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The changes brought about by managed care in America's urban communities will have
profound effects on rural physicians and hospitals. The rural health care market char-
acterized by small, independent group practices working with community hospitals is

being offered affiliations with large, often urban-based health care organizations. Health
care is evolving into a free market system characterized by large networks of organizations capable
of serving whole regions. Rural provider-initiated networks can assure local representation when
participating in the new market and improve the rural health infrastructure. Although an exten-

sive review of the literature from 1970 to 1996 reveals little definitive research about networks,
many rural hospitals have embraced networking as one strategy to unify health care systems with
minimal capitalization. These networks, now licensed in Minnesota and New York, offer rural phy-
sicians the opportunity to team up with their community hospital and enhance local health care

accessibility. ArchFamMed. 1997:6:319-323

Managed care is permeating rural com¬

munities where its effect will be at least as

profound as it has been in America's ur¬

ban communities. The fragmented fee-
for-service health care market is matur¬

ing into a vertically integrated regional
managed care market that may challenge
local control and alter patterns of access.

Inevitably rural physicians will find them¬
selves allied with other rural and urban
health care providers (hospitals, pharma¬
cies, and allied health institutions) to di¬
rect the transition. With the use of an ex¬

tensive literature review and experience
working with networks in New York State,
we will illustrate how networking may be
a viable rural market strategy for the new

era of shared risk taking.
Major change is not new to the health

care market. Health care was characterized
by independent practitioners contending
with unregulated supply and demand un¬

til a World War II wage freeze compelled
industry to offer hospitalization insurance

as an employee enticement. In the ensuing
decades, more than two thirds ofAmericans
gained hospitalization coverage, at least
partly paid for by their employer.1·2 Medi¬
care andMedicaid, added in the mid-1960s,
further fueled market expansion in response
to third-party payments.35 In 1971, Presi¬
dent Richard Nixon proposed national
health insurance to control skyrocketing
costs but settled for legislation encourag¬
ing formation ofhealth maintenance orga¬
nizations (HMOs), but a patchwork ofregu¬
lations and fiscal restraints failed to con¬

trol expenditures.6 7 The failure of federal
health reform in 1994 released the health
care market to seek its own checks and bal¬
ances, empowering managed care insurers
to help employers and governments in cut¬

ting costs and improving access. As a result,
rural providers are being asked to affiliate
with large urban-based provider networks
when America is onlybeginning to appre¬
ciate the effect ofa managed care-dominated
market.

Shared risk taking, the basic tenet of
managed care, particularly challenges the
small hospitals and medical groups that
characterize rural communities. While all
physicians have concerned themselves with
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autonomy, patient access, and pay¬
ments when contracting with man¬

aged care insurers, rural physicians
also worry about their communi¬
ty's limited health care infrastruc¬
ture. Rural community provider net¬

working can create opportunity for
mutually beneficial negotiation with
external insurers.

THE NEW FREE MARKET AND
HEALTH CARE

Like many states, New York State is
moving from a regulated, price-
controlled health care environment
typical of the 1980s to a free market
environment characterized by com¬

peting large managed care insurance
companies that negotiate with provid¬
ers and hospitals for the best deal. The
rationale for this transition is provided
by the moderate 39% increase in health
care expenditures during the 1980s in
relatively unregulated health markets
such as California vs the 85% increase
in price-controlled states such as New
York.8 Only Maryland tightly regulates
health care reimbursement.

Managed care insurers have
been slow to penetrate rural America
because of the rural market's gen¬
erally low operating margins, aging
equipment, older buildings, scat¬
tered providers, and lack of large em¬

ployers.9 0 Many urban adjacent ru¬

ral markets have experienced HMO
penetration. Examples include the
Community Health Plan headquar¬
tered in Albany, NY; Healthlink in
St Louis, Mo; and United North¬
west Services of Spokane, Wash.
Most rural residing enroliées in these
plans work in urban communities
but live in nearby rural communi¬
ties.11 In New York State, fewer than
5% of rural residents are enrolled in
managed care organizations. Of the
31 New York State-licensed HMOs,
not one is based in any of the state's
rural counties. Nationally, fewer
than 1% of HMOs are serving solely
nonmetropolitan counties, and they
are smaller, serving fewer than
10 000 persons compared with the
more than 370 000 to several mil¬
lion served by each of the nation's
10 largest HMOs.1114

Government attempts to bridle
Medicaid and Medicare expenditures
by contracting with managed care in¬
surers are forcing HMOs to expand

service areas to include entire states.
This regionalization is a major force
bringing managed care to rural mar¬

kets where the effect ofmanaged care

is likely to be distinct from that in ur¬

ban areas.121516Large population cen¬

ters with more than 1.2 million per¬
sons can support 3 fully independent
managed care plans competing in pri¬
mary, secondary, and tertiary care. In
service areas with fewer than 180 000
people, where 29% ofAmericans live,
3 plans may be able to compete at the
level ofprimary care, but to be finan¬
cially viable they need to share all in-
patient services in small markets.17
Many rural markets serve 30 000 per¬
sons or fewer, making it improbable
that a truly competitive environment
can be established.

Therefore, strategies are needed
to assure that the effect of the urban
managed care market on the rural
health infrastructure is favorable. Sim¬
ply transporting the competing urban-
based HMO strategy may risk closure
of even the essential rural hospitals
and result in selective enrollment of
only the low-cost patients. Managed
care strategies that are rural driven
may be more likely to retain jobs, im¬
prove access, and enhance local re¬

source quality and use. A partnership
with HMOs can enhance access to

subspecialty care and clinical support
for rural providers.

SHARING THE RISK

With the use of fee-for-service or in¬
demnity insurance models, the insurer
bore most of the financial risk, but
treatment choices migrated toward in-
patient specialty procedures that were

well compensated. Managed care, par¬
ticularly capitation, presses financial
risk onto physicians in the hope that
treatment choices are redirected to¬
ward less expensive cognitive evalu¬
ations.18 Rural markets are well suited
for managed care because of their
generalist-based health care system
and reasonable health care costs. Ru¬
ral physicians care for a defined popu¬
lation (ie, their community) through
continuous, longitudinal patient re¬

lationships already comparable with
the relationships formalized under
managed care.w Relationships among
the community ofruralphysicians and
other providers facilitate moving pa¬
tients through the system to the most

appropriate and effective care. Man¬
aged care further encourages the fo¬
cus to change from episodic care to

continuity care, from procedures
to outcomes, and from fee generation
to allocation of resources.20

Capitation further facilitates pro¬
vider control over resource allocation
and may be the evolutionary end point
of risk sharing. In a capitated health
care system, a group of providers is
paid a fixed fee in anticipation of ren¬

dering a service to a patient in advance
of the need for the care, independent
of the actual volume or cost of the ser¬
vices rendered. Capitation rewards low
system costs and low use rates and
shifts responsibility onto the primary
care provider.15 In an organized rural
community system, often referred to
as a network, capitation allows for flex¬
ibility to manage care while sharing
risk creates opportunities to share prof¬
its and retain those profits in the com¬

munity of origin. Networking can be
a profitable strategy for managing care

and a mechanism for a community of
providers to assume capitation reim¬
bursement.

NETWORKS COMING OF AGE

Ninety-nine percent ofAmerica's hos¬
pitals report establishment of strate¬
gic linkages.21·22 The Joint Commis¬
sion on Accreditation of Healthcare
Organizations has developed network
evaluation criteria, and the Health Re¬
sources and Services Administration
has initiated a study of integrated ser¬
vice networks.23·24 Networking ex¬

pands influence with little capital in¬
vestment and has become so prevalent
that the American Hospital Associa¬
tion changed the name of its trade jour¬
nal to Hospitals and Health Networks
in 1993.

Two states have codified net¬

working. In 1993 the New York State
health code was amended to li¬
cense rural provider networks as

"central services facilities."25 Also in
1994 Minnesota authorized the cre¬

ation of community-integrated ser¬

vice networks to organize services
for up to 50 000 people at a capi¬
tated premium.26 By the end of 1995
four community-integrated service
networks were licensed as were 4
central services facilities.

Examples of rural networks in¬
clude the Marshfield Clinic in north
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central Wisconsin, where a highly
integrated relationship among 400
physicians serves more than 300 000
people. Coordinated by a joint con¬

ference committee, achievements in¬
clude a common electronic patient
record, a regional ambulance sys¬
tem, and an integrated immuniza¬
tion database.27 In Canadaigua, NY,
a planning committee consisting of
2 hospital administrators (a CEO
[chief executive officer] and a CFO
[chief financial officer]), 3 primary
care physicians, and 2 specialists co¬

ordinated a physician-hospital con¬

tract with a Rochester-based HMO.
As the relationships matured, the fi¬
nancial risk was shifted from the in¬
surer to the providers. After 8 years
of operation, the plan's expendi¬
tures are 15% less than other up¬
state New York HMOs, and the lo¬
cal hospital had savings of $1.2
million per year. Insurance premi¬
ums are 8% below other Rochester
region products.

Other examples of rural-based
networks that have taken on the role
of managed care include the Wis¬
consin Rural Hospital Cooperative,
which operates the nation's oldest
rural-based HMO28; 9 rural Okla¬
homa hospitals that teamed up with
the state's largest HMO to create a

network offering capitated health
care in 199429; and the physicians
of Mesa County, Colorado, who
formed a partnership more than 20
years ago with a local HMO to man¬

age Medicaid.30·31 The Columbia Ba¬
sin Health Network in Washington
State and the Bassett Healthcare Net¬
work in New York State have con¬
tracted with urban-based managed
care insurers to administer quality
management and credentialing for
their physician networks. In New
York, the central services facility li¬
cense has been used as the organi¬
zational structure for bonding ru¬

ral primary care hospitals with
essential access rural hospitals. It is
the central services facilities that can
then contract with HMOs.32 In
Meadville, Pa, a physician, hospi¬
tal, and community organization has
been established by a hospital to con¬

tract health services directly with
self-insured employers.33

The literature on the previously
described networks combined with
our experience with more than 20 net-

Process Considerations for Initiating
a Community Health Network

• Determine Goals and Future Role
• Examine the Marketplace and Identify Potential

Partners
• Determine and Document Rationale
• Identify Desired Framework and Interactional

Arrangements
• Seek Approvals and Extend Communications
• Complete Detailed Analysis and Execute

Transaction
• Commence Operations

Figure 1. Basic steps successful providers have
used to establish networks.

works in New York State demon¬
strates that networks vary greatly in
their level of integration, complex¬
ity, and assumption of risk. Most have
started as loose affiliations of inde¬
pendent, self-interested providers
who agree to participate in commu¬

nityhealthplanning, withparticipants
maintaining control over their own

operations and administration but en¬

gaging in mutually beneficial proj ects
much as physician-hospital organi¬
zations have done for years. As op¬
portunities become available, some

members find occasion to merge ac¬

tivities, such as pharmacy, laboratory
services, and multidisciplinary office
sites. Because of their flexibility,
project-specific contracts between
participants have been the most com¬
mon network covenant, but as inter-
dependency and trust builds, some

network members affiliate more

closely by sharing or merging admin¬
istrative services.34·35 The community
network exceeds the role of an inde¬
pendent practice association because
it incorporates multiple types of
health care providers (physicians,
nurses, hospitals, and allied health
professionals) and integrates vertically
as well as horizontally.36 Horizontal
linkages, the backbone of local net¬
works, are forged when groups of ru¬

ral providers, similar in their commu¬

nity orientation, unite. Eventually
most networks form vertical linkages
with referral centers that offer con¬

siderably greater service diversifica¬
tion and compliment the continuity
profile.37 The essential element is time;
future networks may find that oppor¬
tunities to form relationships are com¬

pressed by the urgency to meet the
managed care challenge (Figure I ).

Eventually a formal organiza¬
tional structure is needed if a network
is to reach its full potential to interface

Figure 2. Organizations that enter into
networking arrangements often start by sharing
planning functions and may later merge some
operations and even administrative functions as
the network matures. At any time, networks
should be able to accommodate members at
multiple levels of integration.

between insurers (including Medic-
aid and Medicare), local providers (in¬
cluding primary and specialty physi¬
cians, rural hospitals, and home health
care agencies), tertiary care hospitals,
and the community consumers of
health care. Hiring staff will require
an adminisuative composition that de¬
fines authority and responsibility for
decision making. Potential external
partners are more likely to accept the
network as a negotiator if a set of by¬
laws exists and operating principles
clearly state the intention to address
health care needs within a defined ser¬

vice area.38 Roles for the staff, an ex¬

ecutive committee, the membership,
and a community advisory commit¬
tee can be defined in the bylaws. Strat¬
egies for data collection, coordinating
patient access to primary care, acute
care, and emergency services, track¬
ing, and monitoring quality should be
clearly delineated. Obstetrical services,
long-term care, home care, and men¬
tal health services will augment con¬

tinuity and increase the network's at¬
tractiveness to external contractors.39"41
Most networks have benefited by ac¬

commodating highly conjoined mem¬

berships and more limited affiliations
into a structured hierarchy (Figure 2).

Rural community-orientedhealth
networks can bring an added value to
the preexisting health care system in
the community, including cost reduc¬
tion, efficient use of local services, im¬
proved distribution ofservices, stream¬

lining patient referrals, quality ofcare

monitoring, and increased use ofpre¬
ventive services and consumer satis¬
faction.42·43 Improved income and cap¬
tured market share are essential ele¬
ments but should occur in the context
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of improved patient access, value, and
quality ofservice.27 Because many ben¬
efits will take years to realize, a short-
term evaluation strategy is important
to sustain momentum and direct in¬
terval adjustments.44

Inevitably conflicts will arise
between network participants; net¬

working is not without its prob¬
lems. Experience in New York State
suggests that sustainable networks
form around preexisting self-
interests and recognize established
relationships within the commu¬

nity and outside of the community.
Networks that seek external rela¬
tionships counter to traditional re¬

ferral patterns create internal stress.
It is also true that members who pur¬
sue a high degree of integration early
may find other members more re¬

strained. The sense ofownership that
develops among original partici¬
pants can discourage new mem¬

bers and interfere with important
new member additions.45 Competi¬
tion and power struggles can be miti¬
gated by strong consumer represen¬
tation, but networks that preplan a

"boundaries" committee made up of
providers and community represen¬
tatives are more likely to survive dif¬
ficult disputes. Even then, some

group decisions will be perceived
only as suggestions by less commit¬
ted members. Successful networks
inevitably postpone some issues un¬

til there is a favorable disposition.
Experience suggests a competent,
full-time staff is preferable to allow¬
ing one participant to supply the
staff, as the latter model fosters an

inappropriate sense of ownership.
Technical assistance from outside
experts can validate many network
activities and override internal stress.

Preservation of the local hospi¬
tal is a concern unique to rural com¬

munities. Inevitably all rural hospi¬
tals must adjust their mission and ser¬

vices to account for changes in health
care provision. Remaining focused on

the communities' need for provision
ofappropriate and affordable services
will avoid dissolution of a network
by ill-advised struggles to save the ru¬

ral hospital at all costs.
Antitrust issues are threatening.

The Marshfield Clinic has been de¬
fending itselfagainst antitrust allega¬
tions for several years because of the
perception that some insurers were

excluded from equal access to the
population. A recent US Court ofAp¬
peals ruling has suggested that net¬

working to rural providers is essen¬

tial to quality care.46 Attempts to or¬

ganize an entire community are

subject to antitrust interpretations by
those who believe they are left out.36
Maintaining communication and con¬

ducting open meetings can avoid an¬

titrust litigation, butworking within
guidelines established by a state gov¬
ernment usually assures protection.
Antitrust protection was specifically
addressed in the legislation for New
York State and Minnesota.

Adequate financing during
planning and start-up phases can be
met only by a combination of
sources and is unlikely without the
early involvement of a hospital, large
insurer, or HMO. All participants
should demonstrate early commit¬
ment by contributing enough to as¬
sist in hiring a staff; often, a rural
hospital can provide office space and
some administrative support ser¬
vices. In the least densely popu¬
lated areas, states will likely need to

provide technical assistance as well
as grant support for start-up costs.

MORE THAN THE SUM
OF PARTS

With a free market system, managed
care organizations could strengthen
America's rural community health
care infrastructure or overwhelm it.
Rural health care providers who unite
their self-interests with those of their
communities can convert managed
care from a mere financing mecha¬
nism to a community-oriented case-

management strategy.47 Managed care

insurers need access to agents and cli¬
ents within any community to func¬
tion. Preferably contracts with phy¬
sicians not only affiliate the physician
with the insurer but also bond phy¬
sicians and clients and encourage use

of rural providers rather than bypass¬
ing them for urban providers. When
a rural health care network has orga¬
nized a community's assets, managed
care insurers actually reinforce the
physician's participation in a con¬
tinuum of local services.

These activities approximate
the community-oriented primary
care values of characterizing the
community, identifying health is-

sues, modifying practice patterns,
and monitoring the effect of inter¬
ventions.4849 The Institute of Medi¬
cine suggests that population-
based health care include promoting
successful birth outcomes, reduc¬
ing the incidence of preventable
childhood diseases, detecting treat¬
able diseases early, and reducing the
effect of chronic disease, morbid¬
ity, and pain through timely and ap¬
propriate treatment.30 Rural man¬

aged care networks that incorporate
these ideals into their mission can

affect the disease burden and, there¬
fore, the health care financial bur¬
den of their service area while se¬

curing their own enterprise.
Rural hospitals have typically

captured only 35% of their potential
market and rural physicians only 50%
(A. Hagopian, MHA, P.J. House, MHA,
J. A. BartlomeJ. LeMire, D. Billett, and
L. G. Hart, PhD, unpublished data,
1994) .Dl Increasing the use of local ser¬
vices stabilizes employment and re¬

tains the capital necessary to reinvest
in the community's health care infra¬
structure while assuaging the commu¬

nity's concern about the availability
of resources (A. Hagopian, MHA, P.
J. House, MHA, J. A. Bartlome, J.
LeMire, D. Billett, andL. G. Hart, PhD,
unpublished data, 1994). Shared risk
managed care strategies generate af¬
ter expense reserves as high as 20%,
liberating resources to update infra¬
structure and effect real improvement
in a broad range of community
services.52"54 Population-based strat¬

egies can force community ratings,
hinder HMOs from "cherry picking"
the healthiest segments of a commu¬

nity, and make health insurance more

accessible for smaller employers.55"58
Added responsibilities can frus¬

trate the already difficult job of be¬
ing a conscientious community health
care provider, but rural physicians
who are able to initiate change will
advantage themselves and their com¬

munities in the competitive risk shar¬
ing environment of the 1990s. In
many rural communities leadership
will be provided by the local hospi¬
tal because that is where the admin¬
istrative expertise resides. In others,
physician groups will lead the com¬

munity through the processing maize.
Inevitably, successful networkingwill
be characterized by the early empow¬
erment of a community advisory
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board that provides insight to the
needs and desires of consumers.59
Networks start as simple alliances fo¬
cusing on specific projects, maturing
if they work. Rural physicians who
assume responsibility will assist their
communities in securing control of
their health care system.
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