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matter what medical condition arises or whether the group is truly excel-
lent at addressing it. While provider groups sound like the perfect oppor-
tunity for well-coordinated care over the care cycle, most groups have
maintained the same old structure of care around discrete intervention
and traditional specialties rather than medically integrated practice units.
Consolidation and cross ownership can also inhibit innovation—the
only real solution to controlling health care costs in light of demographic
trends. While the previous structure—with its many independent pro-
viders and cost-plus reimbursement—had its own flaws, there was usually
at least one provider in each region in a disease or treatment area willing to
experiment with new ideas or treatments. This plurality has been a unique
American strength. Consolidation into a few large provider groups, how-
ever, has created stronger administrative control that can slow down the
adoption of new drugs and devices, at least until patient demand becomes
overwhelming. Given the need for reimbursement approvals and lacking
rewards for better quality, provider groups have had little incentive to
innovate, especially when a new approach raised costs in the short run.?
Another consequence of the zero-sum competition on discounting and
the shift in industry structure has been the emergence of powerful national
buying groups for hospital supplies. Two private buying groups, Novation
and Premier, now act as middlemen for about half of U.S. nonprofit hos-
pitals. In a cost-sensitive system, the idea was that buying groups could source
the best products at the lowest prices by aggregating the purchasing power
of many hospitals. But not surprisingly, the buying groups have become
yet another form of gatekeeper that is more likely to slow down innova-
tion than speed it up. Also, buying groups create incentives for hospitals
to increase their purchases of given items to obtain better prices. Hospi-
tals find themselves with a limited choice of products and costly excess
inventory, rather than purchases tailored to their specific needs. Patient
value suffers. Buying groups are discussed further in chapters 7 and 8.
Finally, the shift in health plan and provider strategies, combined with
industry consolidation, has led to another counterintuitive result: greater
advertising and other marketing by drug companies directly to patients.
In the current system, advertising is one of the few ways that drug com-
panies can inform patients about new drugs and overcome resistance in the
system to their adoption. Because health plans care about patient satisfac-
tion, they have been more prone to reimburse pharmaceutical treatments
demanded by patients. Advertisements, though, should not be the patient’s
sole or primary information source about drugs. It would be far better to
disseminate objective data on results and balanced studies of alternative
treatments than to target patients with marketing campaigns. While crit-
ics point to the cost of advertising as a failure of the current system, limiting







