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Hidden in the article by Litvak and Long1 is a
very important point: Managers are critical
to the success of healthcare organizations in

the contemporary United States. The reason is sim-
ple. Healthcare organizations—including, but not
limited to, managed care organizations (MCOs)—
are responsible for furnishing quality healthcare,
but they must do so while operating under difficult
financial constraints. As a result, they need to
emphasize efficiency in providing services. Although
managers can reduce some costs on their own, they
need to work together with clinicians to maximize
efficiency.

Healthcare organizations can save money by
streamlining “business” functions such as purchas-
ing, accounting, and maintenance, but the organiza-
tions’ ultimate success, especially over the long
haul, depends on how well they conduct their core
business—delivering care to people who are sick.
The goal is to provide that care “better” than in the
past, by which we mean diagnosing a patient’s con-
dition accurately and promptly using modern tech-
nology, choosing a useful treatment, and providing it
effectively to the patient—using the fewest steps,
the least time, the most appropriate methods, and
the fewest dollars. Since responsibility for making
these choices must rest with the clinician who is
face-to-face with the patient, what role do managers
play? They neither deliver the care nor make clini-
cal decisions about an individual patient. Instead,
their task is to increase the probability that the clin-
icians’ decisions will result in better care at lower
cost. How?

Managers’ Decisions and Clinical Care
Managers make several types of decisions to

accomplish the goal of better care at lower cost.
Some decisions involve the selection and purchase
of equipment and technology for clinicians to use.
Analytic tools such as variability analysis, the main
subject of the Litvak and Long article, can help man-
agers to assess the value of devices before deciding
whether or not to purchase them. But managers
need to do more.

In their MCOs, hospitals, and other healthcare
organizations, managers must create conditions
under which clinical professionals actually provide
services to patients. Managers want to help clini-
cians make the optimal choice for each patient with-
out being in the room with them, so these managers
must understand the factors that can influence clin-
ical decision makers positively. Financial incentives
and clinical information are 2 such factors that man-
agers may be able to affect.

Financial incentives can be very useful tools.
Economists demonstrated a long time ago that,
other things being equal, physicians who are paid on
a fee-for-service basis deliver more services than
those paid by salary. (The extent to which fee-paid
physicians deliver too many services or salaried
physicians deliver too few is less clear.) Although by
avoiding fee-for-service payment, managers can
influence physicians to do less, that is not the same
as promoting efficiency because efficiency incorpo-
rates the concept of benefit as well as cost. It can be
thought of as “doing the right thing well at the right
time and using the fewest dollars.” Moreover, man-
agers need to be concerned about the entire clinical
episode, not just the services provided by a particu-
lar physician following his or her own incentives.
Inadvertently, some clinical choices may result in
the need for additional services provided by others.
Further, the treatment of many conditions requires
services from multiple clinicians, often practicing in
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different sites—a primary care physician (PCP), a
specialist, and staff in a hospital, for example. If an
MCO is at risk, it has an interest in the patient’s
receiving the needed services in the most appropri-
ate, lowest cost sites without service duplication,
but the integration needed to produce that result
does not occur spontaneously.

This idea is made more concrete by an example.
Over an 8- or 10-week episode, a patient, who was a
member of a health maintenance organization, had
a heart attack and was treated in an emergency
room, as a hospitalized inpatient, and in an extend-
ed care facility (ECF). On the advice of the physi-
cian who examined him in the ECF, after returning
home, he saw his primary care physician about a
continuing irregularity; and on referral by the PCP,
he saw a cardiologist as well. Before the patient was
able to keep a second appointment with the cardiol-
ogist, to whom the patient was supposed to bring his
medical records, he died.2 The primary care physi-
cian was uninvolved and apparently uninformed
about his patient’s condition and treatment in the
hospital and ECF. During the entire period, no suc-
ceeding provider had access to the patient’s prior
records or history, nor is there evidence that any
clinician communicated directly with a colleague
practicing in another setting. The result was not
only the repetition of a number of tests, but also the
loss of considerable time.

Although the patient may not have survived in
any event, the processes of care were anything but
seamless. Numerous opportunities to make them
more efficient and, perhaps, more effective were
missed. To improve the care reported in this story,
standard procedures are needed so that succeeding
segments of extended episodes are linked; it is a
managerial role, working with clinicians, to facilitate
the development of those procedures.

Automated information systems, too, have the
potential to improve clinical decisions. To work,
these systems must be accessible to clinicians as
they treat patients and the software must permit
the clinicians to use information about a particu-
lar patient in ways that improve efficiency (by
avoiding duplicate tests, for example). When a
patient has a condition with which the physician
has little personal experience, clinical informa-
tion systems can also increase the probability of a
clinically appropriate decision by importing
guidelines or protocols based on aggregated
national data from groups of similar patients.
Typically, it is managers who make the decisions
to acquire the necessary hardware and software,

and in doing so, Litvak and Long’s statistical
methods can be useful.

Constraints on Effective Managerial Decisions
If these are examples of decisions that can posi-

tively affect clinical practice, however, it must also
be recognized that, in making them, managers face
important constraints. Some of these constraints
may lead managers to make decisions that under-
mine their best intentions and that fail to achieve
the desired outcome. These constraints include
(1) pressures from competitors; (2) the limits of
technological development; (3) the lack of needed
funds or credit; (4) inexperience; and (5) a failure to
recognize the full value of engaging in the hard work
of finding better ways to deliver care.

Although competition is expected to stimulate
innovation among firms to produce higher quality and
lower prices in order to attract or retain needed cus-
tomers, sometimes it creates pressures that make
achieving the underlying goal more difficult. For
example, in response to competitive pressures, many
MCOs removed utilization constraints and freed
patients to self-refer to specialists, thus making it
harder to contain utilization rates and costs.
Similarly, to avoid losses to competitors, many MCOs
grew their organizations by adding physicians and
subscribers before the MCOs had systems in place to
help them manage utilization and costs effectively. As
a result, costs began to rise again, and a backlash
occurred.3

Second, although employers are pushing MCOs
to measure quality of care so that subscribers can
choose plans on the basis of quality, the fact is
that to date, measures of an organization’s quality
are fairly primitive. Similarly, clinical information
systems are still evolving and have not reached
their full potential. Undoubtedly, both quality
measures and information technology will improve,
but for now, consumers can more easily understand
the cost of a plan’s coverage than its quality4 and
plans can more easily track their costs than their
care.

Third, improvements (eg, the purchase of new
technology and the development of quality-enhanc-
ing standard procedures) can be expensive, and an
MCO must be able to afford them. Many healthcare
organizations have been losing money recently, so
their capacity for such investment has suffered. This
difficulty is compounded when an organization
needs to make multiple investments, which com-
pete among themselves for limited resources.
Further, to maximize the value of any technological
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enhancement takes time, yet another cost. Indeed,
the time of clinicians and managers can be a major
cost when the goal requires them to work together
to develop methods for increasing the probability of
service integration, as discussed earlier.

Fourth, the new environment depends on man-
agers engaging physicians in collaborative efforts,
but this is a task with which most managers have
little experience. In fact, the traditional job of
healthcare managers was to create the conditions
that made it possible for physicians to apply their
skills and knowledge in the service of patients.
Responsibility for patient care rested with physi-
cians acting independently as ethical profession-
als even when the work occurred in a hospital. In
that context, healthcare managers learned their
physicians’ needs for equipment, facilities, and
staff and tried to provide them. In the current
environment, managers need different, more col-
laborative skills.

Finally, the first task in building such an alliance
with physicians is to gain their attention and then
their agreement that collaboration is important.
Many do not see that their clinical work has much
impact on a large MCO or hospital, especially as
their connection to the organization often appears
to be distant, if not tenuous. Many physicians con-
tinue to practice in community-based offices with a
few colleagues and technical staff and tend to see
MCOs as insurers who pay the physicians for ser-
vices provided and hospitals simply as places where
the physicians treat some of their patients.
Moreover, most practitioners have contractual rela-
tionships with several MCOs, so even if they recog-
nized value in developing procedures that improved
quality or efficiency, these physicians could not
reasonably be expected to work with managers and
clinicians in multiple plans. The scope of the prob-
lem may be reduced to some degree when physi-
cians combine into a large group that contracts
with insurers,5 but fundamentally, the issue
remains the same because then the group’s man-
agers must engage physicians in unfamiliar and
unpopular collaboration.

Conclusion
Managers may indeed be “poor cousins” to pro-

fessional providers, as Litvak and Long assert.
Certainly, the managers’ roles in healthcare are
poorly understood and unappreciated by others in
the system. If care provided under the auspices of
organizations, whether MCOs, hospitals, or others,
is to have value beyond that which is provided by
individual clinicians acting alone, then it is man-
agers who will cause that value to be created. The
result will be care that is better because the power
of information systems is brought to bear; care that
is integrated because standard procedures are in
use; and care that is more efficient because sources
of waste can be identified and steps can be taken to
reduce it. Managers will not deliver that better care
themselves, but they will create the conditions
under which expert clinical professionals can.

The job is a difficult one, partly because of the
constraints outlined above and partly because it is
so new that even the best managers are just learning
how to do it well, often through a painful process of
trial and error. Until they get it right and learn to
engage the clinicians in such productive processes,
however, the full value of MCOs and other health-
care organizations will still be in the future.
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