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Foreword

The authors believe that the future vitality and effectiveness
of hospitals, the Blue Cross organization and, in fact, the
entire range of health care service activities in the United
States will be greatly influenced by the relationship between
hospitals and Blue Cross Plans during the decade ahead. In
particular, the balance between governmental and non-
governmental decision-making in health services will largely
reflect the extent to which hospital-Blue Cross Plan rela-
tionships serve the community interest. Constructive inter-
action by Blue Cross Plans and individual hospitals in re-
sponse to public pressure for ¢cost containment, reform and
increased effectiveness of medical care will be crucial.

The basic facts are that Blue Cross Plans have contracts
with almost all hospitais; that over 90 percent of the nation’s
hospitals selected Blue Cross Plans as the Medicare inter-
mediary; that over 20 billion dollars flows annually between
Blue Cross Plans and hospitals (weli over halif the total in-
come of community hospitals); and finally, that these re-
lationships are ail subject to governmental regulation, in-
spection, public hearings and approval. This report does not
question whether there should be a hospitail-Blue Cross
Plan relationship. Rather it concentrates on how to increase
its value in order that both can operate more efficiently and
more effectively, thereby providing quality services to their
patients, subscribers and communities at a lower cost than
might otherwise obtain.

Some readers will be disappointed that this report does
not attempt to provide answers to some of the difficult sub-
stantive questions at issue between Blue Cross Plans and
hospitals, such as:

-What are the best tools available to Blue Cross Plans in

helping hospitals to control costs?

-Has the Biue Cross organization done enough in provid-

ing ambulatory care and other alternative benefits?

-Is differential payment justified?

-How should Blue Cross Plans pay hospitals?

-Should Blue Cross Plans move strongly to deductibles

and co-insurance to control costs and utilization?

-What shouid be the Blue Cross organization role under

National Health Insurance?

These issues are of crucial importance and, while we do
have views, for the most part we do not discuss them in this
report. Our study concentrates on defining the framework
and processes of Blue Cross Plan-hospital interactions in
which substantive issues can be addressed most construc-
tively.




The goals of the study were to:

1. Analyze the current status of hospital-Blue Cross Plan
relationships locally and nationally.

2. ldentify the external forces at work in the next decade
and project how they will influence the content and
nature of the relationship.

3. Suggest specific steps that the Blue Cross Associa-
tion and individual Plans should take to improve the
eftectiveness of their relationships with hospitals in
serving the public.

We knew from the beginning that no simple universal pre-
scriptions are available to strengthen hospital-Blue Cross
Plan relationships throughout the country. Hospitals and
Blue Cross Plans and their relationships vary widely across
the nation in many important respects, especially as they re-
late to physicians, Blue Shield and government. Throughout
our work, we became ever more aware of this wide diversity,
and of the strengths as well as the weaknesses associated
with it. We attempt to identify common themes and mecha-
nisms that can be adapted to fit a variety of local situations.

The entire study had to be completed in a few months be-
cause of other commitments of the authors. All of the work
{involving visits to ten Blue Cross Plan areas, review of de-
tailed information requested from all Plans, many sessions
at the Blue Cross Asscociation and the American Hospital
Association and review of their files, and many interviews
with knowledgeable people in government, academia and
public life) took place during the first six months of 1976.

In focusing sharply on Blue Cross Plan-hospital relation-
ships, we necessarily neglected other important relation-
ships that should be examined in detail to give a complete
picture of the potential value of the interaction of Blue Cross
Plans and hospitals. Of special importance is the potential
for joint action by Blue Cross and Blue Shield Plans in work-
ing with hospitals and physicians in a variety of medical
staff and other professicnal settings. We also would have
liked to examine in more detail the interaction of such pro-
grams as Medicare with the Blue Cross Plan-hospital rela-
tionship.

The report is not a piece of research, or even an example
of disciplined gathering and organizing of systematic infor-
mation. Rather, it takes the form of a consultant’s report,
providing impressions, insights and judgment. We hope
that this report will stimulate a wide variety of more scientif-
ic studies.
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final product.
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I.  The Hospital-Blue Cross Plan Relationship:
The Options

A special relationship with hospitals is one of the important
characteristics of a Blue Cross Plan. From the beginning, a
contract between the parties reflected a common commit-
ment to more accessible community hospital service at
monthly premiums that the public could afford. Nationally
and in many Plan areas, a variety of forces is currently exert-
ing strong pressures on this relationship. Rising hospital
costs, increased federal and state governmental responsi-
bilities for financing and regulation of hospital care and
concern about the impact of “third party” payments on man-
agerial efficiency or quality of care have all led to question-
ing—within the Biue Cross organization, among hospitals
and by the public—the effectiveness of the relationship.

Some hospital spokesmen see the relationship in terms of
imposition of rigid and unfair fiscal limitations which threat-
en standards of patient service and managerial flexibility.
Some public spokesmen see the refationship in terms of a
“coziness” that interferes with a disciplined buyer-setler in-
teraction. The capacity of the relationship to serve the broad
public interest is not as clearly articulated or understood as
in the past.

Any Blue Cross Plan-hospital relationship can be viewed
as having two basic dimensions reflecting the extent to
which the parties are (1) getting along and (2) getting some-
thing accomplished in the public interest. The fundamental
concern of this report is with the second dimension. Bene-
fits of an improved relationship between hospitals and Blue
Cross Plans should accrue to patients, to subscribers and to
the communities served.

Currently, these two dimensions are not necessarily re-
lated in any simple way; all possible configurations are
found among the 69 Plans, and within each Plan in its rela-
tionships with individual hospitais.

Although little of value is usually accomplished among
parties which do not get along, there are important excep-
tions in some Plan areas. By the same token, in some areas
where parties do get along well, clear-cut benefits to pa-
tients and subscribers are not easily identified. Assessment
of the capacity of a Blue Cross Plan-hospital relationship to
respond responsibly to a wide variety of community, public,
professional and institutional demands involves careful ex-




amination of both dimensions of the relationship. Accord-
ingly, the concern of this report is with the full range of Blue
Cross Plan interactions with individual hospitals, rather
than with the hospital contract, reimbursement, the activi-
ties of the provider relations staff or any other specitic facet.

Throughout, the fundamental search was for answers to
this question: How can the Blue Cross Plan-hospital rela-
tionship be shaped to contribute to more efficient and effec-
tive heaith care service to the public during a period of
strong pressures to contain rising costs and to reform the
health care system?

Blue Cross Plan-hospital relationships are extremely
complex. The relationship in fact encompasses uncounted
millions of interactions related to a majority of all hospital
patients. Thousands of Blue Cross Plan and hospital em-
ployees at various levels work with each other on money and
data flow; budget, rate and utilization review; health
planning; and many other functions. The relationship varies
widely—as Plans and hospitals and their community
settings vary.

In general, an individual Blue Cross Plan’s approach to its
hospital relationship over the years has been determined by
the Plan’s primary emphasis on eliminating financial uncer-
tainty associated with hospital service. In an earlier period,
when Blue Cross Plans were attracting initial subscribers to
a new idea, hospital relationships were secondary to mar-
keting efforts, reflecting a visible community partnership
committed to low premiums and easy access to hospital
care. Later, as volume increased, as hospital costs rose, as
technological gains proliferated and were absorbed, and as
commercial competition exerted strong pressure, emphasis
shifted to improved efficiency of processing claims and
more businesslike hospital relationships.

Currently, with government moving to mandate universal
entitlement to health insurance benefits and with strong
public pressure for hospital cost containment, some Plans
find themselves in adversary relationships with some hospi-
tals. Some Plans are working closely with individuai hospi-
tals in joint innovative programs to contain hospital costs.
Pressures and priorities are changing and are affecting Blue
Cross Plan-hospital relationships.

But few Plans have as yet systematically reassessed the
goals and objectives of their hospital relationships to de-
velop a coordinated program in response to new forces and
new public requirements.




The current importance of the Blue Cross Plan-hospital
relationship lies in its great potential to respond construc-
tively to pressures for change in the health care system.
Public spokesmen are insisting on reform to control costs,
eliminate or upgrade substandard quality service, broaden
access to primary care, harness technology, avoid unneces-
sary duplication of services and advance health mainten-
ance through alternative delivery systems and health educa-
tion programs.

Unfortunately, there are still few tested and proven practi-
cal techniques to achieve these important objectives any-
where in the world. There are no easy answers available to
government, Blue Cross Plans or hospitals. Complex
changes in the behavior of professionals, patients and the
public are involved. Any change imposed on health care in-
stitutions, with strong built-in resistance to disturbance of
long-standing professional working relationships, runs the
risks of unexpected side effects. At the same time, much
can be accomplished by testing and demonstrating the
value of new approaches in appropriate hospital settings.
Blue Cross Plans have a unigue capacity to work with indivi-
dual hospitals, and should, in conjunction with Blue Shield,
help to bring about productive change during this complex
period in health service history. The disciplined public ser-
vice orientation that such Blue Cross Plan-hospital interac-
tion requires can influence the nation in its search for an ef-
fective balance of voluntary and government responsibilities
in the U.S. health care system which is emerging.

For an individual Blue Cross Plan, organizing hospital re-
lationships to help in improving community health service
effectiveness requires a strategy that reflects understanding
of the wide variation in hospitals. The typical Plan works
with about 50 to 75 hospitals that vary widely not only in
size and scope of service programs, communities served
and physical facilities, but also in governance capability,
managerial and financial resources, involvement of physi-
cians in management and capacity to innovate. Common ex-
ploration of the public interest by a Blue Cross Plan and in-
dividual hospitals can lead to a variety of working arrange-
ments.

Three Basic Options. In relating to an individual hospital, a
Blue Cross Plan appears to have three basic options,
depending upon its own capabilities, characteristics of the
individual hospital and the community setting and external
forces impacting on the hospital and the Plan.




1. A primary focus on systems efficiency, so that the
Blue Cross Plan can keep its own operating costs down,
provide prompt and accurate claims processing services to
the participating hospital and the subscribers it serves, and
be competitive. Systems efficiency must be a key element
of any Blue Cross Plan-hospital relationship, without which
little more can be expected. This approach is necessary but
not sufficient to meet the challenges that lie ahead.

Improvement in basic processing systems may be all that
is currently possible with hospitals which are not yet pre-
pared to face up — with their medical staffs — to the
realities of increasing public pressures for reform and to the
continuing erosion of institutional self-determination that is
the inevitable consequence of insensitivity to the public.
With such hospitals, Biue Cross can only focus on
increased efficiency of mechanical systems while it seeks
some basis for more dynamic interaction in the future.

In other hospital situations, a basic systems efficiency
approach may be all that is immediately achievable because
the hospital management team — often in a key hospital
with demonstrated interest in new directions — lacks confi-
dence in the Plan’s capability to interact in terms of heaith
care services innovation. Some Blue Cross Plans lack
trained personnel with sufficient understanding of the
health care setting to be able to participate effectively in
working out extremely sensitive institutional and profes-
sional change processes.

Efforts to go beyond a systems relationship in the ab-
sence of mutual confidence between the Plan and the hos-
pital is likely to result only in friction, tension and lack of re-
sults for any investment involved.

2. A primary focus on an interdependent relationship,
recognizing that the Blue Cross Plan must represent con-
sumer-subscribers, but can do so best when it is able to
work constructively with a community-focused hospital in
common efforts to balance cost containment, quality and
access issues in the broad public interest.

With such hospitals, Blue Cross Plans can strengthen
and expand mutually supportive activities, and increase
their visibility in the community. In developing this ap-
proach with an individual hospital, the Blue Cross Plan will
build on its own systems capacity, hospital management
expertise and Blue Shield relationships to help hospital
management and medical staff leadership to attack cost
containment problems and other hospital effectiveness
issues vigorously and constructively in the public interest,
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3. A primary focus on a “get tough” adversary relation-
ship with any hospital providers which are aggressively
resisting public pressures for reform. In some Plan areas,
the adversary posture of some hospitals permits no other
option for a Blue Cross Plan with commitment to the public
interest. Some insurance commissioners, various unions
and large corporations are highly concerned about the cost
of health fringe benefits; they expect Blue Cross Plans to
face up to any hospitals which want to explain away rising
costs rather than attack real problems.

With “adversary” hospitals, a Blue Cross Plan has little al-
ternative but to negotiate more strongly at arm’s length and
demand improved performance. Sensitivity to individual
hospital problems, implicit in the interdependent Blue
Cross Plan relationship, is not productive in relations with
such hospitals. In fairness to their miilions of subscribers,
Blue Cross Plans must demand performance. As hospital
performance standards are tightented, some of these hospi-
tals may be expected to shift to non-participating status.

No One Option Fits All Situations. To be effective, an indi-
vidual Plan’s approach to its hospital relationships cannot
be based on exclusive commitment to any one of these three
options, by itself. The first option, the systems approach, is
superficially attractive because it correctly stresses the im-
portance of efficient service elements which are basic to any
Blue Cross Plan role and can avoid much tension and
friction with hospitals. Each of the three options must in-
volve efficient systems, but this approach, by itself, is not
sufficient because it ignores the opportunities inherent in
the wide diversity of hospitat and physician responsiveness
to public pressures. Given the magnitude of current health
care service problems, an agency with only a systems su-
periority has a weak claim to continued existence.

The second option, the interdependent approach, also
cannot be effective if applied to all hospitals. This approach
requires a degree of responsiveness on the part of the relat-
ing hospital that cannot be expected across-the-board in the
foreseeable future.

The third option, the adversary approach, is also not fea-
sible in relation to all hospitals. A Blue Cross Plan can no
longer be partners with all hospitals, especially those with
no visible dedication to the public interest. But little innova-
tion will come from hostile relations with all. Such an ap-
proach assumes that the Bluegross Plan has public support
and that hospitals do not; in fact, Blue Cross Plans do not




have a monopoly in the pursuit of the public interest. There -
are outstanding examptes of public-spirited trustees and
hospita!l executives working hard to control costs, support
community planning, improve utilization and test alternate
delivery systems. Furthermore, despite clear evidence of
consumer dissatisfaction, subscribers and public agencies
at the local level are not united in any determination to
achieve massive reform of hospital service; often quite the
reverse is true when parochial interests are involved. Con-
frontation between “bad” institutions and “good” consum-
ers most frequently reflects an oversimplified view of a com-
plex situation.

Matching Options and Hospitals. These three options sug-
gest vastly different behavior patterns for a Biue Cross Plan.
Some Blue Cross Plans appear to have already made the
choice, consciously or not, and are already foilowing one or
another of the three options outlined above — not always
adequately tuned to the realities at each hospital. Each Blue
Cross Plan should be prepared to exercise all three options
in relating to different hospitals at different times. The key
guestion is not “Which option?” but “Which option for
which hospital at this stage of development?”.

Different Blue Cross Plans can expect to have different
mixes of hospitals in the three options, depending on the
characteristics of (1) each hospital’s leadership and medical
staff, (2) the community served and (3) the capabllities of
the Plan. Each Plan should strengthen its capacity to pursue
each of the three options effectively at the same time and to
make wise decisions in matching options and hospitals.

Nevertheless, Blue Cross Plans should have a preference
for one of the three options which Plan spokesmen can ar-
ticulate, and which consumers, the public and hospitals can
identify as inherent in Blue Cross Plan-hospital relation-
ships throughout the country.

Movement Toward More Interdependent Relationships.
The thrust of this report is that each Blue Cross Plan
develop the second option, the interdependent approach,
with as many hospitals as possible. In some Plan areas, this
might involve only a handful of hospitals at first. In other
Plan areas, a much larger number of hospitals might re-
spond more quickly.

Relations with most other hospitals can reflect the first
option, an increasingly disciplined “systems efficiency” ap-
proach. With some hospitals, when necessary, the Plan
must be prepared to adopt the third option, the adversary
approach.
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Adopting the second approach as the goal — broader in-
teraction with hospitals based on interdependent respon-
siveness to community interest — has much to commend it
to Blue Cross Plans, hospitals and the public. The relation-
ship between Blue Cross Plans and hospitals is the main in-
terface between money and health programs in the U.S.,
and effective interaction between money and programs is
the key to solution of the nation’s health care problems. The
hospital-Blue Cross Plan relationship has accomplished
much and is in place to be built upon; society does not have
to create some new instrument for the purpose. Blue Cross
Plan computer and data systems and skilled hospital rela-
tions staff form an essential base for a more dynamic rela-
tionship that can infiluence cost, access, quality and pro-
ductivity of health care services. Many Blue Cross Plan offi-
cials have understanding of hospital problems and how they
can be solved, and confidence of hospital officials and pub-
lic representatives. Only 69 Plans are involved; much good
leadership exists; and much strength is present. Each Plan
can proceed at its own pace with each hospltal, reflecting
the degree of innovation, tension and competence in the
local culture. Each Plan should accept the challenge, but all
do not have to be leaders for national impact to be demon-
strated.

Working together on an interdependent basis, a Blue
Cross Plan and individual hospitals dedicated to the public
interest can provide local demonstrations of a new approach
to health care cost containment and reform that can enrich
national public policy debates and suggest a new balance of
constructive voluntary-public sector interaction at national,
state and community levels.

Interdependent action between Blue Cross Plans and hos-
pitais in the public interest cannot, of course, solve all of
the problems acting in isolation from other national and
community forces. Health Systems Agencies, PSROs,
HMOs, Blue Shield Plans, hospital associations, state regu-
latory agencies and a host of other public, private and vol-
untary organizations have key roles to play in health care re-
form. All other forces for change will be handicapped in
achieving results in the absence of interdependent Blue
Cross Plan-hospita! relationships, energetically supporting
and underpinning their efforts. Any realistic approach must
recognize that hospitals are where the action is — the pro-
fessionals, the support personnel, the patients, the faclli-
ties, the money flow, traditional community leadership and
emerging new community forces. Reform requires behav-
ioral changes in this institutional setting.
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Envisioned here is a true intermediary role for the Blue
Cross organization: working with committed hospitals, con-
sumers and government in the public interest, helping each
to understand the other and maintaining confidence and ef-
fective communications with each. Is this possible or is
there a conflict of interest? Many suggest that a Blue Cross
Plan must decide whether it is provider or consumer orient-
ed and believe it cannot be both. This is a wrong formula-
tion of the problem; it is inherent in the Biue Cross concept
to maintain strong bonds with the public and with public-
spirited professionals and officials in hospitals as well. This
has always been a keystone of Blue Cross philosophy and
practice, and can be adapted to solve current problems.

The interdependent approach envisioned here rests on the
belief that a Blue Cross Plan and a hospital ¢an find much
common interest in working together energetically to serve
the community. However, there will inevitably be instances
of conflict and friction. Blue Cross Plans will tend to be ad-
vocates for the well population and the entire community,
whereas hospitals will quite appropriately focus on the
needs of sick patients. Total agreement is not seen; there
will be disputes with individual institutions at various times.
However, the imperatives of providing consumers with qua-
lity care at reasonable cost with little paperwork through
service benefits require constant interactions, effective
working relationships and tested mechanisms for channell-
ing and resolving conflict constructively.

In the environment of the seventies, a Blue Cross Plan
must represent the consumer interest, but It can best do so
by working closely with any hospitals that wish to identify
with common public interest goals and by influencing all
hospitals to face the realities of public service. The remain-
der of this report will attempt to outline ways that each Blue
Cross Plan can strengthen its capacity to relate to hospitals
in the public interest, develop more of a presence in health
care delivery developments and shift more of its individual
hospital relationships into the interdependent option. New
attitudes and policies are involved, as well as new evalua-
tion techniques, some reorganization and possibly alloca-
tion of more resources to this effort in most Plans. Hospital
associations, Blue Shield, individual hospitals and their
medical staffs as well as consumer and public agencies
must necessarily be deeply involved; maximum success will
depend on a common effort.




IIl. Elements of the Interdependent Blue Cross
Plan-Hospital Relationship

implementation of the interdependent approach will require
that most Blue Cross Plans work at hospital relationships
with renewed intensity. Current capabilities may have to be
increased; new talent and new systems developed. Fre-
quently, some reorganization of internal and external staff
activities will be called for. The Plan’s conception of its role
in the community will typically be enlarged to encompass
| new programs aimed at aiding and influencing hospitals and
] their medical staffs wherever possible. Greater involvement
o with Blue Shield and other professional and public agencies
| will almost certainly occur. New ideas must be developed,
‘ tested and implemented.

This chapter attempts to lay out a structured framework
for analysis of all facets of a Plan’s hospital relationships,
with special emphasis on transitional steps in moving
toward a larger number of interdependent hospital relation-
ships.

The heart of the relationship lies at the level of the Blue
Cross Plan working with the individual hospital on a day-to-
day basis in common service to the public. A well planned
program, involving the following ten elements, should be
productive:

Candor and credibility.

Interaction mechanisms.

Common philosophic framework.

Plan performance.

Hospital performance.

Joint programs.

Blue Cross Plan organization of its hospital relation-
ship.

H':')ispital organization of its Blue Cross Plan relation-
ship.

Blue Cross Plan involvement with agencies impacting
on hospitals.

10. Visibility.

Candor and Credibllity. A sense of mutual candor and credi-
bllity is certainly a key to an effectlve interdependent rela-
tionship. Unless there is a sense of understanding of and
responsiveness to the other party’s problems and pressures,
the relationship is likely to be unproductive and probably
‘ harmful to the effort of both hospitals and Blue Cross Plans
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