities’ goals.

By looking at CHS, this study unpacks one intricate corporate system of managed
care so readers can better understand what is at stake both for health care providers
(physicians) and communities. The thesis of this work is that CHS exemplifies a unique
health care organization that built itself into a corporate health care system out of local
practices and beliefs about what a managed care system should be. The research suggests
that Carilion arose in response to the proposed takeover of medical care in southwest
Virginia by Colombia/HCA in the 1980s and that Carilion organizers wanted to see if
they could design a new model, better adapted to local conditions and beliefs about
medical care delivery.

Carilion represents a system based on corporate organization and consumer
economics, along with health care. Managed care networks like Carilion represent the
Wal-Marts of health care. These organized delivery systems merchandise all sorts of
medical products (technologies, knowledge, persons, and services) via a network of local,
regional and/or national configurations. This sounds convenient for both users and system

employees, but often it is not. Carilion reconceptualizes patient-physician-hospital



configurations into webs of intricate services, users and providers. To understand a
system like Carilion is difficult for users- and they are not alone. To work in corporate
health care systems is just as difficult. In 1998, nearly 70% of 6,000 physicians working
in managed care systems characterized themselves as against such systems
(Bodenheimer, 1999a). Unraveling the complexities of managed care from system
workers’ perspectives, such as physicians; is one of the goals of this project.

Another goal of this project is to demarcate the pathways by which Carilion’s
system users and workers navigate. Managed care systems are omnipresent, omnipotent,
and often, just when one thinks the entire system is discernible, systems like Carilion
have a different, unrecognizable guise. Whether Carilion is benevolent in its delivery of
“appropriate care” to system users depends on a multiplicity of factors, none of which is
more important than system navigability. System navigability refers to a system user,
worker (human and non-human), or system builder’s ability to pass through a health care
system’s organizations or channels.

System navigation is a term that I, as well as some CHS personnel, found helpful
to describe users, workers or builders of health care systems like the CHS, as they
attempt to conduct their business within systems’ various components. System workers
refer both to human system employees like physicians, nurses, janitors, dieticians and
others, as well as, non-human workers such as MRI machines, heart monitors, electronic
medical records and others. System navigation is at the heart of what truly defines how
systems (their workers, organizations and practices) stabilize and take the shapes or
forms they do. Determination of system navigation allows researchers like me and other

groups in systems (users, workers and builders) one method to ascertain how a system is



functioning, its level of sophistication and its ability to be mapped.' This work provides
organizational maps of CHS to better understand navigation through some of its facilities.

An example of the problems associated with system navigation can be seen with
Carilion physicians. Physicians navigate Carilion as both system users and system
builders. Doctors use the system to lure patients in, yet they enlarge the system by
acquiring more system users. A physician’s navigation through Carilion depends on the
various roles she plays. Gatekeeper and double agent are two of the possible roles
assumed. A gatekeeper is a physician who approves all care other than primary care and
emergency services that a patient receives. A double agent is a physician who provides
care and is paid by a patient, while at the same time is paid to hold costs to a minimum
for third-party payers (Angell, 1993).

Technology is one of the main actants in Carilion’s health care system that
promotes certain navigation pathways and Carilion relationships. According to Bruno
Latour, actants can be people or objects that “speak” or represent the history or creation
of specific events or objects (Latour, 1987). Medical technologies can be situated to
represent two important niches in health care systems: patient usage and system-building
use (Blume, 1992). An example illustrates this two-pronged meaning for one medical
technology. On one level a magnetic resonance imaging scanner (MRI) views a patient’s
body with all the ensuing ramifications of a Foucaultian “technological gaze.”
“Technological gaze” refers to the ability of a technology such as an MRI scanner to
visualize medical knowledge, information, and bodies in ways beyond a normal, human
glance or visualization (Foucault, 1975). At the system building level, an MRI machine

serves as an attractor of Carilion’s various components, magnetizing or drawing them



together. The machines travel from one Carilion facility to another linking physicians,
machines, technicians and patients to each other. The connection between technology and
health care systems is so strong and manipulative that it is essential for understanding the
overall American medical system.

I believe this examination of how CHS was able to build a corporate managed
care system provides a “way in” to grasping the complexities of America’s national
health care problem. Health care is one of the most complex issues in American society
because it is not amenable to easy solutions. More than seven years have elapsed since
the ambitious efforts of the Clinton administration to reform the health care system failed.
Since then, employers, government, physicians and hospitals have focused on private
managed care systems, like CHS, as the preferred vehicle for cost containment and the
delivery of medical care. Competition among these systems continues unabated among
communities and consumers. If one adds to this the myriad of government regulatory
restrictions, insurance problems, and the quality, cost, and access to medical care, the
future of these health care delivery systems seems troubled (Meltzer, 1997). This study
seeks to contribute to society’s understanding of how health care concerns, questions and
responses are visualized in health care systems.

According to Houston Bell, Carilion’s senior vice president of its Western
Division, recent developments have changed the context of medical care so much that no
one — not physicians, hospital managers, patients, or insurers — is content with the
relationships that are evolving. Comfortable new patterns of behavior have not yet

developed and constructive new relationships between hospitals, doctors and managers



have not yet emerged in most health care organizations. Health care systems such as

Carilion are functioning, but remain difficult to navigate (Bell, 2000).

Dissertation Objectives

This work addresses questions pertaining to three categories: 1) the organization
of the Carilion corporate system, 2) Carilion employees, and 3) system building in
America. Questions concerning the organization of Carilion’s corporate system include:
How does a managed care system, such as Carilion, arise? What are the various
components that comprise CHS and how are they ranked within the system? How is
authority organized within the system? How does the system expand? Is Carilion like
other managed care systems? How does Carilion fit into larger American medical care
systems of managed care (such as government managed care plans and national HMOs)?

Questions pertaining to Carilion employees include: Who are the personnel and
staff that manage Carilion? What are the roles of Carilion physicians, hospital
administrators, board members and hospital medical staffs? What are the relationships of
Carilion’s physicians to their patients and to the system? What are the relationships of
Carilion’s hospital board members to their individual hospitals, communities and the
Carilion system? What are the relationships of hospital administrators to their individual
hospitals and to the Carilion system? What are the relationships of Carilion hospital
medical staffs to their patients, hospitals and the Carilion system?

Lastly, questions concerning system building in America include: How are
managed care systems, such as CHS, similar to other corporately-integrated delivery

systems, like Wal-Mart or McDonalds? How do corporate systems use history to market



their products? Can corporate medicine, communities and consumers be defined in a
meaningful way within health care systems?

By addressing these questions, this work contributes to the field of Science and
Technology Studies (STS) by offering an understanding of how large, corporate
organizations build systems and manage health care, communities and consumers. This
study of Carilion exemplifies the relationships between science, technology and society
in important ways. The greatest impact is how Carilion safeguards health and promises
wellness. These functions are crucial to the health of individual lives and communities.
Technology and science are two essential means by which communities and health care
systems attempt to achieve these goals. Carilion, however it may be defined, is a medical,
technologic system that shapes and, in turn, is shaped by the communities it serves. Often
systems, especially medical ones, are taken for granted and assumed to be good
community resources. In other words, a person is happy to know a physician’s practice is
down the street if she has the flu, or one is grateful when a family member suffers a heart
attack to have cardiac care at nearby hospitals. Yet, once immediate tragedy or illness is
averted, or once one finds she has to deal with medical technological systems on a daily
or weekly basis — a consumer (patient) starts to ask questions. Who does this system
really help? Will the system allow me to get better? How can I make the system workers
respond to what [ want? How do I move through the system? The list of questions is
endless. And more importantly one starts to realize, if a system user has these questions,
what sorts of questions and concerns do system workers have? For example, one ponders
what queries the physicians, the hospitals’ staffs, the institutional managers and others

ask.



This study examines entrepreneurs (physicians), hospital board members, hospital
medical staffs, hospital administrators, corporate executives, institutions, and
communities. I chose these groups because they play important roles in large
technological systems like CHS. Ironically in the past, most works in the history of
medicine were written by and for physicians (Rosenberg, 1992). This study, on the other
hand, provides a “way in” to understanding all these various groups, not just physicians,
and a means to understand the dialogues, translations and associations they have with one
another. The significance of this study for STS is that it explains the movement that has
been underway since the late 1960s to revolutionize health care in America. The study of
Carilion is an excellent starting point for an examination of managed care systems
because Carilion represents a viable medical network, shaping Virginian communities
together in ways both traditionally accepted by southwest Virginia communities as well
as in ways dramatically different from past community medical bonds. How Carilion’s
continuation of past visions of medical care and its future visions of care play out in

southwest Virginia are distinguished in each of the goals of this project.

Goals and Plan of the Project

The work is divided into six chapters to examine the medical transformations in
health care that made managed care systems such as Carilion possible. The work includes
a description of the formation of the social and medical structures that were a prerequisite
for the use of managed care organizations and portrays the tensions created within the
medical community between competitive health care systems like Columbia/HCA and

Carilion. The extent to which Carilion has succeeded as both a health care and a managed



care system in southwest Virginia communities emerges as a highly contested topic in
each of these chapters.

Chapter One, “How America’s Care Came To Be Managed,” provides an
overview of managed care. The chapter explains how employers, insurance companies,
government, medical care providers, and citizens came together in interesting ways to
organize health care delivery in the United States in the later half of the 20" century.
America’s managed care system is dramatically different from medical systems in the
rest of the world. It offers some government sponsored programs like Medicare and
Medicaid, but, at the same time, involves capitalistic competition among employers and
insurance companies to contract for health care and to establish large health care systems.
The United States’ managed care systems represent a hybrid health care delivery system
that falls somewhere between free open market health care available for a price and
socialized medicine available to all citizens (Wong, 1998). Chapter One sets the stage for
the rise of large health care systems, like CHS, that could oversee the managed care
business. The theme of the chapter is that corporate systems, which took over the
management of America’s health care delivery, are using a new set of economics, values
and even medical treatments than traditional fee-for-service care provided.

Chapter Two, “‘Carilion’s Mission Began With Its Hospitals:” 1988-1992”
outlines how the CHS became the largest regional hospital system in southwest Virginia.
The chapter begins with a discussion of the Roanoke Memorial Hospital and its charter
association, the Roanoke Hospital Association (Carilion’s former name). The chapter
examines how Carilion grew out of the mission Roanoke Memorial Hospital and the

Roanoke Hospital Association had to become a medical, teaching and consulting center
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for southwest Virginia hospital facilities, consumers and communities. The chapter
describes why the Roanoke Hospital Association felt it needed to change its name to
Carilion. Then the chapter examines Carilion’s battle with the U.S. Justice Department to
merge its Roanoke Memorial Hospital with another facility. The verdict of the court case
is significant because it allowed Carilion and other American health care organizations to
expand their hospital holdings.

Chapter Two also provides an analysis of two Carilion hospital facilities — the
Franklin Memorial Hospital (FMH) and the Radford Community Hospital (RCH). These
two hospitals were selected because they represent how Carilion’s small community
hospitals affiliated with Carilion in the late 1980s through 1990s. FMH is a small facility
in a rural Virginia community about 30 minutes away from Carilion’s Roanoke Memorial
Hospital. Radford Community Hospital (now the CNRVMC) is about one hour from
Carilion’s Roanoke Memorial Hospital. In the 1990s, hospitals like RCH and FMH
became “spokes” or satellite facilities dependent on Carilion’s “hub,” the Roanoke
Memorial Hospital, for more sophisticated care services.

An examination of the FMH and the RCH provides an insightful look at how care,
communities and consumers came together in Carilion’s hospital system. In the last
section of the chapter, I analyze how Carilion attempted to regionalize its hospital
services in the 1990s to make its “hub-and-spokes” system more cost effective. The
theme of the chapter is that Carilion transformed itself from one hospital into a hospital
system based on networking together corporate growth, communities and health care.

Chapter Three, “Transforming Carilion From a Hospital System to a Managed

Care System: 1992-1996,” analyzes how Carilion negotiated the movement from being a
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hospital system to being a corporate managed care system. First, the chapter describes
how Carilion needed two additional components to make it a health care delivery system.
A health care delivery system is defined as a system which provides a range of health-
related services including insurance, primary care, acute care, home health and other care
needs. A health care system is distinguished from a hospital system because the services
provided in a health care system are not always performed in a hospital setting. This
chapter shows that the two additional components Carilion needed to make it a health
care system were a network of physicians to feed patients into the system and a health
plans division to secure patients to the system. The chapter provides a detailed
description of how Carilion formed its Carilion Health Care Corporation (CHC), a
physician management company to network southwest Virginia physicians. Next, the
chapter offers an account of the Carilion Health Plans (CHP), Carilion’s insurance
subsidiary, which allowed Carilion to become a managed care system. Carilion had to
provide an HMO to become a managed care organization. The theme of this chapter is
that Carilion built a managed care system based on traditions of care utilized in its
hospital system to get doctors to join its CHC and to sell the system’s products (care
services) via CHP’s HMOs to consumers.

Chapter Four, “Corporate Strategies for Managed Care” examines three
transformations Carilion underwent from 1995-2000 to compete with Columbia/HCA.
The first section analyzes Carilion’s 1995 corporate Reengineering Program that
reorganized its operations including physicians’ practices, hospitals, and health plans into
a corporate service-line approach. The second section describes Carilion’s construction of

a managed care medical center to replace its aging Radford Community Hospital and to
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compete against Columbia/HCA in the New River Valley. The last section of the chapter
chronicles Carilion’s advertising campaign (1998-2000) to gain market share over
Columbia/HCA’s competitive threat. While Carilion’s attempts to compete against
Columbia/HCA were not always successful, they are meaningful in what they tell us
about how corporate systems devise growth strategies involving communities and health
care delivery in America today.

In Chapter Five, “Narrations of Managed Care,” Carilion physicians, hospital
board members, administrators, and hospital medical staffs share their experiences about
Carilion’s corporate system building and its management of care. In the first section,
Carilion primary care physicians describe how their practices were organized before and
after joining Carilion’s CHC. The second section allows hospital personnel — board
members, administrators and medical staffs — to speak about how their work has been
transformed since Carilion assumed ownership of their hospital facilities. Together, the
groups’ descriptions bring to life the day-to-day activities occurring within Carilion’s
hospitals and physician practices. The theme of the chapter is to listen to the voices of
Carilion employees as they describe their work experiences. From their narrations, we
learn that for groups working within Carilion’s facilities, carrying out Carilion’s growth
strategies and maintaining communities’ traditions of care simultaneously, are sometimes
competing agendas.

Chapter Six, “New Directions,” explores three new ways that Carilion has
undertaken to manage care since 2000. The three new directions are each unique, but they
emphasize a common theme Carilion is promoting — a new paradigm of care based on a

preventive model instead of a traditional acute care model. The chapter explains that
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Carilion administrators contend preventive-type care can be more cost effective for CHS
system operations as a whole. I show in the chapter that Carilion management also
believes preventive care promotes greater community goodwill, because patients are
cared for throughout their lives not just for episodic acute illnesses. Section One
examines Carilion’s hospital partial-ownership strategy which represents how Carilion
has undertaken to manage care from a preventive-type model in hospitals. Under
Carilion’s hospital partial-ownership program, Carilion becomes one owner, not the only
proprietor of a hospital facility. Carilion’s partial-ownership strategy reduces
significantly Carilion’s risk of assuming acute care services, while, at the same time,
provides Carilion facilities to perform preventive-type services. In the second section, I
analyze another direction Carilion is going in to change to a preventive-type model. This
new direction takes place in Carilion’s physicians’ practices.

From January 2000 through July 2001, Carilion installed in each of its physician
practice sites its Electronic Medical Records System (EMRS). Carilion’s EMRS, the
largest in the United States, allows its physicians to manage patients’ care, but, at the
same time, gives CHS a means to manage doctors’ productivity and compliance to
procedures. The EMRS supervises Carilion physicians’ management of preventive
medicine. If a Carilion patient needs diabetic preventive management and a Carilion
physician fails to alert the patient when a certain procedure needs to be done, the EMRS
informs the doctor when and what preventive-type treatments need to be done and
informs CHS of the physician’s compliance or noncompliance to the procedures.

Carilion’s EMRS represents a new decision-maker in the doctor-patient encounter.
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In the third section, the creation of the Carilion Biomedical Institute (CBI) is
examined. The CBI denotes managing care from an entirely new perspective relying on
genetic research, biomedicine and biotechnology. Carilion believes its CBI may represent
the bridge to span acute and preventive models of care. Carilion hopes biomedicine and
biotechnology will generate solutions to keep patients well before they become acutely
ill. The theme of this chapter is that Carilion in its past relied on community traditions of
care to enlarge its system, but now Carilion appears to be moving in new directions with
a new model of care that redefine communities’ places to receive care and visions of care.

These chapters combined provide an account of one of America’s most
recognized health care systems — the Carilion Health System. In January 2000, Modern
Healthcare named Carilion Health System one of the top 100 health care systems in the
United States. Carilion Health System ranked 54", ahead of prestigious groups like the
Mayo Clinic in Minnesota and the Baylor Health Care System in Texas (Holton,
2/15/00). The story of Carilion’s success could have been otherwise, however. At each
important juncture, community groups, the CHS, the federal government, the health
insurance industry, medical technology or consumers could have set a different agenda
which, in turn, would have fostered a different value and placement of health care for
communities, corporations and consumers. This work unpacks what did come to pass at
some critical points in the history of the CHS. The story is by no means complete. This
project represents a work itself in progress because the CHS changes daily.

As of the first writing of this text, the Carilion Health System and the Roanoke
City government are engaged in a fierce battle to buy property to situate Carilion’s

proposed Riverside Biomedical Park in downtown Roanoke (Jackson, 9/7/01). The
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Carilion Electronic Medical Records System, although installed in all Carilion physician
practices, continues to create stress within Carilion’s physician practices (Bumgardner,
personal communication, 2001). These are only two of the on-going situations changing
the Carilion face of health care. The outcome of these events is difficult to predict, but
one thing is certain — health care systems like the CHS, assert control and manage care in
ways which have a major impact on practitioners and communities. Communities are
defined in many ways by their associations with health care systems today; this is
especially true for CHS. In 2001, CHS is the largest employer in the Roanoke Valley.
This work analyzing the CHS shows how health care systems are managing care,
consumers and communities.

The study of managed care and of health care systems is complicated.
Relationships within the managed care environment vary considerably as measured by a
number of criteria. Analysis is made difficult by the fact that there are no solid case
studies and no systemic analyses. Managed care is a young, volatile industry. Statistical
data on managed care are incomplete. The lack of data lends a certain irony to the project,
since managed care itself attempts to use physicians’ data and third-party payers’
numbers to manipulate consumers, providers, and sellers.

Managed care terminology poses problems, as well. Many terms used to describe
the doctor-patient relationship have changed with the coming of managed care. For
example, the doctor is most often viewed as the provider, caregiver, or case manager. A
patient is a user of a system, consumer, or plan holder. Hospitals are outpatient surgery
centers, plants, or utilization centers. A doctor-patient visit is now an encounter, a

production unit, or a case.
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Health care systems and managed care systems themselves are not easily
distinguished from one another. A health care system may not necessarily be a managed
care system, but a managed care system can generally be described as both a health care
system and a managed care system. According to Carilion’s vice president of its Western
Division, Houston Bell, a health care system denotes a corporate organization or network
of hospitals and/or physician practices and/or other medically-related services to provide
a continuum of care. “Continuum of care” refers to preventive health-related screenings,
acute care treatments, home health programs and hospice services necessary throughout a
consumer’s life span (Bell, 2000). Health care systems depend upon third-party
reimbursement plans (which include managed care plans like HMOs or other insurance
payments) to pay for its organization’s services. Don Lorton, Carilion’s senior vice
president for Strategic Services, claims that a managed care system comprises all the
components of a health care system and one other important component — its own health
maintenance organization (HMO) (Lorton, 2000). Tom Robertson, former CEO of
Carilion, explains that a system’s ability to market its own HMO means more control,
more ability to manage care within the system itself by system users (patients), system
workers (physicians) and other medical staff, and by system facilities (physician practices
and hospitals) (Robertson, 2000). Appendix One provides a glossary of terms used in this
project to identify managed care concepts, organizations and abbreviations.

Most heads of managed care systems prefer to call them health care systems. The
term “managed care” has numerous negative connotations, such as fear of capitation for
physicians, gatekeeping for consumers, and minimal reimbursement for hospitals, notes

Archie Cromer, a Carilion board member (Cromer, 2000). Overall, Lester Lamb, a CHS
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and CNRVMC board member, states that most managed care system users and workers
dislike the business emphasis of the word “managing” care. The term “health care
system,” on the other hand, brings to one’s mind the idea of a “healthy” consumer and of
a system that cares for its users (Lamb, 2000). Most systems like Carilion prefer to be
called health care systems, claims Cromer (Cromer, 2000). In this work, the two terms —
managed care system and health care system — are both used to describe the CHS,
depending on the subject discussed and how the terms were used most often by the
Carilion personnel interviewed.

Another problem associated with research on managed care is that distinctions are
difficult to make between current types of organizations under managed care. Since
managed care’s inception, organizational forms have had to adjust, and many distinctions
between various types of organizations have broken down. For example, the distinctions
between Independent Practice Associations, physician networks, and group model HMOs
no longer exist. As Walter Zelman, a health care analyst, points out in The Changing

Health Care Marketplace:

Consider, for example, the case of a large medical group, dispersed over a
number of sites, using a combination of member physicians and
independent physicians with whom it has contracts to service a full-risk [a
delivery system assuming responsibility for all of the health care services
to be delivered] managed care contract. Is it a medical group? An
Independent Practice Association? And what type of HMO do we call the
organization that may be contracting with it and other similar groups to
provide care? (Cited in Zelman, 1995, p. 74)

Analysis is hindered further by confusion over the concepts of consolidation and
integration in the health care industry. Some researchers acknowledge that all attempts to
unite related health care organizations are integrations. Others contend integration refers

specifically to the efforts used within an organization to increase coordination of services.
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Robertson explains that integration in this sense denotes making parts of the whole work
better (Robertson, 2000). In this work I used the term consolidation to refer to a health
care system’s attempt to unite various businesses within the medical industry into one
system, such as hospice services, home health services, nursing homes, HMOs, etc.
According to Robertson, consolidation makes Carilion a health care system (Robertson,
2000). Integration, on the other hand, refers to a health care system’s ability to connect
internally these acquired businesses and network them together to form system service
lines, divisions, or departments. Integration allows Carilion Health System to become an
Integrated Delivery System (IDS). Fully integrated delivery systems, however, are
difficult to create and maintain because networks break apart easily. Network nodes are
disconnected, rewired in new directions, or undersupplied to carry out their business
(Hughes, 1990).2 Carilion’s Houston Bell insists that networks are defined in health care
integrated delivery systems as linkages to knowledge, providers, services, and
technologies within the system (Bell, 2000).

Consolidation in health care systems has occurred faster than integration.
Sociologist Paul Starr notes that corporate consolidation attempts began as early as the
1970s (Starr, 1982). Carilion Health System initiated its own consolidation attempts in
the 1980s. Carilion’s CEO, Dr. Edward Murphy, contends integration has been difficult
for health care systems to achieve. Some types of integration (clinical especially) have
been very troublesome for health care systems to attain and have caused health care
system failures (Murphy, 2000). Carilion Health System itself began a corporate
restructuring program to integrate its clinical service lines more efficiently in 1995. Sid

Mason, president of the Franklin Memorial Hospital board, recalled that the restructuring
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initiative proved extremely arduous for system employees and administrators (Mason,
2000).

Lorton believes that a fully integrated health care delivery system is the
operations goal of most health care systems (Lorton, 2000). Dr. Murphy admits that CHS,
like most health care systems, is gradually moving in that direction, but its efforts are
slow due to problems of navigation and system mobility (Murphy, 2000). This study
examines how Carilion’s managed care organizations, hospitals and physicians have
consolidated, are integrating and adjusting organizationally in an evolving marketplace
and a changing environment of how and where medicine is practiced. The research
explores the goals and strategies Carilion groups pursue and how their pursuits have lead
to many new organizational relationships within the Carilion Health System and to
southwest Virginia communities.

To conduct research for this project, I relied on personal interviews with both
Carilion and non-Carilion medical personnel, and business members of southwest
Virginia communities. Forty-six interviews comprise the primary non-documentary data
of the work. The Carilion interviewees include Carilion physicians, nurses, hospital
administrators, local Carilion hospital board members, Carilion System board members,
and system executives. The non-Carilion medical personnel interviews include Lewis-
Gale Clinic practitioners, Lewis-Gale and the Veteran’s Hospital nursing staff, Lewis-
Gale Clinic board members, a Veteran’s Hospital physician, solo practicing physicians,
and former and present presidents of the Virginia Hospital and Healthcare Association.
Area businesspersons interviewed include insurance agents, a realtor, a Wal-Mart

manager and Roanoke property owners affected by Carilion’s biomedical institute.
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Appendix Two contains a list of all persons interviewed, their positions, titles, and/or
affiliations with the health care industry in Virginia and provides a copy of the research
protocol, informed consent form, letter and sample questionnaires interviewees received.
While conducting research for this project, I had to make several important
decisions about whom to interview and which facilities to visit. In November 1999, 1
wrote to Tom Robertson, then CEO of CHS, to inform him of my proposed project, initial
research and to ask permission to interview Carilion personnel. On December 19, 1999,
Robertson and I conversed about the project. We agreed that for me to write a worthy
study of CHS’s history, I needed to examine Carilion’s care delivery in three
communities. We selected the Franklin County community and its hospital, Franklin
Memorial, the New River Valley and its medical center and the Roanoke area and its
Roanoke Memorial Hospital. We chose these three communities and hospitals because
they describe well how Carilion cares for communities in three distinct ways. First,
Franklin Memorial exemplifies most of Carilion’s owned small community hospitals.
Second, the Carilion New River Valley Medical Center provides an analysis of how
Carilion builds state-of-the-art medical centers. Third, the Roanoke community and the
Roanoke Memorial Hospital were deemed essential because Carilion first started caring
for southwest Virginia in Roanoke at its Roanoke Memorial facility. Roanoke Memorial
is Carilion’s oldest and most important facility, and it represents the main “hub” of
CHS’s “hub-and-spokes” system. Robertson defined the “hub-and-spokes” system as
Carilion’s smaller hospitals (spokes) feeding patients into its larger facilities (hubs)

(Robertson, personal communication, 1999).

21



These interviews provide the heart of this project. The interviews give voice to the
history and the current day-to-day workings of corporate health care organizations.
Through the words of the persons interviewed, Carilion comes to life. Carilion’s
management of care, communities, and consumers becomes an activated system replete
with people, places, objects, and information.

The second most important means for gathering research for this project stemmed
from site visits. | made numerous visits to Carilion and other southwest Virginia health
care facilities, including hospitals, physician practices, home-health services, nursing care
facilities, and other Carilion health care system-related buildings and advertising
billboards.

The site visits allowed me to connect physically at various system network nodes
with Carilion facilities, workers, information, technology, and marketing operations.
Combined site visits and interviews “networked” me into the Carilion Health System, and
allowed me to use Bruno Latour’s methodology to open Carilion’s “black boxes.” Latour
contended that when controversy surrounding an event, idea or machine is resolved, it
becomes a closed box. Once reopened, a black box’s contents can be analyzed in various
ways to retell the controversy and history of an event or creation of a science or
technology. Latour’s methodology of following actants and opening black boxes guided
the work of this project. Besides the interviews and site scoutings, the work relies on
secondary sources such as newspapers and local histories to better understand health care
concerns in southwest Virginia. The interviews, site visits, and local sources combined,
provide a firm foundation from which to assemble a history of Carilion’s management of

care, consumers, and communities.
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Notes

1 See Bijker, Hughes, and Pinch, eds., 1990 and Bijker and Law, eds., 1992 for an informative discussion of
system navigation.

2 For the theory of network analysis see Hughes, 1990, 1989, 1986a, 1986b, and 1983.
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Chapter One
Setting The Stage: How America’s Care Came To Be Managed

This work is a study of how Carilion Health System (CHS) has succeeded in
managing care in southwest Virginia from the 1980s to the present. It is the story of how
one hospital, Roanoke Memorial Hospital and its holding company, the Roanoke
Hospital Association, transformed into the Carilion Health System, a regional, corporate
health care system. To understand how Carilion came to control much of southwest
Virginia’s care, it is important to examine how America’s care came to be managed by
corporate systems in the first place. The theme of this chapter is that managed care, or
corporate medicine, organized under corporate America connotes a different set of
economics, values, and perhaps even medical treatments than traditional fee-for-service
care. This chapter describes how America’s care came to be managed by corporations
such as Carilion and how corporate management has changed the care patients receive
from their physicians.

This chapter examines how America’s care was moved by managed care
organizations from the control of patients and their independent practicing physicians to
corporate systems. Section one examines how consumers, patients, providers, technology,
corporate America, medical facilities, payers, state and federal governments all came
together in multiple settings from the 1970s to 2001 to arrange managed care. The section
also shows how the failure of President Clinton’s Health Care Reform in 1993 hastened
the rise of HMOs and managed care systems. Section two analyses how managed care
necessitated the reorganization of the physician community in the 1990s and imposed

new ways of delivering care services to consumers.
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Unmanaged Versus Managed Care

In 1990, if you asked most Americans, including health care providers, what
managed care meant, they did not know." Physicians pondered the question: Before
“managed care” there was what, “unmanaged care?” All physicians interviewed for this
project responded no. The physicians insisted the doctor and the patient have always
managed care. The terms “gatekeeper,” “health maintenance organization” (HMO), and
“preferred provider organization” (PPO), meant nothing to patients. Americans, for the
most part, went to the physicians and hospitals they chose and received the care they
requested. By 1990, while some Americans faced only modest out-of-pocket costs and
believed health care meant the latest medical innovations and life-saving technologies
available to all, 35 million Americans had no insurance or were underinsured for
healthcare (Zelman and Berenson, 1998). Today over 43 million Americans are
uninsured or underinsured (National Rural Health Association, 2001).

Most Americans considered American health care consumer-friendly, but with a
fatal flaw (Cowley and Turque, 1999). The American medical system could not control
costs. From 1985 to 1990, health insurance premiums rose 15-20% per year (Zelman and
Berenson, 1998). In 1989 alone, premiums increased on average 24% for employer-
sponsored group health coverage plans. In 1990, Americans hailed the news as good
when health care premiums were held at only a 14% increase for that year (Sullivan and
Rice, 1991); yet everyone admitted health care costs were out of control (Zelman and
Berenson, 1998).

Almost 13% of the United States’ Gross National Product was consumed by

health care expenditures in 1990 alone. In that same year, the United States stood out
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among 29 countries examined by the Organization for Economic Cooperation and
Development (OECD) for having the highest health care costs. Economists blamed the
exorbitant costs of American health care for workers losing wage increases and for the
undermining of American products competing in foreign markets. Negotiations among
American workers in the 1980s and 1990s had begun not to focus on wage increases, but
instead on the loss of health care benefits. Because of increased health care costs, many
Americans found themselves unable to afford insurance (Zelman and Berenson, 1998).

By the early 1990s, the runaway costs and the increasing numbers of uninsured
Americans forced a change in the medical system (Bergman, 1994). Those working in the
health care industry recognized that it was fraught with uncertainty and volatility.
Physicians’ fear of capitation (a fixed prepayment for medical services), lost income,
patient population controls and HMOs made them vulnerable to changes that they feared.
Nor were hospitals eager to accept the changes that government regulations and managed
care reimbursement brought. Hospitals were used to setting their own standards of care
and reimbursement systems (Brown, 1980). According to Sid Mason, a Franklin
Memorial Hospital board member, suddenly, hospitals were to be transformed into
managed care organizations in which they were expected to be team players in
association with other members (Mason, 2000).

For some groups, managed care organizations, HMOs, and health care system
developers, the corporate environment emerging with managed care appeared to be full
of opportunities (Zweig and Spiro, 1993). Wall Street discovered that the managed care
industry developing in the 1990s held significant investment opportunities (Kuttner,

1999a). Investors, physicians, hospitals and system builders all found in the 1990s that
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the transformation of American medical institutions [hospitals, clinics, solo physician
practices, and HMOs (insurance)] would redefine the medical care industry.

Ed O’Neil, a health policy analyst, has characterized the dramatic shift to
managed care as similar to the collectivization of agriculture in the Soviet Union in the
1930s. Like the Soviet farmers, independent health care providers, such as physicians, are
now networked into health care systems that determine their productiveness (Birenbaum,
1997). Managed care became a new paradigm for health care driven by a concern for
costs (Rynne, 1995). It replaced the old blank check or fee-for-service system of medical
care for a program based on cost-conscious or “appropriate” care. A fuller meaning of the
new managed care’s paradigm can be discerned from the following definition of managed
care:

[Managed care is] an attempt at a coordinated approach to deliver a full
continuum of health care services through a system designed to
measurably meet the objectives of delivering appropriate care by the
appropriate provider at the appropriate venue at the appropriate time
and utilizing appropriate resources such as staffing and technology
(cited in Todd, 1996, p. 1).

The goal of managed care was to deliver care at a lower cost and realize a higher
favorable outcome ratio (profit) than care unmanaged in terms of costs (Todd, 1996).
How “appropriate” care, costs, medical staff and technology were defined became the
impetus to organizing managed care systems. Prior to the federal government’s Medicaid
and Medicare programs enacted in 1966, “appropriate” care was defined and managed
basically by the doctor and patient, with insurance companies simply paying the bill. The

introduction of the third-party payer meant physicians no longer controlled the purse

strings to medical care. The difference between managed care and unmanaged care has
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historical roots connected to the introduction of the third-party payer system. Managed
care represents an evolutionary stage in the growth of third-party payers.

According to Carilion physician Reed Lambert in Christiansburg, third-party
payers usurped management of care because businesspersons were shrewder than
doctors; at least third-party payers were better at watching the financial bottom lines for
medical services expenditures (Reed Lambert, 2000). After the passage of Medicare and
Medicaid, insurance companies and the government started to take a hard look at the
mounting bills, and these groups were armed with new technology (computers) to help
them assemble their data. Sophisticated computer systems were increasingly allowing
government and other third-party payers to quickly summarize patient data to detect
trends in spending, utilization of services and patient care progress (Beniger, 1986).
Statistical data showed that medicine, like many other American institutions, was not
totally effective or economical. As a result, medicine suffered a stunning loss of
confidence in the 1970s and came increasingly under the control of federal regulation
(Ludmerer, 1999).

Previously, two premises had guided government health policy: first, that
Americans needed more medical care — more than the market alone would provide; and
second, that medical professionals and private voluntary institutions were best equipped
to decide how to organize those services. Until the 1970s, the first of these premises had
not yet undermined the second. Increased federal aid initially did not much enlarge the
scope of public regulation. Practitioners, hospitals, researchers, and medical schools
enjoyed a broad grant of authority to run their own affairs immediately following the

initiation of the Medicare and Medicaid programs. Historian Kenneth Ludmerer has
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described the initial Medicare and Medicaid years (1966 to 1974) as the “pass-through
era” of reimbursement for medicine (Ludmerer, 1999). Medicare and Medicaid payments
were “passed through,” or paid to physicians and hospitals, regardless of the amount of
the charges for services delivered by physicians and hospitals.

By the middle 1970s, this mandate ran out. The economic and moral problems of
medicine displaced scientific progress at the center of the public’s attention. Basically,
there were three revelations that occurred in the 1970s. The first was that a health care
crisis existed. The second was that medical care hardly affects a person’s health at all,
which encouraged a backlash against medicine. The most immediate impact of this new
therapeutic nihilism on American health policy was to concentrate attention on cost
controls for medicine. This, in turn, led to the third revelation, according to which a
policy based on competition and incentives in the marketplace could cure the problems of
health care in America (Ludmerer, 1999).

Archie Cromer, a Carilion board member, noted that the combined impact of
recession and inflation in the mid-1970s ushered in the era of “medical management for
medical care” in the United States (Cromer, 2000). The nation, suffering from a severe
recession in 1973-1974 and from soaring medical costs, attempted to hold down costs.
The federal government implemented a host of regulations for American hospitals in an
effort to contain Medicare and Medicaid costs. The regulations made hospitals among the
most regulation-burdened industries in the nation, and the first sites to undergo corporate
reorganization (Starr, 1982).

Cromer recalled that the federal regulations imposed upon American hospitals

made it more difficult for hospitals to receive Medicare and Medicaid funds for
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reimbursement of in-patient care services (Cromer, 2000). Hospitals had to establish in-
house “utilization review” and “quality assurance” committees to monitor and evaluate
patient medical needs and treatments. Also, the regulations mandated outside independent
review organizations such as the Professional Standards Review Organization (PSRO).
These organizations were expensively staffed with doctors and other medical personnel
who reviewed decisions from the records of hospitalized patients on matters that affected
hospital costs (Ludmerer, 1999).

The federal government’s regulations and newly created review boards created
numerous problems for hospitals. The Medicare and Medicaid reimbursement criteria
prompted most private third-party payers of insurance and state and local governments to
follow the federal government’s lead and, as a result, they too began reimbursing
hospitals for fewer services. Most third-party payers stopped allowing for preoperative
and convalescent days as necessary in-patient services and ruled that many hospital tests
needed to be done as outpatient services in order to receive reimbursement. Hospitals
were also ordered to complete all necessary paperwork for services covered by
government programs and insurance carriers in a timely manner (with mandated times) or
else no reimbursement would be forthcoming. Many attending physicians whose
signatures were necessary for billing found their attention diverted away from patient
care and teaching to record-keeping. The hospitals’ reward for complying with the new
regulations and paperwork was to experience delays in receiving payment and to have to
employ more people to keep up with the increased paperwork (Ludmerer, 1999).

Hospital administrators and boards feared that the new regulations and

reimbursement practices would trigger economic instability, especially given the
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insatiable appetite of Americans for more sophisticated medical care that could solve all
medical problems. The hospital industry began to think in terms of economic survival and
turned to American corporate economic models (Chandler, 1977) to maintain stability
and to enlarge the industry. Sociologist Paul Starr describes the medical industry that
took shape in the mid to late 1970s as the rise of the “medical industrial complex” of
America (Starr, 1982). A “medical industrial complex” represented a corporate, industrial
organization that grew out of freestanding mostly not-for-profit hospitals. Medical
industrial complexes emerged when hospitals, doctors, medical schools, health insurance
companies, drug manufacturers and medical equipment suppliers began to experience the
effects of the cost containment regulations on the medical industry in the 1970s.
Carilion’s former chief executive officer (CEO), Tom Robertson, noted that the groups
came together to constitute what appeared to be a “seamless web” of independent
physicians, not-for-profit hospitals and other medically-related businesses to withstand
the changing environment of regulation and reimbursement (Robertson, 2000).

Starr has outlined five changes that characterized the transformation of hospitals
into medical industrial complexes. First, there was a change in the type of ownership and
control of hospitals; a shift occurred in the late 1970s from non-profit to for-profit
hospitals. Second, a horizontal integration of hospitals took place, resulting in the rise of
multi-institutional systems. In other words, a shift took place from a freestanding
community hospital to a regionally active group of hospitals with regional board control.
Third, diversification and corporate restructuring took place. Holding companies were
created to manage both the for-profit and not-for-profit businesses a medical corporation

might oversee. Fourth, vertical integration ensued when medical corporations
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incorporated various levels and phases of care in their corporate strategies and operations.
Finally, industry concentration took place when medical corporations became immersed
in all medically-related businesses in the industry to cover their wins and/or losses
depending on which parts of the medical industry were financially successful at any
given time (Starr, 1982).

As hospitals readied themselves to form industrial medical complexes, the very
idea that medical care equaled better health was being challenged on a number of fronts.
Many Americans were beginning to consider as false the “Great Equation” — medical
care equals health. Aaron Wildavsky, president of the Russell Sage Foundation in 1977

and author of Doing Better and Feeling Worse, noted that many factors besides medicine

determine health. Therefore, more available medical care does not necessarily equal
better health (Wildavsky, 1977). John Knowles, president of the Rockefeller Foundation,
also argued against expanding medical care. Knowles wrote, “No one is saying that
medicine is good for nothing, only that it is not good for everything” (Knowles, 1977).
Thomas McKeown claimed that the decline of infectious diseases in the late 19" century
was not attributable to advances in medicine; rather he insisted that better nutrition and
attention to public health were the reasons for the significant decline in infectious
diseases (McKeown, 1976). Taking an even more radical view, social critic Ivan Illich

argued in Medical Nemesis that American medical care actually caused more diseases

than it cured (Illich, 1976). Economist Victor Fuchs argued against medical care as well.
Fuchs insisted that medical care had its limits and would no longer reduce mortality or

disease in the same way it had in the early 20" century (Fuchs, 1974). In general, people
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in health care, as well as outside the industry, began to argue that medical care had limits
to its effectiveness (Ludmerer, 1999).

In the late 1970s and the early 1980s, several factors led to the more modest
expectations of medicine. First, there was a growing concern over rapidly spiraling
medical costs. Medical care was increasingly viewed as deleterious to the country’s
economic competitiveness as more and more resources were consumed with seemingly
less and less to show for it. Automobile manufacturers, who once spoke of the
importance of medical care to their industry by enabling workers to be healthy and
productive, by the late 1970s, were complaining that the cost of health care in the
production of each automobile exceeded the cost of steel (Zelman and Berenson, 1998).

The decade witnessed a decline in the moral authority of physicians. News stories
regularly reported abuses by doctors, hospitals, and nursing homes, such as fraudulent
billing. In an age of consumerism and civil rights, there were loud protests against the
excesses of some doctors. The ability or willingness of doctors to act in their patients’
best interests came into question. A new genre of rights originated. The “right-to-die”
movement, the “patient bill of rights” (1973) and new ethical guidelines for informed
consent in human experimentation arose (Curran, 1974). The feminist movement also
challenged the paternal authority of the medical profession and of medical schools. Mary

Roth Walsh’s Doctors Wanted — No Women Need Apply described how women

encountered sexual barriers when entering medical schools or the medical community to

practice medicine (Walsh, 1975). The Boston Women’s Health Collective’s Our Bodies
Ourselves was another influential work that analyzed how women were disgruntled with

the paternal nature of the medical profession and should take health matters into their
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own hands (Boston Women’s Health Collective, 1975). Scholars in medical history and
medical sociology who once viewed doctors as heroic, increasingly saw them as flawed
human actors and began writing of their foibles and greed (Rothman, 1978).

The common denominator in these movements was the challenge they posed to
professional authority (Grumbach, 1989). Also contributing to the lower expectations of
medicine was a rise in incidence of chronic diseases. Most serious conditions affecting
Americans in the 1970s represented ironies of earlier medical and public health
successes. People were living long enough to develop cancer or suffer a heart attack or
stroke. From the standpoint of research, these conditions were proving more difficult to
understand and control than many infectious and nutritional diseases. From the standpoint
of prevention, a large body of research was demonstrating that the majority of
responsibility for maintaining health lay with the individual rather than the physician.
Good health in adults depended less on regular medical checkups than on the individual
assuming responsibility for the promotion of her own health (Knowles, 1977).

By the mid-1980s, the public’s shifting perceptions of medicine had started to
make progress in altering the business of medicine. A new philosophy became accepted
which emphasized that there were limits to what the country could spend on health care,
given the reality of finite resources in the face of a seemingly inexhaustible demand for
high tech medical services. In 1984, besides concern for the costs of medical treatments,
studies conducted by J. Wennberg discovered that significant variations for care existed
among medical practices. Wennberg’s findings awakened consumers and third-party
payers to the realization that the medical community did not know the best or the most

efficient ways to practice medicine (Wennberg, 1984). Concern about health care issues
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had been growing for a number of years, but after studies such as Wennberg’s, cost-
consciousness finally began to dominate the health care debate and what Kenneth
Ludmerer called the “age of limits” ensued (Ludmerer, 1999).

A competitive marketplace for medical care emerged that focused on prospective
payment, lower prices, and the restricted use of hospitals and specialized services. No one
expected that the United States would spend less on health care in the decades ahead, but
it was clear that resources could no longer be so freely available for the asking. If the 20"
century had been the age of abundance for medicine, it appeared that the 21* century
would be the era of resource constraints (Rodwin, 1993).

According to Ludmerer, such development did much to undermine the authority
of the medical profession and emboldened managers, policy experts, and government
officials to challenge professional autonomy and control in ways that once would have
been inconceivable. Ludmerer explained that what took place in the 1980s, with health
care costs soaring, professional authority weakening, and third-party payers increasingly
unhappy, was a fundamental transformation of the American health care system toward
corporate managed care. In describing the changes occurring during the 1980s, Ludmerer
writes:

Third-party payers revolted by demanding — and receiving — lower
prices. In the new (and still evolving) system, there was marked
skepticism toward the professional authority of physicians,
unprecedented external oversight and review of medical decision-
making, intense price-based competition among doctors and hospitals,
and unparalleled opportunities for large, profit-seeking corporations in
health care. Control shifted from the “providers” (doctors and
hospitals) to the “payers” (insurance companies and managed care
organizations) whose power resulted from their control of the flow of

patients and their skill at exploiting the oversupply of doctors and
hospital beds (cited in Ludmerer, 1999, p. 351).
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The “age of limits” or “era of cost containment” began in earnest in 1983 when
the federal government passed legislation to establish the “prospective payment” of
hospital bills from Medicare patients (Ludmerer, 1999). Under “prospective payment,”
Medicare paid a set fee per case, determined by the patient’s diagnosis. Medical
diagnoses were placed in one of 467 diagnostic-related groups (DRGs). If the costs of a
patient’s care were less than the DRG payment allowed, then a hospital made a profit
from the difference. If the costs of a patient’s care were greater than the allowed DRG
payment, the hospital had to cover the differences in payment itself and suffer a loss.
Most private insurers adopted Medicare’s DRG groups and payment system (Ludmerer,
1999).

The implementation of Medicare’s DRG system of prospective hospital payment
created a new objective for hospital care: speed. Almost immediately, the average length
of stay for all patients fell by 25% (and for elderly patients, by more than 50%).
Additional pressures from managed care organizations in the 1990s resulted in even
further decreases in the length of stay, so that by 1995 the average length of stay had
fallen to 5 or 6 days, compared with 10 to 12 days before prospective payment. In
addition, new regulations of many medical care organizations — often promulgated for
economic rather than medical reasons — resulted in the removal of many procedures and
treatments from the hospital to the less expensive ambulatory setting. The in-patient units
came to be populated by two types of patients: one group that was desperately ill,
requiring intensive care and highly complex procedures, another that was admitted the
day of an elective procedure and discharged as soon as possible thereafter, often within

24 hours (Ludmerer, 1999).
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Prospective payment immediately changed the rules governing hospital
economics. Efficiency became the most crucial aspect of hospital operations. Hospitals
received a specified amount of money per patient, regardless of their actual patient care
expenses. Hospital financial success became dependent on lowering costs, utilizing
resources more efficiently and better management. In sum, financial success depended on
seeing a greater number of patients more quickly. Hospitals learned they could profit
under the DRG system, not by maintaining a high occupancy per se, but by attracting a
larger volume of patients who were admitted and discharged quickly. The new goal of
hospitals became a rapid “throughput” of patients. With prospective payments, the
competition for patients needing specialty care became even more intense. By the 1990s
to attract patients, hospitals and physician practices began aggressively marketing and
advertising their services and worked hard to become more comfortable, convenient and
friendly (Ludmerer, 1999).

Dr. Amos explained that cost containment was much needed and long overdue.
However, cost containment with its mandate for speed and industrial efficiency (seeing
the most patients in the least possible time) was implemented during the managed care
era in a way that did not take into consideration the needs of doctors, patients, or
hospitals. Managed care resulted in a deterioration of the doctor-patient, and doctor-
hospital relationships. In the 1990s, doctor-patient relationships became less important as
hospitals and physicians found health care costs continued to escalate and their
reimbursements to decrease. As enrollment in HMOs and other forms of managed care
expanded, physicians and hospitals (providers) found themselves not only competing for

patients, but also competing for membership into provider networks, managed care
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HMOs, and integrated delivery systems. With both patients and providers scrambling to
join HMOs and networks, the American government tried once again to establish a
national health care plan (Amos, 2000).

With Clinton’s victory in 1992, many hoped that the United States would finally
join the rest of the industrialized world and bring universal health care coverage to all
Americans. The momentum was great for such a proposal, according to American public
opinion polls. Abe Essig, a Franklin Memorial Hospital board member and a
businessman in Rocky Mount, recalled America’s industrial and business sectors’
outcries about how high health care costs were making American goods less competitive
in the global markets, and demanded that federal government not only listen, but react
(Essig, 2000).

Clinton’s health care reform mission began in September 1993. In a speech to a
joint session of Congress, Clinton proposed offering a Health Security card to the citizens
of the United States, a card similar to a Social Security card. Just as the Social Security
card entitled all Americans to certain benefits, the Health Security card would designate
health care for all Americans. The Health Security card would symbolize a health care
system, which would be accessible to everyone, affordable to all, and provide quality care
to every American. The Clinton reformers sought to correct the following problems they
saw with American health care: 1) middle-class Americans could not afford individual
insurance policies for their families, 2) all middle-class Americans did not have access to
group coverage at work, 3) Americans who were self-employed with limited incomes

could not afford medical services, and 4) Americans with pre-existing conditions were
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denied coverage at work or could not afford rate-adjusted policies for their pre-existing
conditions in the marketplace (Birenbaum, 1997).

Arnold Birenbaum, a health care analyst, has provided a helpful analysis of the
failure of the Clinton reform. Health care reform eluded Clinton and remained in the
hands of the private sector for four main reasons. First, Clinton was not dealing with a
unified country on the issue of how to achieve health care reform. The sense of unity that
had been evident during The Great Depression and which prompted Franklin Delano
Roosevelt to create the Social Security system was not present in 1992 to create another
system of public support. Americans, although beginning to understand there were
problems with their health care, did not unite to remedy the problems. There was no
“common conscience” or intensely and widely shared belief among Americans that they
were in a period of tremendous difficulty that only a major reform could correct
(Birenbaum, 1997).

Secondly, there was no sense of immediacy; no sense that the reform had to come
in what was viewed by most as prosperous times. The majority of Americans favored
universal health coverage, but few wanted to see significant changes to their economic
status to make the coverage a reality for all. Thirdly, the movement for health care reform
failed to recognize many powerful health care stakeholders in the overall system that
knew how costly it would be to add the 37 million uninsured Americans into the system.
The number of uninsured Americans rose from 37 to 41 million by the time Clinton’s
plan met defeat (Birenbaum, 1997).

Lastly, Clinton and his advocates for health care reform were not led by a united

Democratic Party determined to provide quality care at reasonable costs to all Americans.
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Clinton’s 1993 Democratic Party was not the Democratic Party of Roosevelt. It did not
maintain a single image, driven by one mission for health care reform. The party wanted
to change health care, but party members backed diverse and confusing plans. The
American public viewed reform as big government running amok (Birenbaum, 1997).

Clinton’s push for health care reform failed, but its failure provided the impetus to
further expand health maintenance organizations (HMOs) (Birenbaum, 1997). Health
maintenance organizations began as early as the 1930s during the Great Depression when
employers attempted to keep insurance costs down for employees (Cutting, 1971). From
the 1930s to the 1970s, HMOs grew steadily to become a uniquely American form of
medical service delivery (American Medical News, 1971). The earliest HMOs, such as
Kaiser-Permanente were non-profit, but by the 1980s, the HMO industry came to be
dominated by mostly for-profit corporations, according to Carolyn Chrisman, CEO of
Carilion Health Plans (Chrisman, 2000). Health maintenance organizations grew steadily
throughout the 1980s due to high medical costs. The success of HMOs in the 1980s had
been the initial push to the Clinton administration in the 1990s to promote universal
health care (Birenbaum, 1997).

As Clinton’s health care reform died in September 1994, millions of Americans
rushed to join HMOs and managed care plans that they had told Clinton reformers would
threaten the relationships they had with their physicians. The American Association of
Health Plans, the HMO trade association, estimated that in 1995 there were 60 million
Americans covered under HMOs; by 1996 there were 70 million. The growth in these
numbers was incredible, given that in 1986 only 26 million were enrolled in HMOs and

in 1980 only 9 million were involved. Only 20% of employees who received insurance
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through work in 1996 were enrolled in traditional fee-for-service plans, compared to 71%
as recently as 1988 (Ludmerer, 1999). Given the rapid movement into HMO and
managed care plans, physicians across America hurried to contract with managed care
plans and HMOs to secure their income (Birenbaum, 1997).

The health care market changed on all fronts. Besides the American public
scurrying to find an HMO to join and doctors rushing to join networks of managed care,
many of the not-for-profit providers of insurance like Blue Cross and Blue Shield became
overnight for-profit HMOs (Birenbaum, 1997). Brady Gillenwater, a Trigon benefit
consultant, insisted that this change signified the end to coverage for many people with
preexisting conditions that these providers had in the past been forced to accept in return
for state approved rate increases (Gillenwater, 2000).

Even though Clinton was reelected in 1996, the only health care reform being
discussed by Congress was incremental options for expanding health care coverage
through Medicaid and Medicare programs. While no complete national health care
reform was concluded in the 1990s, Congress did find a new role for itself in the wake of
managed care — regulators of the relationships of physicians, health plans, and patients
vis-a-vis one another. In 1996, James Klein, president of the Association of Private
Pension and Welfare Plans noted that Congress was going to become the nation’s
benefits manager (Birenbaum, 1997).

The transition from fee-for-service to contracts with HMOs and managed care
plans created an entirely new system of health care, but a system still in the hands of
private America for the most part. Managed care was corporate America’s answer to

Clinton’s reform movement. Managed care in the 1990s offered America an opportunity
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to deliver care at a lower price, but brought with it a host of complications. Most
noticeably was the concern that quality of care would suffer if costs were the major factor
(Birenbaum, 1997).

Dr. Jack Bumgardner, a Carilion physician in Franklin County, noted that an
enormous public controversy erupted in the 1990s over whether managed care
organizations were denying needed care, whether the companies were placing profits
before patients, and whether the quality of care had suffered (Bumgardner, 2000). For
HMOs, savings are profits, and savings occur when consumers use fewer medical
services. HMOs in the 1990s also brought about a shift from specialized to general
medical care. As large employers or contractors of physicians, HMOs controlled much of
the marketplace, and they hired or retained far fewer specialists and sub-specialists
compared with fee-for-service systems (Ludmerer, 1999).

The rise of HMOs also caused citizens to reconsider the numbers of doctors the
country needed. In the mid-1990s, there were about 240 primary care doctors per 100,000
people. HMOs typically had no more than 100 to 140 doctors per 100,000 enrollees
(Ludmerer, 1999). According to Elizabeth Schleck, a Carilion nurse practitioner in
Roanoke, for the first time since the Great Depression, physicians experienced what those
in other fields faced — lack of job security. Even primary care physicians faced the
prospect of unemployment or underemployment, as many HMOs began to replace
doctors with nurse practitioners and physician assistants (U.S. Office of Technology,
1986).

In general, in the managed care, price-competitive age, the replacement of

physicians, closure or consolidation of hospitals of all types and other medical facilities
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became commonplace as the marketplace began to force excess capacity out of the
nation’s medical system. Ludmerer argued that the main emphasis of the American health
care system — patient welfare and health — was being allowed to wither as cost
containment mechanisms designed for the medical industry as a whole ignored the needs
of patients. Ludmerer claimed that like many other American industries, the health care
industry was engaging in short-term thinking, adopting cost-reducing and profit-
maximizing strategies for the present that weakened its ability to meet the challenges of
the long-term. As a result, the prospect of having well trained doctors and improved
health care was starting to diminish (Ludmerer, 1999).

According to Ludmerer, ironically, Clinton’s push for (government) control of
health care service appeared somewhat similar to the push for public control of medical
services in the 1970s. Both times the failure to realize such public regulation meant
greater private control and corporate regulations. Managed care appealed to America’s
corporate entities and its government, in other words, to the people paying the medical
bills, because managed care offered a life preserver to employers and a government
drowning in a sea of medical debt (Ludmerer, 1999).

Managed care is a story of economics. It was to be a fairy tale ending to the tragic
rise of costs in medical spending. Many hoped managed care would provide cost
reduction along with quality care. Managed care implies the application of business-
management to healthcare services. To some, the name managed care conjures up images
of order, coordination, and rationality in the care process (Zelman and Berenson, 1998).
To others, managed care defies common understandings of the value of work.

Conventional wisdom dictates that doing more work produces greater outcomes and
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productivity. Managed care challenges that value of work by claiming that doing less
sometimes produces better outcomes for a patient than taking action (Birenbaum, 1997).
Managed care is a unique form of healthcare delivery because it is premised on the idea
that often, in medical care, less intervention is more helpful. In managed care, what
produces value is a “good health outcome rather than medical intervention” (cited in
Birenbaum, 1997, p.14).

Since its brief inception, has managed care lived up to its name? E. Ginzberg and
M. Ostow, two managed care analysts, note that some analysts, patients, and physicians
say yes, while others argue no. Managed care, however, has proven to be much more than
a story of business and accounting (Ginzberg and Ostow, 1997). It has proven to be a
means to transform the entire delivery of care services, starting at the most basic level,
the doctor-patient encounter.

Managed care is still a good idea according to most healthcare system organizers
such as Carilion’s former CEO Tom Robertson (Robertson, 2000). Managed care curtails
costs. The problem may be that a system of managing care in hospitals based on an acute
illness model of service is obsolete, and managed care’s substitution of a physician-
wellness model to provide preventive care is still too new to assess. Furthermore, the
social contract that physicians, insurance/HMO payers and health care systems will
provide appropriate quality care is hard to negotiate among the disparate participants in
today’s health care industry (Robertson, 2000).

Managed care sought to change the nature of the medical professional model in
the 1980s. Managed care incorporated new systems to monitor and judge physician

competence within the profession. Another goal of managed care was to embrace

44



consumer activism and change the services of medicine, not to focus on illness, but to
attend more to health and preventive services. Above all else, the goal of managed care
was to substitute the concept of value — quality at any cost — for quality at any reasonable
cost (Zelman and Berenson, 1998). In the next part, I will examine how managed care

attempted to achieve these goals by reorganizing the physician community.

Reorganizing the Physician Community

Managed care in its earliest manifestation claimed it could repudiate the acts of
medical professionalism that failed to work well, such as high costs, lack of adequate
peer review and practice variations. At the same time, managed care proponents argued
managed care could maintain and nurture the core relationship of professionalism — the
doctor-patient relation. While managed care advocates 