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The managed care industry, and the physician executives within it,
face a variety of challenges as managed care continues its transfor-
mation. Those outside the industry watch with concern as healthcare

costs reaccelerate, while simultaneously complaining about the very practices within
the industry that are designed to limit such increases. Those within the industry worry
about the seemingly intractable public relations problems that are created when they
are asked to assume responsibility for often-competing social interests, such as cost-
containment, improved access, or increased quality. Physicians within these organi-
zations wonder what their role is, and how they are perceived: Are they clinical
authorities within a business environment? Are they insurance company turncoats to
their former clinical colleagues? Are they a management liability to the managed care
leadership? Do they truly add value?

Managed care medical directors face many challenges in this environment. But
rather than propose solutions to these challenges, my focus is on making progress with
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CONTINUED CHALLENGES FOR THE PHYSICIAN EXECUTIVE

these challenges. The challenges
particular to managed care evolve
from the dilemmas and contradic-
tions existing within the health
insurance industry that have no
technical solution—the contradic-
tions of doing more with less, when
there are few new efficiencies to
realize. Under these circumstances,
we should aim not for solutions but
for practical progress that will
make things even just a little better.
This article begins to define three
challenges currently faced by med-
ical directors in managed care
organizations (Table).

A SIMPLIFIED HISTORY
The history of managed care,

which is relevant to current chal-
lenges, may be summarized in the
following way.

• In the early 1970s, healthcare
costs in the United States became
an increasingly larger part of the
gross domestic product, growing
faster than in other industrial-
ized nations.

• Increasing costs to employers
meant increasing production
costs and poor global competi-
tiveness. Big employers became
alarmed. Suddenly, rising health-
care costs were everyone’s concern.

• Managed care was asked to do
the dirty job—reduce health-
care costs, or at least slow
their rise. That dirty job was at
the interface of the delivery of
healthcare to individuals and
the goal of cost-containment,
which was of interest to society
as a whole.

What caused the rapid rise in
healthcare costs? Although one may

point to a variety of causes—the
aging of the American population,
more generous insurance coverage,
increases in disposable income—
most of the increase is probably
attributable to technological ad-
vances and, inextricably, physi-
cians’ use of those technologies. 

Physicians, when given complete
control of healthcare expenditures,
did a very poor job of managing
them. Indeed, the profession as a
whole proved itself incapable of
doing what most professions are
supposed to do, which is self-regu-
late. In this context, managed care
was seen as a solution to a growing
social problem, one brought upon
by the successes and excesses of the
largely physician-dominated med-
ical industry.
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TABLE

Major Challenges for
Decision Makers in
Managed Care

1. How do you manage
and improve network-
provider relations?

2. What should be the
future role of medical
directors or chief med-
ical officers in their
organizations?

3. What are the opportuni-
ties for practical and
effective enhancement
of clinical quality?
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DOING A DIRTY JOB
The concept of managed care

was sold to a variety of stakehold-
ers. Employers were sold on the
idea that managed care would
lower costs. Employees and pa-
tients were sold on the idea that it
would lower costs and not be too
restrictive. (Indeed, it might even
improve access with attractively
low copayments of $5 or $10 for a
physician visit.) No attempt was
made to sell the concept of man-
aged care to physicians or to hos-
pitals. Most of the pressure to
reduce costs came out of the rev-
enues to providers rather than from
improved efficiency. The result was
meeting the interests of two out of
the three key stakeholders, in a polit-
ical and social environment where
two out of three is not enough.

The successes of managed care
antagonized physicians, because
those successes largely came out of

the revenues and sense of authority
that physicians traditionally held.
Because physicians, in aggregate,
were seen as largely responsible for
the problems of rapidly escalating
costs, reigning in those costs was
the dirty job that managed care
was asked to do. The public rela-
tions problem that ensues is that,
in general, when doing a dirty job,
it is hard to be successful and pop-
ular at the same time.

In an article reporting on Aetna’s
transformation into a health insur-
ance company, The Wall Street

Journal quoted William Hardcastle,
the general surgeon in Decatur,
Georgia, in 2001, who stated,
“Aetna acts like we’re a bunch of
liars.” Comments like these exem-
plify the general antagonism and
distrust between health insurance
companies and individual provi-
ders. As Aetna’s chairman of the
time stated in the same article,
“There is no business plan in the
world that succeeds by making
customers angry.” Although he
might have been referring to plan
members—the patients—as the
customers, the statement is equally
valid if one also considers network
physicians as the customers of the
organization. Whether or not one
considers network physicians as in
some sense one’s customers (as I
do), there is also no business plan
in the world that succeeds by mak-
ing its vendors angry. Creating
antagonism in the supply chain is
not a particularly good business
strategy either.

Physicians collectively may have
little hold on public opinion, but
individual physicians have a pow-
erful hold on the opinions of their
individual patients. As physicians
began to help their patients under-
stand how managed care got
inside their relationship, the result
was a major public relations prob-
lem for the industry as well as
continued disenfranchisement of
physicians.

QUALITY OF CARE OR
COST-CONTAINMENT?

Blaming rising costs on techno-
logic innovation and physicians’
use of that innovation, however,
ignores a broader social picture.
Technologic advance in healthcare
is not bad in itself, but it does tend
to be expensive. Many people like
to point to graphs that show the
exponential rise in healthcare costs
over time and complain that the
rate of increase far outstrips gener-
al price inflation for other goods

and services. Those statements are
misleading. Although it is true that
the rate of increase in healthcare
costs is higher than in other seg-
ments of the economy, in health-
care, the product or service at the
beginning of those curves is entire-
ly different from the product or
service at the end of the curve.

As a general internist, the com-
mon conditions I treat are dia-
betes, hypertension, hyperlipidemia,
depression, arthritis, chronic ob-
structive pulmonary disease, coro-
nary artery disease, congestive heart
failure, and peptic ulcer disease.
There is not a single one of these
conditions that I treat today the
same way I treated it when I
graduated from medical school in
1984, and in every single case I
do it better today than I did then.
Much of that innovation in med-
icine is attributable to the phar-
maceutical industry, but some of
it is attributable to minimally
invasive surgery or advances in
imaging or other technologies.
These technologic advances that
enhance quality cost money. We
all like those quality improve-
ments, but we also have to pay
for them.

WHEN SOMEONE SAYS,
“IT’S NOT ABOUT
THE MONEY,” IT’S
ABOUT THE MONEY

Indeed, one of the reactions of the
managed care industry to its public
relations problem has been to try
to shift attention from the cost-con-
tainment arena to the quality-
enhancement arena. The Institute of
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Medicine reports that “quality of
care is the problem, not managed
care.” Statements like these have
the appeal that they focus attention
on the goal of quality enhance-
ment—a goal presumably we all
share. But does this message speak
to the perceptions of practicing
physicians, or reflect the tensions
that practicing physicians face?

This challenge is particularly
keen for medical directors who
find themselves in the middle—
caught between the corporate world
of the health insurance industry in
which they are employed, and the
clinical world they left behind—the
world of their network physicians.
Medical directors’ ability to demon-
strate value to the corporate lead-
ers of their plans requires that they
assume a language, a culture, and
a set of values understood by the
chief executive officer and chief
financial officer. Even when talk-
ing about clinical issues, they need
to frame those discussions in the
language of “return on invest-
ment.” Without that orientation,
they can be seen as part of “the
problem,” in the same way that
physicians generally have been
seen as “the problem” with rising
healthcare costs.

But medical directors also work
with their network physicians.
When medical directors work with
this audience, even if their words
and their actions are all about
enhancing clinical quality, those
words and those actions can be
misperceived as serving a different
goal. Indeed, the network pro-
viders do not necessarily perceive
their medical directors as fellow
physicians. Instead, they are per-
ceived as inseparable from the prin-
ciples and culture of the health
insurance industry they are seen to
represent. Even when medical
directors articulate well-meaning
attempts to enhance quality, the
context of those messages affects
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their interpretation. When medical
directors are seen as “suits” and
not as fellow physicians, their gen-
uine efforts to improve quality can
easily be interpreted by the net-
work physicians as disguised efforts
to contain costs. 

Despite skills and experiences
that should allow managed care
medical directors the ability to
walk among their corporate and
their clinical colleagues, their
position between these two cul-
tures has the potential to alienate
them from both sides.

THE MEDICAL
DIRECTOR’S DILEMMA

Medical directors live in this
middle world between the culture
and goals of business and the cul-
ture and goals of patient care. The
former perceives societal interests
of cost-containment, efficiency,
and quality health outcomes for a
population. The latter sees indi-
vidual patients, one by one, and
their unique interests. The tension
between the interests of groups
and the interests of the individuals
within those groups is timeless
and irreconcilable.

And as timeless and irreconcil-
able as these tensions are, they are
tensions of strategy and goals.
How much emphasis to place on
the interests of individual patients
versus the interests of a portfolio
of the plan members or the
trustees or stockholders of that
health plan is ultimately a strate-
gic question, and a question of
goals. As challenging as those
questions are, they are far simpler
than the other tension that med-
ical directors face, which is the
tension of culture. Are medical

directors business people in a
medical world, physicians in a
business world, or some sort of
hybrid? The adage in management,

“culture eats strategy,” applies here:
The culture of healthcare in the
United States is different from the
culture of business in the country.
Although this statement may be
oversimplified, much of our cur-
rent situation is captured in it.

If the way medical directors
add value to an organization is
by serving as an interface—by
functioning in the middle of two
cultures with otherwise irrecon-
cilable differences—can they real-
ly succeed? Medical directors are
essential, but they need to
improve their relationships with
network providers, they need to
demonstrate that they can really
enhance clinical quality, and they
need to reposition themselves
within their organizations to
improve their effectiveness, their
recognition, and their professional
advancement. n
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