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Abstract This essay examines the impact of the imposition of busi-
nesses techniques, in particular, those associated with Total Quality
Management, on the relationships of important components of the
health care delivery system, includir\g payers, managed care organi-
zations, institutional and individual providers, enrollees, and patients.
It examines structural anomalies within the delivery system and con-
cludes that the use of Total Quality Management techniques within
the health care system cannot prevent the shift of attention of other
connponents away from the enrollee and the patient, and may even
contribute to it It speculates that the organization ethics process
may serve as a quality control mechanism to prevent this shift and so
help eliminate some of the ethically problematic processes and out-
comes within the health care delivery system

1. Introduction

The health care system in the United States has undergone radical changes in
the last two decades. Many elements of this complex system are in transi-

tion, including the locus of decision making, the objectives or goals of the
system, and to some extent, even the ordering of its priorities. Some of these
changes have confused and angered many health professionals, as well as a
large proportion of the general public.'~.s Health care has always been a busi-
ness, and has been acknowledged to be such; but with recent moves to a more
integrated system and with the addition of new players in various forms of man-
aged care organizations (MCOs), the model of what kind of business health care
is has undergone a transformation as well.

At mid-twentieth-century, medicine was primarily in the hands of an alliance
of professionals whose business model resembled that of the small businessman.
Physicians established relationships with individuals seeking medical care, and
mediated their relations with hospitals, Pharmaceuticals, medical technologies,
and other professional groups. Now, provision of health care is less like an inde-
pendent small business and more like big business, with integration of producers
and suppliers, increased emphasis on volume and efficiency, and the introduc-
tion of different business strategies. But some of the preconditions for the
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success of newer business strategies are lacking in the area of medicine, lead-
ing to confusion and widespread dissatisfaction. In this paper we focus quite
specifically on the structural presumptions of one well-established and demon-
strahly effective industrial business strategy^—Total Quality Management
(TQM)—and explore reasons for its relatively modest successes in health care,
despite persistent and widespread efforts to implement it.

From the standpoint of forces working for health care reform in the early
1990s, the quality of the medical care available in the health care system of the
United States was unproblematic, but the cost of health care to the society was
deemed excessive. It was the cost of health care that was the focus of attention,
and it was high and increasing. Discussion at that time focused on ovemtilization,
waste and inefficiency, as well as on troubling questions of access, which has
since then virtually disappeared from the discussion. As a result of the shift in
the subsequent decade from a professional to a market model, managed care
has become the dominant model for health care delivery in the United States,^
challenging, and to a large extent replacing, the model of the freestanding indi-
vidual physician. In order to be a responsible, effective, and profitable
component of the health care system, a managed care organization must deliver
to those populations for which it is paid to be responsible a high quality of
health care for a reasonable cost.̂  ̂ '̂ -̂  Thus, the MCO has assumed the obliga-
tion to balance cost and quality in the delivery of care.

As part of the reaction to escalating health care costs, cost management by
some MCOs has proceeded on the assumption, widely accepted by the indus-
trial business community, that constant or incremental improvement in the
processes of production could contribute significantly to controlling health care
costs without a reduction in the quality of the health care delivered to individu-
als. Toward this end, MCOs have applied some mechanisms associated with
businesses in other areas of the economy to health care. We examine the rela-
tionships between several components of the health care delivery system and
look at the effects of these mechanisms on the contemporary system.

The components of the health care delivery system that we are most con-
cerned with are the payers for health care products and plans (employers and
the government, wbicb is also a payer of health care plans through its role as an
employer and through programs like Medicare and Medicaid), the MCO, indi-
vidual health care providers, health care organizations (HCOs), and the enrollee/
patient. We map the mechanisms associated with TQM on these components
and view the results from the perspective of the enrollees (some subset of whom
are patients), and from the perspective of the individual patient. We conclude
that because of some structural anomalies of the health care system, the use of
TQM techniques within the health care system cannot prevent the shift of atten-
tion of other components away from the enrollee and the patient, and may even
contribute to it. If quality mostly turns out to be quality based on payer priori-
ties, rather than quality according to patient criteria, to an unacceptable extent,
the voice of the enroUee/patient vanishes from the formulation of quality in
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the health care delivery system. Further, if business mechanisms interfere with
provider judgment, they interfere with patient trust, with provider morale, and
with the implicit rationale of medical practice. Business practices that are justi-
fied on the ethical premises of MCOs can have seriously negative ethical
implications for other components of the system of which they have become a
part, components vdth different responsibilities.

The MCO is responsible to the larger society, for which it has undertaken to
constrain costs, but also to the patient for whom care is delivered, and to the
providers being reimbursed for delivering that care. The obligations to the pro-
viders are direct and contractual. The obligations to the patients are indirect,
but no less important from the standpoint of the health care system as a whole.
If its role as intermediary between the payers and the providers of health care
cannot adequately take into consideration the quality of the care delivered to
patients, then this is a serious probleiTi for the MCO, If it is true that the imple-
mentation of business mechanisms forces attention away from the patient, it
becomes important to introduce strategies and mechanisms that encourage the
system to reconsider the expectations of the enrollee/patient within a new para-
digm. We conclude this essay with a discussion of health care organization ethics
and its potential to address this challenge.

2. Total Quality Management

A key assumption of modern industries is that by improving efficiency, cost
savings can be made without sacrificing quality. This argument uses a business
strategy made popular by W. Deming called "Total Quality Management,"'" The
idea of TQM and associated continuous quality improvement and quality con-
trol mechanisms swept through corporate America in the early and mid-1980s.
TQM and its associated techniques were wholeheartedly adapted by industries
still reeling from the sharp recession of the early 19B0s and endeavoring to find
sustainable competitive advantages.

The idea behind Total Quality Management and its associated technique. Con-
tinuous Quality Improvement (CQI), is conceptually simple. If producers critically
examine their processes of manufacturing or service they can find ways of incre-
mentally improving them. Some of these improvements could occur by eliminating
duplicate or wasteful processes. Identifying and eliminating processing mistakes
as early as possible improves processes, as does focusing on the raw materials
used in production to weed out unacceptable material before it enters the produc-
tion stream. Improvements could be made by eliminating variations in the
production of goods and services. These techniques require standards (bench-
marks) of quality if they are to be used, so that defects, redundancy, and variability
can be identified and so eliminated. It is worth noting that these techniques were
not designed to be flexible in their implementation. On the contrar\'—it is their
rigidity that has made them so effective in industries using repetitive or auto-
mated processes like the electronic, automoiive. and banking industries."
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The goal of these techniques is to improve the production processes. But in
the traditional market model, and thus in the TQM model, it is the customer who
is the final arbiter of the quality of the product, and it is the expectations the
customer has about the product that the producer is trying to meet or exceed.'^
The decision of a customer to purchase a product is based on her expectations
of it. These expectations will always be some function of the price of the prod-
uct. Thus, perceived quality is achieved when the expectations the customer
has about a particular product are either met or surpassed. If the producer is
able to improve production processes, and still produce a product of similar
grade or conformance to the same standards, savings are generated. These sav-
ings can be passed along to the customer by either lowering the price or
improving its grade. Customer expectations of the quality of the product or ser-
vice are met or surpassed because either a lower price is associated with the
same product, or a better product is associated with the same price. The market
can accommodate to, and reflect fairly, variations in the grade or conformance
of the product when the customer of the product is also the payer for that product.
In short, in the TQM model, producers determine the grade of or conformance to
standards of a product, hut quality is determined by the expectations of custom-
ers for that product. Producers try to satisfy these expectations in order to keep
customers loyal and to increase market share. These expectations are a function
of past experience or future expectations, but when acted on by informed cus-
tomers with control over their purchases, these expectations can be reflected in
the price of the product,

TQM and CQI have been given credit for improving the efficiency and ef-
fectiveness of a variety of businesses in a number of economic sectors. When
market model business strategies hegan to have an impact upon health care de-
livery in the last decades of the twentieth century with the introduction of
managed care, some theorists and policy makers began to look to TQM/CQI as
another possible strategy for the health care industry. Because of its focus on
quality as well as cost, it was hoped that the introduction of TQM could mini-
mize the impact of cost containment on quality of care.

TQM and the New Health Care Industry

Even before the current wide acceptance of a market model for health care
delivery in the United States, a number of physician/executives (such as
Batalden, Berwick, and Blumenthal) had been exposed to the idea of TQM by
attending seminars offered by W. Edwards Deming in the mid- to late 1980s,
and had seen its possibilities for improving the quality of health care. As the
managed care revolution took hold, some of those individuals were in a posi-
tion to influence important oversight agencies to emphasize quality of care.
Some became leaders within such accrediting agencies as tbe Joint Commission
of Accreditation of Healthcare Organizations and the National Committee on
Quality Assurance, and were influential in incorporating the substance of the
message of CQI into the accrediting approach of such organizations.^^
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The Joint Commission of Accreditation of Healthcare Organizations (JCAHO)
evaluates and accredits more than 19.000 health care organizations in the United
States, including hospitals, health care networks, managed care organizations,
and health care organizations that provide home care, long-term care, behav-
ioral health care, laboratory, and ambulatory care services. Accreditation from
the Joint Commission is required for Medicare and Medicaid reimbursement.
Not surprisingly, therefore, most health care organizations and many managed
care organizations are accredited by JCAHO. The Commission adopted the theory
of Continuous Quality Improvement in the late 1980s and early 1990s, and has
worked since that time to align its accrediting process with CQI theory and prac-
tice. •+In 1992, JCAHO introduced a requirement that those organizations it
accredits show visible evidence of commitment to improving quality of health
care through continuous quality improvement programs.i^i6. i?

Efforts have also been made to introduce TQM to managed care organiza-
tions. The National Committee on Quality Assurance (NCQA) is an independent,
non-profit organization whose mission is to evaluate and report on the quality
of the nation's managed care organizations so that purchasers of managed care
products, particularly large employers, can make more informed choices about
the plans they purchase. The HEDIS dataset developed by NCQA is an attempt
to encourage employers to use quality of care as a criterion in purchasing—that
IS, to have and apply data that correlates the cost of a plan with its quality.^^
NCQA reports that more than three-quarters of Americans enrolled m HMOs
are in plans that have been reviewed by NCQA.'^ NCQA sees the promotion of
quality improvement as an integral part of its mission—a managed care organi-
zation will not be accredited by the NCQA without a commitment to quality
improvement,"0 Because employers played a vital role in creating NCQA and
some similar organizations, it is possible that the TQM influence resulted as
much from the experience of these companies with TQM in their own work-
places as from any understanding of how it could be applied in health care.^'

Despite the efforts of industry leaders, there seems to be a wide consensus
that TQM has not achieved the results envisioned by its early advocates.-^ Vari-
ous explanations have been offered, including physician resistance to the
approach and persistence of more traditional management approaches.-^ We
suggest, however, that insufficient attention has been paid to the structural
anomalies of the health care market that make the application of TQM approaches
counterproductive, producing ethical tensions in the system that offset some of
the advantages which might be expected to accrue from the approach, and in some
cases introducing conflicts which stand in the way of quality improvement.

There is an important anomaly in applying TQM to the health care delivery
system. Theories of TQM assume that the payer, the customer, and the consumer
are identical. In the context of traditional businesses in which TQM ai'ose, it is
the customer who is the final arbitrator of the quality of the product, and the
customer is both the payer and the consumer. A customer chooses to purchase a
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product based on her expectations about it and what her priorities are for it. The
customer has the option of prioritizing either quality or cost. Customers dem-
onstrate their preferences by making choices between products.

To our knowledge, TQM theory does not address the difficulties of satisfy-
ing the expectations of two different customer sets with the same product. Within
a TQM model, the customer is identified and profiled so that customer expecta-
tions are known. The producer knows that differing expectations among
customers signals the need for different products—that trying to satisfy the dif-
fering expectations of two customers through a single offering that purports to
satisfy the expectations of both is usually a recipe for disaster. But in health
care in the United States, the payer is not the consumer.^^ The payer and the pa-
tient/enrollee, the actual or potential consumer of the health care delivered, are
distinct groups of MCO stakeholders. Since they are different, they will have dif-
ferent, possibly even incompatible, expectations about the standards to which the
health care services that the MCO has agreed to deliver are expected to conform.

TQM and the MCO

The term "managed care" covers a variety of different models, ranging from
plans like Kaiser Permanente, with a long history of delivering care via propri-
etary facilities and salaried physicians, to plans that "manage" administrative
details alone, subcontracting with providers to actually provide treatments. For
our purposes we are concentrating on the latter model. MCOs provide health
care insurance and arrange for the delivery of a broad range of integrated health
care services for populations of plan enrollees, financing the services prospec-
tively from a predicted, limited budget with the goal of delivering cost-efficient
and high-quality care.-^ The MCO, as we are using the term, contracts with pay-
ers, primarily large employers including the government, and in return for a
pre-set fee, promises to deliver to the population of plan enrollees for whom
payers are responsible a certain set of health care products or services.

If we apply the framework of the TQM model, the MCO structurally occu-
pies the role of the producer of health care services. It is the MCO who promises
the delivery of a certain set of health care services, and does so by choosing,
and contracting with, health care providers and other suppliers of health care
products to make good on that promise. If the MCO is the producer of health
care services, the health care provider is a supplier of the MCO. Producers in
the TQM model insist that their suppliers meet certain standards. This avoids
potential defects in the production process later on. In the same way, the MCO
may insist that its individual health care providers meet certain standards of
knowledge, skill, and judgment in the provision of health care services and that
its institutions possess a certain level of certification. As producer, the MCO,
applying techniques associated with TQM, initiates various strategies to elimi-
nate waste, redundancy, and variability in the health care delivery system.-^
These strategies aim at producing efficiencies and cost savings without sacri-
ficing quality. They include consolidating services, eliminating excess capacity
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and duplicated services, and consolidating purchasing and distribution. Another
important objective is control of clinical variability.-^ Standards are needed to
control variability. If maintaining or improving the health status of their enroU-
ees is the service for which managed care contracts, variability in health
interventions is a "production" problem that needs to be addressed. The MCO
undertakes to accumulate comparative, cumulative, and longitudinal data by
gathering information across delivery sites to track alternative treatments, re-
source use and clinical outcomes. The data gathered can contribute to refining
treatment protocols. Ideally, uniform data allows for comparisons, and stan-
dards can be chosen for variability control in achieving desired outcomes and
so support the promise of the MCO as a device for the continuous and system-
atic improvement in the processes of care.^s. 29

But techniques associated with TQM in other industries have led to some
attempts to control suppliers that are ethically and practically problematic in
the context of health care. Control of clinical variability by the producer, that
is. the MCO, rather than on the level of the supplier, the provider of medical
services, has often proved counterproductive. Attempts on the part of the MCO
to impose their choice of practice guidelines, treatment plans, and similar vari-
ance controls on providers have not been free of conceptual and practical
problems. Medical outcomes are difficult to quantify in some respects. Medical
practice is as much an art as a science, and in any given medical situation there
are likely to be a number of variables that determine the appropriate treatment.
So the usefulness of protocols, practice guidelines, and plans of care may vary
across medical specialty areas and different diagnoses. Variance control mecha-
nisms are most useful when they guide and inform individual caregivers, while
they can be disastrous when they are too rigid or inflexible to accommodate
excellent provider judgment. Certainly, rigidity and inflexibility in their imple-
mentation helps explain provider distrust with guidelines written by so-called
national experts.3"̂ ' Perhaps the most notorious example of producer-level vari-
aDce control was the attempt to limit reimbursement of in-hospital stays of new
mothers to 24 hours—a policy that eventually led to the passage of the New-
borns and Mothers Health Protection Act of 1996.3' One observer, in an article
espousing the idea that good medicine is good business, writes:

Clinical discretion is crucial if phy-icians are to be able to negotiate with
their patients to reach mutually acceptable treatment regimens. If the physi-
cian has little leeway to offer the interventions that would best fit the patient"s
personal values, comfort, and circumstances, then in an important sense.
they do not have a relationship with each other. Rather, they relate to the
intermediary who tells each of them what to do. Furthermore, if the physi-
cian has not authority to negotiate reasonable solutions with the patient,
trust is difficult to develop. Without trust, tiie patient may not only be reluc-
tant to agree to the services he is offered, he may also be suspicious on
occasions when the physician suggests an intervention is necessary.^^
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Good medicine may be good business, but such misapplications of good busi-
ness models to an inappropriate context suggest that good business is not
necessarily good medicine.

Who Is the Customer of the MCO?

In the traditional industries in which TQM has been successfully applied,
the consumer and the payer are identical, and customer power is demonstrated
by the ability to make choices and exit any service relationship deemed unsat-
isfactory. We have suggested that in order to operate as an ethically responsible
component of the health care system, the MCO must balance cost and quality.
Groups occupying different roles in the health care system have differing per-
spectives on what counts as quality, and different criteria for the standards that
the care is expected to meet. If different groups have different expectations,
this bifurcation of the customer set can be expected to create problems for an
MCO attempting to implement TQM to improve its market position. In the anoma-
lous structure of health care, who is the true customer of the MCO?

a. The Enrollee. Is the MCO trying to meet the expectations of its enrollees?
Enrollees expect to be charged a reasonable amount for their health plan when
well, and to receive good quality of care when ill. The obligations of the MCO
to the enrollee are indirect—mediated through the payer, with whom the condi-
tions of plans to be offered are directly negotiated. The priorities of the enrollee
divide situationally between cost and quality. When well, the enrollee, like the
payer, may prioritize cost, but when ill, may be much more critical of elements
of quality that may be invisible to someone not actually receiving health care
services, and may prioritize quality—and quantity—of coverage. This struc-
tural bifurcation of the enrollee into well subscriber and patient utilizer
constitutes an additional complication for the conscientious MCO. Both the
enrollee and the sponsoring payer contribute to the cost of membership in a
given health plan. So both are in some sense customers of the MCO, although
customers in different situations. One customer, the payer, has a wider degree
of choice than the other customer, the enrollee. It is the employer or sponsoring
government agency that decides what range of choice of plans will be available
to the subscribers they sponsor.

Many of the characteristics measured by satisfaction surveys are as little
under the control of the MCO as of the enrollee. Health care plans, for the large
majority of Americans, are available through their employer. As we shall see,
questions of range of choice and variety of coverage are evidenced by numer-
ous surveys to be important to the subscribers to health plans, but are limited by
the options offered by the payer.

Save for the desire for choice and consistency of coverage, it is difficult to
assign fixed expectations to disparate enrollee groups in disparate organiza-
tions—and then try to evaluate overall satisfaction levels. Large organizations
are more inclined to view their employees as long-term resources and so may



TOTAL QUALITY MANAGEMENT 489

take a different approach to purchasing insurance than smaller organizations.^^
EnroUee expectations may vary depending on certain demographic character-
istics—especially level of income. Studies have shown that the upper-income
enrollee expects (and receives) a more comprehensive and flexible health care
plan than the lower-income employee of the same firm.^* Since not all employ-
ees have a choice about their health plan, enrollment itself cannot be read as
endorsement of that plan if it is the only option available. If enrollees are not
well-informed or well-educated about the options involved in plans, they will
often allow their benefits managers to make those decisions for them,^^ but sat-
isfaction studies cannot serve as proxies for expectations in the context of a
poorly informed population. The benefits available to all employees of a given
firm may be based on the preferences of a minority of the employees, often
those with higher salaries.^^ -'̂

Enrollees' expectations, then, are bifurcated by their situation, which alter
the order of their priorities. Their main method of expressing their satisfaction
is choice and exit—the freedom central to the market model of choice of plan
and provider. But that choice is limited, to some extent by their sponsors, and to
some extent by the MCOs with which their sponsors contract. Limited choice
for the enrollee has important consequences. In a managed care environment,
the quality of providers and characteristics of the delivery system are important
at the time of enrollment. If there is limited or no choice, then the enrollee has
no way of showing preferences. The enrollee's voice is effectively silenced,

b. The Payer Payer expectations of the MCO are both more direct and less am-
biguous. They are detailed in the arrangement the payer has with the MCO, The
number of plan options available to the enrollee is a cost-related decision by
the payer. The range of coverage of those plans is also a payer decision; any
employer has the option of seeking out and subsidizing the most expensive and
expansive coverage for all employees, but not surprisingly, not all employers
choose to do so.

Studies have shown that the expectation of choice of health cai'e plan is im-
portant to enroilees.^^ 9̂ j y ^ ^̂  because the choice of health care plan determines
which provider the enrollee will be associated with as well as the level, amount,
and quality of services available to them. These considerations will directly im-
pact continuity of care as well as the quality of care the enrollee receives when
the earollee becomes a patient. But a recent surs'ey of working adults shows that
this value is not widely acknowledged by sponsors of their health plans. The 1997,
Kaiser/Conunonwealth National Health Insurance Survey*" showed that only 2
out of 5 working adults, ages 18 to 64. are offered two or more plans by their
employer. Forty percent of working adults have a choice of only one employer-
provided plan—^generally a managed care plan. The remaining 17 percent of
employees are not offered health insurance at all through their employers. The
report also found that 31 percent of workers have changed plans in the last two
years; of these, SO percent changed plans involuntarily. Other observers have
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confirmed this evidence. One commentator notes that only a minority of the
working-age population effectively control their health care choices. The main
group of employees who still enjoy broad choices are those in the public sector,
through such programs as the Califomia Public Employees' Retirement System
and the Federal Employees Health Benefits Program."*'

Are enrollees satisfied with this state of affairs? The Kaiser/Commonwealth
report concludes that those who are without choices are more dissatisfied with
their health plans, the choice of physicians available to them, and the quality of
care available to them—especially those enrolled in managed care who have no
choice. Specifically, 22 percent of those enrolled in a managed care plan with-
out choice are "somewhat to very dissatisfied" with the plan chosen for them;
18 percent of those enrolled in a managed care plan without choice are "some-
what to very dissatisfied" with the choice of provider offered; and 16 percent of
those enrolled in a managed care plan without choice are "somewhat to very dis-
satisfied" with the care they have received,'*^ If customers are identifiable by their
powers of choice and exit, it is the payer, not the enrollee, who has this power.

Observers of the health care industry know that limited choice on the part of
the enrollee means that market mechanisms cannot force MCO accountability
for quality in a plan."*̂  In an effort to introduce some measure of responsible
purchasing, the NCQA collects data and produces "report cards" that purport to
measure the quality of plans and so allow informed choice among buyers of
health care plans. But Michael H. Bailit, president of Bailit Health Purchasing
in Massachusetts, which assists public agencies, purchasing coalitions, and
employers in the purchase of managed care services, has claimed, "Despite the
great strides made in quality measurement and reporting, purchasers and con-
sumers seldom buy because of quality of care. Instead, purchasing decisions
are based on cost, network size, and administrative convenience."'*'* Further, the
MCO industry knows ±is. High quality of care scores win few if any contracts.
Health plans will continue to make decisions to trade off quality for cost, and the
interests of the public, Bailit suggests, will contintie to suffer unless accountabil-
ity or quality considerations are mandated by federal agencies. As examples, Mr.
Bailit points to Fallon Community Health Plan and Harvard Community Health
Plan, which were recently marked by US News and World Report as the two high-
est quality MCOs in the United States.*= These two health plans have watched
their competitors experience dramatic enrollment growth while they have lagged
behind. As a result they must restructure or else risk bankruptcy.

An industry observer, who believes that the health care is a business and
should be run like other industries, writes:

The managed care industry has developed and installed a pervasive infra-
structure of heavy-handed and cumbersome command and control systems
that manage cost not care. Window dressing about quality and other mar-
keting claims notwithstanding, the primary goal of such systems has been
singular: reduce direct costs associated with medical decision making, re-
gardless of quality, outcomes and even long-run economics,**
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If purchasers are., as Mr. Bailit claims, more focused on the cost of plans
rather than their quality, then the question is whether or not the MCO has re-
sponded to this mandate. If it has, then according to the TQM model, we must
infer that the payer is the MCO's real customer. If this is true, then the MCO will
not consider enrollee expectations or will consider them only secondarily when
formulating the product it will offer the payer.

Has the MCO responded to the mandate of cost control by the payer? We
believe that it has. We have seen new models of managed care, new pricing
structures, and new information technologies as MCOs have sought to restrain
the growth in health care costs in order to price their products competitively to
gain market share through fulfilling the payer mandate for cost control,^^ And
their efforts were at least initially successful. After years of growth, health care's
share of the GDP stabilized around 13.6 percent for six consecutive years,''^
The TQM efforts of accrediting agencies such as NCQA, or professional advi-
sors like Bailit Health Purchasing, are designed to make information about some
quality considerations of MCOs available to the purchasers of plans, the pay-
ers. Their frustration with the relatively low utilization of such information by
employers reflects the continuing prioritization of cost over quality by the pay-
eis for health plans.

Providers: Suppliers of the MCO

We have seen that the MCO occupies the role of producer in the TQM model.
As producer, the MCO controls the grade or the conformance of the health care
services it has promised to deliver through use of variance control mechanisms
and techniques to improve its processes of production. But the clever producer
knows that controlling its own processes of production may not be sufficient to
control or reduce costs over the long term. It must also influence his suppliers'
processes of production, American business has achieved this by aligning in-
centives such that the goals of the producer become the goals of the supplier.

The MCO's suppliers include the individual providers and/or health care
organizations that contract with the MCO to provide health care interventions
for their designated population of enrollees. The efficient MCO, according to
the TQM model, will trj' to control or influence the production processes of its
health care suppliers not only by using variance control techniques, but also
through the use of incentives. These incentives include payment limits, pre-
authodzation requirements for some services, capitation arrangements, bonuses,
withholds, and gatekeeper mechanisms,"S- ô These arrangements are designed
to ensure that the provider bears some of the risk that the actual costs of care
may be greater than the anticipated costs of care, and reward the provider for
keeping the actual costs of care below anticipated costs. Such incentives can be
viewed as a profit-sharing scheme, and work by introducing a conflict of inter-
est in the relationship between the provider-supplier and the individual patients
he cares for. They encourage the provider to prioritize efficient utilization of
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health care resources across the group of their patients, thus adopting the
producer's perspective, rather than prioritizing the treatment of individual pa-
tients. The assumption behind these mechanisms is that most persons will
respond to well-designed incentives that put income and job security at risk,
and since they are effective from the perspective of the MCO they are here to
stay, at least for the duration of the managed care revolution.̂ *

Who Is the Customer of Health Care Providers?

If the individual provider and institutional providers are, as we have sug-
gested, suppliers of the MCO, then this means that from the standpoint of the
providers, the MCO, as the source of their payment, is their customer. Since the
MCO is the source of payment for the provider, it is that customer's priorities
for the balance of cost and quality, and for the content of the criteria for defin-
ing quality, for which the provider is held responsible, and rewarded. But
providers have another customer—the patient. The enrollee, we have argued, is
only secondarily a customer of the MCO. Does that subset of enrollees actually
requiring care—^patients—occupy a more central role in the relation between
the individual or institutional provider and their customer, the MCO?

The anomaly discussed above of systematic ambiguity of customer recurs
on the level of the provider as well. Providers have the same problem with re-
spect to the patient as the MCO has with respect to the enrollee. Providers contract
with the MCO to deliver health care services and declare their mission to be
excellent patient care. Thus, providers promise to serve two different custom-
ers, just as the MCO promises to serve two different customers. The payer (in
this case, the MCO) and the recipient of care, the patient, are not identical, so
their expectations of providers will be different. If their expectations are differ-
ent, their experience of the quality of a health care intervention will be different.
The group whose expectations are being met is the true customer. We asked
earlier who was the primary customer of the MCO, and argued that the MCO
acts as if its real customer is the payer—the employer or the govemment. We
need to ask now who is the true customer of health care providers.

a. The Payer. The expectations of the MCO are quite clear. They are reflected in
the contractual arrangements the MCO has with a provider. The MCO expects
the providers to deliver care to those of their enrollees who are in need of it, to
distribute the health care resources entrusted to them effectively and efficiently,
and to assume the financial burden of costs of care that exceed the amount guar-
anteed by their contracts. The perspective of the MCO, and an important criterion
for judging quality of care from their perspective, is allocation of resources. Is
the resource of health care provision—the product of the MCO—-most effec-
tively and efficiently distributed by allocating this treatment to this patient?
The cost-benefit calculations that produce answers to these questions are cal-
culations over populations. Many of the incentives to align provider interests
with those of the MCO are incentives to adopt this resource perspective.
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b. The Patient. The patient expects his/her health care plan to provide good
quality care for the price paid as an enrollee. The patients' expectations are set
by their experience with an earlier system, and are defined by what counts as an
optimum treatment for their individual condition.

The Old Medicine

In the past, patients were structurally and functionally the customers of their
providers—even when, as in recent decades, it was frequently a third party that
paid the bills. Since the inception of the HCO as a charity institution in the early
1700s through the growth of the health care organization into a large, techno-
logically complex institution, society made available the resources to build and
maintain health care organizations, to fund individual medical training, and to
fund research. Moreover, society rewarded its individual health care providers
and HCOs both monetarily and with a large degree of social power.^z In return,
society asked that its individual providers and HCOs acknowledge and try to
meet the needs of its members. Individuals who had need of health care ser-
vices and products had reason to expect that their care would be technologically
advanced and that health care providers could be trusted to deliver these ser-
vices and products in such a way that would benefit the individual patient. Not
only were these agendas in alignment, they were formalized into business struc-
tures (the small business model), reimbursement mechanisms (fee-for-service).
and codes of ethics for health care providers.^^ Central to the ethics formula-
tions of all providers, institutional and individual, is the primacy of the interest
of the patient.

Providers, both individual and institutional, tend to incorporate some form of
this claim of the primacy of patient's interests in all their codes. Some form of it is
a central feature in the mission and vision statements of health care organiza-
tions. It is embedded in statements of patients' rights and responsibilities, and in
codes of ethics formulated by professional associations, like the American Medi-
cal Association, that seek to inform the behavior of its members. Some of these
principles hold providers to high standards—for instance a commitment to excel-
lent care or a commitment to put the interests of the patient before the interests of
the provider. Others imply some sort of reciprocity between the patient and the
provider, as, for instance, the often-made commitment to joint decision making in
statements of patients' rights. The primacy of patients' interests is widely accepted
and entrenched within the regulator)- system. Academic health care organizations,
for instance, must pledge to honor the rules governing research protection for
human subjects in order to receive government funding for such research. Insti-
tutional ethics—both research ethics (Institutional Review Boards)^* and patient
care ethics (Healthcare Ethics Committees)^^ focused on the areas of interface
between the medical establishment and individual patients, in the research proto-
col or at the bedside where the individual patient was most vulnerable. Since these
principles have been endorsed by society, to some extent they are embedded into



494 BUSINESS ETHICS QUARTERLY

expectations of quality society has about the practice of medicine and the rela-
tionship of the patient to the institutional or individual provider.

In spite of the argument that fee-for-service encouraged waste, duplication,
and unnecessary services,^^ we believe that for most of the twentieth century,
the social expectations were realized. The agendas of those involved in the de-
livery of care were in broad agreement, and patients considered themselves to
be (and were considered by providers to be) the actual customers of providers.
Patients were able to make their preferences for care known and they were free
to make choices among providers. These codes of ethics, business structures,
reimbursement mechanisms, and institutional protections, reinforced patients'
expectations of the quality of health care they would receive within the health
care delivery system—that care would be technologically advanced, readily
available, and that providers could be trusted to act in their interests.

The New Medicine: Patients or Populations?

An explicit shift in the goals of medicine from care of individuals to efficient
allocation of resources represents a transformation of the ethical basis of health
care. Traditionally, public health has adopted a population perspective, and ex-
plicitly discusses what kind and degree of infringement of individuals' rights is
acceptable in aid of the protection and furtherance of the health of the larger
collective. But it is exactly this population perspective that has, until recently,
differentiated public health from medicine. Insofar as the MCO is the designated
social agent of cost containment, the MCO has some justification—indeed, some
obligation—to think about resource distribution. But the TQM mechanisms
adopted by the MCO to implement their cost-contairmient agenda threaten to ex-
ceed their cost-containment prerogatives, and begin to threaten quality of
care—^however little this side effect is desired by any of the participants. As MCOs
assume control of more and more care decisions, the perspective of resource dis-
tribution gains power in health care in general. Providers, especially individual
providers, are well aware of the conflict with ±eir historical professional obliga-
tions, and a passionate controversy about whether a new ethics is necessarj' for
the new medicine is beginning to appear in the medical literature.^^

Patients are not interested in patient populations or in the needs of a popula-
tion and there has been no clear or visible reconciliation between prioritizing
the interests of the group over the interests of the individual. Indeed, one com-
mentator has suggested that this conflict indicates what he regards as a fatal
structural defect in the managed care industry. He writes:

Physicians are sworn to their conscience—and their medical malpractice
insurers—to do what is best for every individual patient; managed care op-
erators are sworn to their shareholders to do what is cheapest for the entire
population. People are not populations, at least not in the United States.̂ ^



TOTAL QUALITY MANAGEMENT 495

It was quite clear in the discussion of the MCO that the payer was the true
customer of the MCO, When we ask who is the true customer of the provider, the
answer is not so clear. Certainly the MCO is the payer. But whether in our cur-
rent situation, the priorities of the payer have permeated the health care system
is not clear. The providers themselves, both institutional and individual, vehe-
mently maintain their commitment to the interests of the individual patient, not
primarily to resource management.^' And in national polls, even respondents
who express distrust of the system often indicate their belief that their physi-
cian will provide for them the optimum treatment for their individual condition.^o
On the other hand, the effect of the variance control techniques and reimburse-
ment mechanisms introduced by some MCOs are having an effect on practice
patterns. Public physician resistance to MCO constraints on treatment options
has certainly contributed to widespread uncertainty in the population at large.
The ver)' public debate on the potential consequences of reimbursement refusal
of recommended treatments has begun to erode the public perception of the
quality of care individuals can expect from their providers—even when the in-
tention of the provider is to offer the patient the highest level of quality available.

In a policy study, "A Reality Check: The Public's Changing View of our Health
Care System," the National Coalition on Health Care (NCHC)*"' states that a sum-
mary of 22 other national surveys taken between April 1996 and January 1998
reveals a clear pattern. Consumer concerns about health care are increasing and
have grown from a narrow focus with individual elements of the health care
system to broader, system-wide concerns. People are worried about: 1) their
present and future ability to pay for health insurance and medical care, 2) the
increasing difficulty of gaming access to necessarj' care when coverage is lack-
ing or inadequate, and 3) the quality of medical care.

In the NCHC's 1997 Coalition Survey, thirteen statements dealt directly with
perceptions of the quality of health care. The responses to many of these state-
ments revealed very high levels of concern about health care quality. The vast
majority of Americans agreed with the statement "there is something seriously
wrong with our health care system." Eighty-seven percent agreed that "the qual-
ity of medical care for the average person needs to be improved," and only 15
percent had "complete confidence" in hospital care."-

Market model strategies of industrial productivity work verj- successfully in
manufacturing because of the alignment of the means and the ends. The goal is
customer satisfaction. By scrutinizing the processes by which the product is
developed, the producer can constrain costs, and thus the price to the customer,
while keeping the question of quality firmly in mind. The process is self-correct-
ing, because the payer, as the consumer, is the arbiter of quality. A dissatisfied
customer will not purchase the product.

The incentive structure that works so successfully in industry produces
anomalies when it is applied to health care, because the payer is not the con-
sumer. Patient preferences as to how to prioritize between cost and quality have
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no structural role to play when the TQM model is applied to health care. The
belief that quality can be improved by attention to processes of the delivery of
care is widespread within health care and justified by reference to the success
of CQI efforts in many other industries. But business mechanisms that control
costs don't necessarily improve quality. Care providers, not cost administra-
tors, are the best sources of quality control information and are most likely to
be successful in implementing quality improvement processes.

JCAHO is urging provider organizations to introduce CQI methods, not for
cost containment, but for improvement of quality of care. But paradoxically,
introducing TQM mechanisms in the context of a split customer base, rather
than preventing the erosion of quality, may hasten it, because of the way it em-
phasizes and responds to the priorities of the customer. Similarly, in its ratings
of MCOs on the basis of reported consumer satisfaction, among other measures,
the NCQA is trying to make it possible for employers and other payers to take
quality as well as cost into consideration in purchasing decisions. The NCQA
thus tacitly recognizes that it is the priorities of the true customer—the payer—
that need to be influenced. Cost containment is a different value than quality.
Since the relation of the MCOs to the patient is secondary to their obligation to
their payers, and mediated by their arrangements with the actual providers of
care, the criteria by which NCQA evaluates the quality of health care plans are
less directly connected to the patients' criteria for quality, and likely will be
effective only insofar as they begin to influence the purchasing decisions of
the MCO's primary customer, the employer or government agency.

If the patient has vanished as a determinant of quality, the patient remains as
the justification for the health care system and the designated recipient of its
benefits. But the introduction of TQM for improving the quality of health care
delivery has, for rational structural reasons, not succeeded in adequately inte-
grating patient expectations into the changing system, despite the hopes and
efforts of advocates of TQM across the health care system. The health care sys-
tem needs to balance cost and quality. This need cannot be met by a division of
labor where one component of the system, the MCO, is given the task of con-
straining costs, and different components, the providers, are made responsible
for quality. The system as a whole cannot operate responsibly if the ethical ob-
ligations—to resource distribution on one side, and to patient interests on the
other—drive its various stakeholder groups in opposing directions. Providers
need to pay attention to the cost as well as the quality of the care they provide.
MCOs must acknowledge quality as well as cost in arrangements with providers.

Like much in health care, determining what counts as high quality of care is
complex. The methods for providing evidence of quality in care are crude and
need improvement. Different components of our complex health care system have
different perspectives on what the criteria for quality should be. But defining,
developing, and implementing methods for improving quality are central con-
cerns for the health care system. Quality improvement efforts can contribute to
this effort, but only as quality, not cost containment, measures. TQM and CQI
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are neither the panacea for health care that its advocates had hoped for, nor the
failure its critics have pronounced it; but a work in progress confronting seri-
ous structural obstacles,

3. Ethics and the HCO

We have looked at major components of the health care delivery system; the
payer, the MCO, the HCO, the individual provider, the enrollee, and the patient.
Managed care organizations and providers share a common goal of high-quality
care for a reasonable cost. As resource managers, MCOs apply cost-constraint
mechanisms such as lowered reimbursements to providers to encourage careful
scrutiny of outcomes and processes, giving them incentives in turn to become
more efficient and effective in their operations. With the explicit goal of improv-
ing quality of care, and with the perspective of patient care kept firmly in mind,
TQM techniques have been and continue to be of positive value to providers,

A survey of the literature on quality in health care reveals that the most suc-
cessful and least problematic applications of CQI in health care originate on.
and are applied to, the provider level,̂ "̂̂  Even in a period characterized by se-
vere cost constrains and shrinking reimbursements, some hospitals and systems
have been able to introduce techniques and technologies to reduce medical er-
rors, improve post-discharge outcomes, or improve their operations. Efficiency
improvements that do not interfere with qualit)' of care can allow HCOs to sur-
vive imposed cost constraints and continue to provide good care. So individuals
and organizations on the provider level are finding some CQI techniques to be
helpful for reducing waste, over- and under-utilization and medical errors—but
only if they prioritize quality, which providers consider their primary obliga-
tion. But quality considerations and cost considerations need not, and sometimes
do not, march in tandem. Some care improvements, such as system-wide up-
grades of medical information technologies to prevent prescription errors, may
be initially expensive. It seems a fair assumption that good medicine is good
business, so institutions committed to investing in quality of care may be justi-
fied in expecting eventual savings, but cun ent emphasis on cost containment at
any price sometimes makes this long-term view difficult to adopt.

The component of the system that is best suited to scrutinize and improve
quality of care is the provider component; the HCOs and their associated health
professionals who deal most proximately with the patients, the actual consum-
ers of care, whose health outcomes and trust in the health care system are that
system's ultimate justification and goal. Because of the persistent problem of
the bifurcation of the customer throughout the health care system, any applica-
tion of TQM principles runs the risk of bringing about undesired and unforeseen
consequences in the cost/quality balance. When you have a mechanism that can
produce ethically and practically problematic outcomes, it must be applied within
a structure that pays attention to the implications of those outcomes.



498 BUSINESS ETHICS QUARTERLY

A recent but important force for the improvement of the quality of clinical
care is the health care organization ethics movement. Health care organization
ethics is designed to improve the ethical climate of HCOs, and to strengthen
their power to give voice to patient priorities within the health care system.̂ '*

A positive ethical climate has at least two important characteristics. First, it
is an organizational culture where the mission and vision of the organization
inform its expectations for professional and managerial performance and are
implemented in the actual practices of the organization. Second, a positive ethical
climate is one that embodies a set of values that reflect societal norms for what
the organization should value, how they should prioritize their mission, vision
and goals, and how the organization and the individuals associated with it should
behave. Thus, health care organization ethics directs attention to the values and
ideals associated with the social role of the health care organization, and works
to bring its activities at all levels of function in line with its mission of excel-
lent patient care. It is its role in aligning all institutional activities with its mission
that suggests an organization ethics program can serve as an ethical constrain-
ing force. The organization can carefully consider the ethical implications of
business decisions that may have an impact on quality of care, taking into con-
sideration the patient's perspective on what counts as quality. Of course in some
cases, for an HCO experiencing economic stress, cost considerations may have
to take priority, but open discussions and attempts to minimize ethically uncer-
tain impacts can go some way toward ameliorating problematic outcomes.

Health care organization ethics owes its inception to the JCAHO 1995 man-
date that requires the HCO to conduct its business and patient care practices in
an honest, decent and proper manner."'̂  A broader more process-oriented defi-
nition of health care organization ethics has been advanced by the Virginia
Bioethics Network: "Organization ethics consists of [a set of] processes to ad-
dress ethical issues associated with the business, financial, and management
areas of health care organizations, as well as with professional, educational,
and contractual relationships affecting the operation of the HCO."̂ ^ These pro-
cesses include articulation, application, and evaluation of the organization's
mission and values statements. Since organization ethics encompasses all as-
pects of the operation of the HCO, it includes the hospitals' relationships with
other organizations in the health care system, including the MCO; and com-
punctions about conditions of MCO contractual relationships can be negotiated
with those contracting payers.

There are different approaches to implementing an organization ethics mecha-
nism or program. One possible approach may be through expanding the
membership and responsibilities of existing institutional ethics committees. Some
institutions have an ethics officer. Compliance or continual quality improvement
programs for the medical staff may be the primary site for ±e development of
such efforts. Each path to formulating and supporting an appropriate ethical
climate will have its strengths and disadvantages. But whatever the path to for-
mulating an organization ethics program, it must meet two conditions. The first
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condition is the commitment of the HCO's leaders to develop a positive ethical
climate. Any attempt to enhance the ethical climate of the HCO without this
commitment is bound to fail. The second condition is that any plan to enhance
the ethical climate should be consistent and global in nature. In other words,
maintaining high ethical standards throughout the institution becomes the re-
sponsibility everyone in the organization—not just a selected few.

Attention to the ethical climate of a provider organization requires support-
ing the ethical perspectives of patient care ethics, business ethics, and
professional ethics and acknowledging the contributions of each to the overall
ethics program. Organization ethics must work to integrate these perspectives
into a unified program that promotes and sustains a positive ethical climate
within each particular HCO. If health care is to be perceived as more than a
commodity to be bought and sold in the market, then the development of a posi-
tive ethical climate in the organization that directly delivers health care is vital.
It is an important contribution to fulfilling patient expectations and counteract-
ing some of the unintended effects of transferring an industrial model of quality
improvement to the complex area of health care delivery.

The HCO is in the ideal position to implement programs to improve clinical
care within the parameters of its social mandate. It interacts directly with patients
m patient care activities (which the MCO does not). The HCO is a major supplier
of goods and services to the MCO, thus, it may be in a position to refuse to enter
into a contractual relationship that may potentially do disservice to those it pur-
ports to serve. The HCO interacts directly with individual providers of health
care services, and can support their commitment to their common goals of patient
care. Most importantly, the mission of the HCO is excellent patient care. An orga-
nization that supports a positive ethical atmosphere and that has excellent patient
care as its primary mission will encourage appropriate personnel to find processes,
policies, and mechanisms to give voice to the silenced patient.

4. Conclusion

Managed care is blamed for many of the problems of the current health care
system—including some for which it is not responsible. If MCOs are account-
able for only cost containment and not quality, then efficient cost containment
mechanisms are appropriate business techniques. If the results are ethically and
practically problematic, then the system as a whole must readjust, and account-
ability relationships among the various components need to be adjusted
accordingly. The TQM movement in health care is an attempt to bring quality
into greater prominence on the MCO level, but cost constraint is such a strong
imperative in health care that the results, so far, are disappointing.

It is to be hoped that at the end of our current period of transition, all the compo-
nents of the health care system—the payers, the individual and organizational
providers, and the new MCOs that are increasingly in charge of managing the



500 BUSINESS ETHICS QUARTERLY

administrative aspects of health care—will be united in their priorities and ob-
jectives, and will work together to enhance the health and well being of those
needing care. We sometimes seem far from this imagined state, but there are
approaches to ensuring that the voice of patients can be heard even within a
tightly constructed industrial business model. One approach we have discussed,
which we believe has some chance of success, is through the HCO adopting as
its goal the development and support of an ethical climate that is appropriate to
its mission of excellent patient care.

This approach depends on the willingness of the HCO and its leadership to
refocus attention on its primary customer, the patient. This means that the HCO
will have to move beyond mere compliance with existing laws and regulations
and it may require the HCO to make some difficult choices. However, until the
HCO is willing to endorse, support, and maintain an ethical climate that is fo-
cused on providing excellent patient care, the industrial management model will
continue to dictate the delivery of care, and health care will look more and more
like a commodity shaped by, and delivered within, traditional business strategies.
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