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A brief history of managed care 
 HMO concept started as Staff/Models with Ross-
Loos (1929) & Kaiser (WWII era) 

 Health care cost explosion with traditional care 
after Medicare/Medicaid introduced in 1965  

 Public dissatisfaction with the health care system 
far pre-dates current managed care backlash. We 
now forget that: 
! In 1967,the Surgeon General publicly calls U.S. Medical 

Care “Often of Low Quality, Fragmented and Impersonal” 
! In 1969,President Nixon spoke of a “Massive Crisis” in 

American medicine and called for “Revolutionary Change” 
! In 1970, a Fortune Magazine editorial states “Much of U.S. 

Medical Care, particularly the everyday business of 
preventing and treating routine illnesses.... [is] inferior in 
quality, wastefully dispensed and inequitably financed.” 

The above citations are courtesy of Michael Millensen author of "Demanding 
Medical Excellence" and published by University of Chicago Press, as well as Paul 

Berger MD, William M. Mercer. 

 Federal HMO Act-1973: regulation, 
standardization, legitimization, employer 
mandate; seed money for HMO development  
 Advent of Publicly Held HMOs in the 1980s 
provided capital to grow  



 PPO Activity since the 80s: Self Insureds/ Unions 
& Indemnity insurance populations 

 Medicare Risk HMOs and other Government 
Programs since the 80s: how government directs 
managed care policy: as a Purchaser  

 Mergers & Acquisitions: consolidations of plans 
and providers in the 80s and 90s  

 Vertical Integration and Subsequent Dismantling:  
! early 80s: hospitals buy HMOs,  
! late 80s: hospitals sell HMOs;  
! early 90s: HMOs operate medical groups; 
! late 90s: HMOs: HMOs sell/spin off medical 

groups to PPMs, which in turn dismantle 
 In the 2000s, plans face unprecedented 
challenges:  
! severe managed care backlash 
! growing numbers of plan closures 
! loss of clout with providers 
! rising rx and other medical costs 



 
Managed Care National Statistics 
 
  

National Managed Care 
Enrollment  

HMO   79.3  million 
PPO 89.1  million 
EPO 13.0  million 
Total 181.4 million 

  

Managed Care Penetration 

(#s in millions)  
Segment  

Total 
U.S. 

Managed 
Care # 

Managed 
Care % 

Medicare 34.6 8.9 25.7% 

Medicaid 31.8 19.4 61.0% 

Commercial 171.9 153.1 89.1% 

Uninsured 32.0 0.0 0.0% 

Total 270.3 181.4 67.1% 

 



 
Data Compiled from the Managed Care On-Line™ Information Exchange, 1999, 2000 

 

Major Managed  Care Plans Total Managed 
Care Enrollment* 

Blue Cross Blue Shield Plans 74.5 million 
Aetna U.S. Healthcare  18.1 million 
Cigna HealthCare  9.3 million 
Kaiser Foundation Health Plans  8.6 million 
United HealthCare Corp.  6.4 million 
Humana  6.2 million 
Foundation Health Systems  5.5 million 
PacifiCare Health Systems  3.8 million 
Oxford Health Plans  1.7 million 
*HMO, POS, PPO and EPO members  
 

Data Compiled from the Managed Care On-Line™ Information Exchange, 1999-2000 



Premium Pricing Cycle 

 

 Premiums drive profits: medical management is critical, 
but too low of a premium will not fund even the best 
managed plan, while a very high premium might fund a 
poorly managed plan.  

 The cycle is a 40 year old phenomenon. How it works:  

(1) during profitable periods: a) plans want to expand 
market share- b) start to lower price to do so- c) other 
plans match lower prices to keep pace and not lose share 
d) price wars similar to airline fare war erupts and multi 
year contracts develop 

(2) downswing: a)due to insulation of capitating risk to 
providers and time lag on fee for service claims, 
considerable time elapses before financial pressures are 
known from lowered premium b) due to multi-year 
contracts and price pressures nothing much can be done 
about the problem as it becomes apparent  

3) Significant Losses: finally enough of the market is 
losing money so that several major players break rank and 
begin increasing rates and everyone else follows suite  

4) Return to Profits: the increases continue until profits 
are being generated, and the cycle begins anew.  

 How the cycle affects other major trends: Example: M&A 
& Start-Ups: During loss periods: smaller plans (often 
provider owned) look to sell, and complete sale just before 
profits begin again; During profit periods: smaller plans 
(often provider owned) start-up, just before prices erode  



Recent Headlines on Current Managed Care Trends 
 

 Health Plan Profits are rebounding 
! Analysts forecast strong HMO results (Business Insurance) 
! Profits up again for area HMOs (Philadelphia Business Journal) 

 Curbing rising Rx Costs 
! Runaway Rx spending: report blames higher utilization (WebMD) 
! Managed care balks at newer drugs (AP via Los Vegas Sun) 
! States wage own fight against drug prices (Philadelphia Inquirer) 
! Pharmacy Management and 3-Tier Copays (Managed Care Interface) 

 There is renewed interest in Direct Contracting 
! Tri-State firms mull direct medical contracts: As insurance rates 

climb, some are bypassing HMOs (Cincinnati Business Courier) 
! IPAs push direct contracting (AMNews) 
! Rising premiums may open door to direct contracting (ACP-ASIM 

Observer) 
! Florida Medicaid Moves Toward Direct Contracting (ManagedCare 

Magazine) 

 There is renewed interest in PPOs 
! PPOs Move to the Front in Managed Care Marathon (WebMD) 
! HMOs experience first-ever enrollment decline (WebMD) 
! HMOs Lose Over 500,000 Enrollees Since January 1999 (InterStudy) 
! Premium costs rise as more employees choose PPOs (American 

Medical News) 

 Managed care backlash continues with only incremental changes 
! Managed Care Backlash Examined (UCLA News) 
! Managed care backlash may boost patient care (American Academy 

of Family Physicians) 

 Provider Clout continues to strengthen 
! House OKs letting doctors bargain with HMOs (Reuters/Yahoo) 
! Hospitals Changing Strategy; One-Third to One-Half Report 

Canceling Managed Care Contracts (Deloitte & Touche) 

 Medicare HMO Withdrawals 
! HMOs Move to Dump 700,000 Medicare Patients (LA Times) 
! Lack of Action From Washington Fails More Than 700,000 Medicare 
! Beneficiaries (AAHP) 
! Insurers Abandon Medicare HMOs (The Hartford Courant) 



 What the future holds 

Right around the corner 

 Managed Care Backlash will become a permanent 
fixture, without producing radical reform 

 However, pharmaceutical costs may surpass managed 
care backlash in the number one health care public 
“hot seat.” 

 PPO and Point of Service enrollment gains will continue 

 HMOs will continue to soften management techniques 

 IPA style HMOs and PPO/POS plans will blur 

 Plan premium & provider costs increases will continue 

 Provider clout over health plans will continue to solidify 

 Providers will continue to de-emphasize risk contracts 

 Financial divides will continue to deepen between 
health plan chains and small independent plans 

 Employers will grudgingly accept price increases as 
long as the labor market is tight 

 Medicare HMOs won’t disappear despite pundit’s 
warnings to the contrary 

 Defined Care and increased consumerism will continue 
to emerge 



Longer Term 

 When the economy diminishes, more proactive 
changes will occur 

 Defined Care and consumerism will become a major 
factor 

 More HMOs will revisit group/staff model approaches 

 New medical technology advancements will dictate 
future medical management techniques 

 Legislative reform will remain incremental, not radical, 
unless there is a devastating recession where 
uninsured numbers swell 



 
 

Long Term Impact on Players 
  

 

Patients Empowered consumers. Increased 
focus on Medicare issues with aging 
boomers 

Physicians Increased % become employees 
instead of private practice. Adjust to 
more demanding patients and new 
technologies 

Hospitals  

 

Must adapt to new technologies that 
could threaten hospital utilization more 
than managed care 

Provider 
Organizations 

Non risk bearing IPAs will dissipate. 
Medical groups will further consolidate. 

Pharmaceuticals Must adjust to increasing 
reimbursement pressures just as other 
providers had to in past. Will benefit 
from new technologies. 

Health Plans Must adapt to new consumerism. 
Some will return to staff/group model 
approaches 

Employers Won’t leave benefits business 100% 
but will involve employees much more 

Purchasing 
Coalitions 

Will co-opt with consumer based 
movements such as Defined Care 



Government Will continue to shape policy as a 
purchaser, and advance incremental 
not radical reform 

Media Backlash continues but sensational 
stories grow stale. Rx costs will get 
more press. 

Lawyers Will continue class action managed 
care agenda with mixed results 

 

Vendors 
Demand is high for health care to 
complete conversion to high-tech, but 
will compete with in-house solutions in 
larger organizations 
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