Community Report

In September 1998, a team of research-

ers visited Little Rock, Ark., to study that
community’s health system, how it is
changing and the impact of those
changes on consumers. More than 40
leaders in the health care market were
interviewed as part of the Community
Tracking Study by the Center for
Studying Health System Change (HSC)
and The Lewin Group. Little Rock is
one of 12 communities tracked by HSC
every two years through site visits and
surveys. Individual community reports
are published for each round of site
visits. The first site visit to Little Rock,
in September 1996, provided baseline
information against which changes are
being tracked. The Little Rock market
includes the four-county Little Rock/
North Little Rock area.
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Capacity Expands in
Unrestrained Market

@N 1996, LITTLE ROCK WAS STILL A LARGELY TRADITIONAL
HEALTH CARE MARKET, WITH A SURPLUS OF FACILITIES AND SER-
VICES, LIMITED HEALTH MAINTENANCE ORGANIZATION (HMO)
ENROLLMENT AND PREDOMINATELY FEE-FOR-SERVICE ARRANGE-
MENTS. HOWEVER, SEVERAL DEVELOPMENTS—INCLUDING
ENTRY OF NATIONAL HEALTH CARE FIRMS, THE CREATION OF A
STATE PURCHASING POOL AND NEW ALLIANCES BETWEEN MAJOR
HOSPITALS AND HEALTH PLANS—SIGNALED THE PROMISE OF
SIGNIFICANT CHANGE. YET BY 1998, THESE CHANGES HAD NOT
UNFOLDED AS EXPECTED. NATIONAL FIRMS HAVE NOT USURPED
LOCALS’ MARKET SHARE, AND FEE-FOR-SERVICE CONTINUES TO
PREVAIL. WITH FEW OUTSIDE PRESSURES, THE ALLIANCE
BETWEEN THE DOMINANT INSURER, ARKANSAS BLUE CROSS
BLUE SHIELD, AND THE LARGEST HOSPITAL SYSTEM, BAPTIST

HEALTH SYSTEM, REMAINS A FOCAL POINT OF COMPETITION.

AMONG THE KEY CHANGES SHAPING LITTLE ROCK’S HEALTH

CARE SYSTEM TODAY.

* LOCAL PROVIDERS AND PLANS ARE PARTNERING WITH OTHER
NATIONAL FIRMS TO BOLSTER THEIR MARKET POSITION AND
HOLD THE LARGE INSURER-HOSPITAL ALLIANCE IN CHECK.

* PHYSICIANS ARE ESTABLISHING NUMEROUS AMBULATORY SURGERY
CENTERS AND MERGING THEIR PRACTICES IN AN ATTEMPT TO
PROTECT THEIR INCOME AND CLINICAL AUTONOMY.

* BOTH INPATIENT AND OUTPATIENT CAPACITY CONTINUE TO
EXPAND, DESPITE EXISTING EXCESS.
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Little Rock
Demographics
Little Rock, Ark. Metropolitan

areas above
200,000 population

Population, 1997 *

552,194

Population Change, 1990-1997*
7.4% 6.7%
Median Income 2

$24,447 $26,646
Persons Living in Poverty *
14% 15%
Persons Age 65 or Older ?
12% 12%
Persons with No Health
Insurance 2

16% 14%

Sources:

1. U.S. Census, 1997

2. Household Survey,

Community Tracking Study, 1996-1997
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Market Shaped by
Few Restraints

The Little Rock health care market
continues to have few restraints imposed
by purchasers or state policy. In an econo-
my dominated by small firms, there has
been little organized purchaser activity,
although private purchasers’ sensitivity to
both premium increases and restrictions
on provider choice has driven competi-
tion. The only significant purchaser
initiative in recent years was the creation
of the Arkansas State Employee/Public
School Personnel Insurance Board in
1995. This initiative merged state employ-
ees and public school personnel under a
joint procurement process now covering
about 73,000 individuals statewide, most
of whom live in the Little Rock area. The
new purchasing process, along with a
requirement that employees pay a greater
share of the premium for more expensive
plans, spurred rapid growth in managed
care and prompted plans to position
themselves to compete for enrollment.
Aside from this purchasing initiative,
however, the state continues to play a
limited role in shaping Little Rock’s
health care market. Arkansas repealed
its certificate-of-need regulations for
acute care services soon after the federal
mandate for these regulations was lifted,
and state legislators rejected health
reforms proposed in 1995, reinforcing
their preference for a health system driven
by market forces rather than one shaped
by government. Ironically, at the same
time, legislators passed a far-reaching
any willing provider law that would
have required all plans—including those
protected by the Employee Retirement
Income Security Act (ERISA)—to con-
tract with all providers willing to accept
the plan’s fee schedule and other terms
and conditions. However, the courts
struck down the law, first in 1997 and
again on appeal in 1998—thereby
preventing it from being enforced.
Unlike the vast majority of states,
Arkansas has not moved to enroll the

Medicaid population in HMOs, relying
instead on a primary care case manage-
ment (PCCM) program as the major
initiative to improve access and control
costs for this population. The only other
new policy development over the past
two years has been the implementation
of the state’s children’s health insurance
program, separate from the federal
Children’s Health Insurance Program.
The state’s program has extended
coverage to approximately 36,000
children—one-third of projected total
enrollment—since it began in September
1997. While the program is expected to
help begin to alleviate the state’s high
rate of uninsurance, which is dispropor-
tionately concentrated among children
and young adults, it is unlikely to have a
major impact on the shape of competi-
tion in the market.

Threat of Outside Entrants
Fades

At the time of HSC’s first site visit in late
1996, it was anticipated that the entry

of outsiders would change Little Rock’s
health care environment. For the past
several years, a number of national health
care companies had come to Little Rock
seeking to build market share. Among
the most significant changes in the
market was the growing presence of
Columbia/HCA. Columbia entered the
market in 1994 as a result of its national
merger with HCA. The newly merged
entity assumed control of HCA's local
hospital, Doctors Hospital, and shortly
afterward, purchased the largest medical
group in Little Rock. Then, in early 1997,
Columbia/HCA announced plans to
acquire Southwest Hospital and increase
its market share through additional
acquisitions, sparking concern among
local providers about the company’s
growing role in the market. At the same
time, national plans such as United
HealthCare, Prudential HealthCare and
Healthsource, Inc., were mounting a



competitive challenge to local health
plans. The entry of these national plans
intensified premium competition and
plans’ marketing campaigns.

During the past two years, the
anticipated threat of outside entrants
failed to materialize, as national firms
did not capture significant market share
from locally based competitors. Many of
these firms now have either reduced their
presence or retreated from the market
altogether. After it failed to garner its
anticipated market share and against a
backdrop of national Medicare fraud
allegations, Columbia/HCA quickly exited
the Little Rock market. Both Prudential
HealthCare and CIGNA, which purchased
Healthsource, appear to be backing away
from Little Rock, although they continue
to offer products locally, particularly to
service their national accounts. These
plans reportedly have not been successful
in leveraging the oversupply of hospital
beds and long lengths of stay needed to
generate anticipated profit margins. While
respondents note that United HealthCare
appears to have remained a viable national
plan in the Little Rock area, it is clear that,
despite outside pressures, Arkansas Blue
Cross Blue Shield has retained its
dominant position in the market.

Local Entities Team Up with
Other National Firms

Meanwhile, local providers and plans
have established affiliations and joint
ventures with other national organiza-
tions that have bolstered their market
positions. The Arkansas Heart Hospital,

a joint venture between local cardiolo-
gists and the national cardiac care
management company MedCath, Inc.,
continues to build presence in the market.
Discontent with local hospitals reportedly
spurred two groups of cardiologists to
approach MedCath and establish The
Arkansas Heart Hospital, which opened
in early 1997. Since then, the hospital has
lured an estimated 10 to 20 percent of

cardiac surgical volume away from the
two major Little Rock hospital systems.
Market observers speculate that the
hospital’s market power ultimately will
depend on its ability to secure managed
care contracts. To date, however, most
of the hospital’s volume has come from
Medicare fee-for-service patients.

In late 1997, St. Vincent Health
System, one of Little Rock’s two major
hospital systems, aligned with Catholic
Health Initiatives, a national not-for-prof-
it health system. This affiliation provided
the financial resources that St. Vincent
needed to help strengthen its market
position, which was described as weaken-
ing at the time of the first site visit. The
new financial backing allowed St. Vincent
to take advantage of Columbia/HCA's exit
and purchase the Columbia/HCA-owned
Doctors Hospital and three family clinics.
With these acquisitions, St. Vincent was
able to expand its service mix and
primary care capacity.

Similarly, QualChoice/QCA, a local
health plan owned by the University of
Arkansas for Medical Sciences (UAMS),
improved its market position by aligning
with Tenet Healthcare Corporation and
other equity partners. Tenet owns four
hospitals in other areas of the state and
already has ties to the local market
through its involvement in NovaSys
Health Network, a statewide, provider-
governed network. Tenet’s investment
gave QualChoice access to the capital it
needed to expand its offerings and secure
new business in the market.

Powerful Insurer-Hospital
Alliance Held in Check

In 1996, the most potent force in the
Little Rock market was the alliance
between Arkansas Blue Cross Blue Shield
and Baptist Health System, which joined
forces two years earlier in a shared equity
partnership to form what became the
area’s most highly subscribed HMO,
Health Advantage. Under the arrange-

Health System
Characteristics

Little Rock compared with the
highest and lowest HSC study
sites and metropolitan areas

with over 200,000 population

STAFFED HOsPITAL BEDS' PER
1,000 POPULATION, 1996

Little Rock, Ark. 5.3*
I 4
Seattle, Wash. 1.9
||

Metropolitan Areas 3.2

Source: American Hospital Association
At nonfederal institutions designated
as community hospitals

* Highest study site

PHysicianstt PER
1,000 poPULATION, 1997

Little Rock, Ark. 2.3
||

Boston, Mass. 2.6
|

Greenville, S.C. 15
||

Metropolitan Areas 1.9

Source: American Medical Association
and American Osteopathic Association
TtNonfederal, patient care physicians,
excluding certain specialties—e.g.,
radiology, anesthesiology, pathology

HMO PeNETRATION, 1997

Little Rock, Ark. 25%
[ |

Miami, Fla. 64%
I 42000
Greenville, S.C. 8.4%

[ |

Metropolitan Areas  32%
[ |

Source: InterStudy Competitive Edge 8.1
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ment, Baptist Health provides the
majority of hospital services for Health
Advantage members in the Little Rock
area, with the exception of selected
pediatric specialty services provided by
Arkansas Children’s Hospital and services
provided by certain hospitals in outlying
areas. A similar arrangement is in place
for the Blues’ preferred provider organi-
zation (PPO) product. By 1996, Baptist's
hold on this business gave it a clear
advantage over its competitors. This
partnership, and similar arrangements
developed with other hospitals around
the state, gave Arkansas Blue Cross Blue
Shield added leverage to win managed
care contracts.

While the Arkansas Blue Cross Blue
Shield/Baptist Health alliance continues
to be a dominant force in the market, key
local organizations have begun to counter
its power through their new associations
with national partners. Through its affili-
ation with Catholic Health Initiative, St.
Vincent has improved its financial stabili-
ty and expanded its presence in the local
market. The system bolstered its position
by selling its 30 percent equity interest in
another national firm, Healthsource.
Despite St. Vincent’s stake in the plan
and exclusive provider arrangement with
it, capitation rates under this contract
reportedly proved insufficient to cover
its costs. Thus, respondents note that the
arrangement turned out to be more of a
financial drain for the hospital than a
competitive advantage.

St. Vincent has refocused its managed
care strategy by pursuing nonexclusive
contracts through the provider network
NovaSys, which it formed in partnership
with Tenet, UAMS and other equity
partners in 1996. As an alternative to the
Blues/Baptist alliance, NovaSys enabled
local providers to join forces with others
across the state to offer a substantial
statewide network and compete for state
employee and public school personnel
contracts. NovasSys is now the largest
provider network in the state, with 70
hospitals and more than 3,000 physicians.

With this reach, the network positions
St. Vincent and its partners to compete
with Baptist Health and the strong
provider network established by Arkansas
Blue Cross Blue Shield.

At the same time, Tenet’s parallel
investment in the local health plan,
QualChoice, appears to be strengthening
NovaSys's tie to the plan, allowing it to
bolster its position relative to Arkansas
Blue Cross Blue Shield. Although there
is no corporate relationship between
QualChoice and NovaSys, the plan and
provider network appear to be more
closely aligned as a result of sharing
Tenet as an owner. Since this relationship
was established, QualChoice reportedly
was able to secure favorable rates with
NovasSys providers, allowing QualChoice
to underbid competitors for the new
exclusive point-of-service (POS) contract
for the state employee and school
personnel insurance pool. Though other
plans offer products to this group—and
Arkansas Blue Cross Blue Shield retains
the largest portion of this business
overall—the ability of QualChoice to
secure the POS contract allowed it to
more than double its enrollment and
begin to make a dent in the Blues’ hold
on this business.

Physicians Move to Protect
Income

Two years ago, while the majority of
Little Rock physicians practiced in solo
or small single-specialty practices, some
had begun to organize into independent
practice associations (IPAs) and larger
group practices, marking a shift from
Little Rock’s traditional organization of
physician practice. Attempts by health
plans to adjust payment rates through
profiling, coupled with the expected
growth of managed care, heightened fear
among physicians about loss of income
and clinical autonomy.

As a result, Little Rock’s physician
market began to consolidate. Columbia/



HCA's purchase of the area’s largest
physician group spurred other hospitals,
including St. Vincent and Baptist Health,
to acquire primary care physician prac-
tices and establish management service
organizations (MSOs). Some specialists
also moved to organize independently,
leading, for example, to the formation

of a new large multispecialty group and
a loose affiliation of all of the urologists
in the market. Hospital acquisition of
primary care practices now appears to
be slowing in light of concerns that these
purchases have not yielded the necessary
return on investment and have not
increased referrals.

Meanwhile, specialists have continued
to aggregate into larger groups and have
found new ways to protect their income
and clinical autonomy—primarily by
establishing freestanding ambulatory
surgery centers. The proliferation of
these centers in Little Rock during the
past two years has been remarkable.
Respondents estimate that six centers
are under construction, including those
established by the large urologist group,
Arkansas Urology Associates, and ortho-
pedic groups such as U.S. Orthopedics
and OrthoArkansas. At the same time,
there continue to be some additional
mergers of single-specialty practices;
much of this activity appears to be driven
by the effort to secure sufficient volume
for these new ventures.

Many specialists view these activities
as a hedge against fee reductions and loss
of clinical control and as a strategy to
increase their leverage with hospitals
and health plans. Others in Little Rock
characterize these efforts as an attempt by
specialists to try to corner the market and
retain traditional fee-for-service business
for as long as possible. Hospitals view
these ventures with considerable concern.
Threatened by potential losses in outpa-
tient volume, hospitals have sought joint
ventures to establish their own ambula-
tory surgery centers with physicians. Both
St. Vincent and Baptist Health have such
arrangements in place. For example,

St. Vincent established the North River
Surgery Center in partnership with
another smaller local hospital, the
for-profit management company,
HealthSouth, and a group of 40 indepen-
dent physicians. While the development
of ambulatory surgery centers is intended
to bring physicians more referrals and
ancillary income, the long-term impact of
this expansion of capacity and potential
fragmentation of the traditional delivery
system remains to be seen.

Efforts to Control Costs
Are Challenged

At the time of HSC’s first site visit, some
market observers believed that the infu-
sion of outside players and the growth
of managed care would help drive down
health care spending and curtail excess
capacity in the market. Since 1996,
however, Little Rock providers have only
increased excess capacity. In addition
to the expansion of ambulatory care
capacity resulting from the growth of
ambulatory surgery centers, the major
hospitals continue to increase inpatient
capacity. Baptist Health and St. Vincent
both are building new acute care facilities
in North Little Rock; a new tower at
UAMS added 100 inpatient beds; and
the Arkansas Children’s Hospital opened
a new 50-bed neonatal unit. These
activities appear to be driven primarily
by hospitals’ interest in expanding their
presence in North Little Rock and the
surrounding suburbs to make themselves
more accessible and attractive to the
residents and physicians in these areas.
Since the repeal of certificate-of-need
regulation for acute care services,
capacity-building continues unchecked,
despite the likelihood that these expan-
sions will drive up costs in the long run.
Greater cost control through care
management also appears unlikely in
the near future. In 1996, all of the major
HMOs in the market—and, to a lesser
extent, the hospitals—had embarked on

(5]
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physician-profiling initiatives in an
attempt to influence clinical practice
and control costs. Plans were trying to
implement payment methods that linked
the level of physician reimbursement to
performance indicators. In addition,
one plan intended to use information
on physician practice patterns to begin
dropping high-cost physicians from its
local network. Through these initiatives,
the HMOs and hospitals hoped to move
Little Rock beyond a largely unmanaged
fee-for-service system, thereby bringing
down health care costs in the market.

By 1998, however, plans had retreated
from profiling initiatives in response to
physician resistance. According to health
plan respondents, physicians objected to
linking reimbursement to profiling
data and to the quality of the data itself.
Implementation was impeded further
by limitations of existing data systems.

Several health plans are again
cautiously testing the waters with respect
to profiling, primarily by focusing on
providing physicians with comparative
information on practice patterns,
without ties to reimbursement. Arkansas
Blue Cross Blue Shield is also considering
a network-within-a-network strategy that
would use profiling data to identify a
subset of providers with whom it could
develop a lower-priced product. However,
the strategy has drawn mixed reactions
from physicians.

Issues to Track

Little Rock appears to remain a market
with few restraints. Although national
firms have proved to be important
partners to help local entities gain
leverage, the threat that outside entrants
would take over seems to have dissipated.
Managed care arrangements have not
grown as expected, but providers
continue to position themselves for
these contracts, while competing for

the fee-for-service revenue that is still
available in the market.

(6]

As HSC documents change in
communities across the United States,
key trends that bear watching in Little
Rock include:

* Will alliances between local health
care organizations and national firms
remain stable and advantageous for
local entities? Will these partnerships
continue to allow local plans and
providers to compete against the
powerful Blues/Baptist Health alliance?

* Will plans increase their efforts—
through profiling, payment arrange-
ments or other means—to implement
cost controls?

* How will the continuing expansion
of capacity affect the cost and quality
of care in Little Rock? Will the likeli-
hood of higher health care costs spur
purchasers or regulators to pursue
more aggressive cost-containment
strategies?



Little Rock Compared to Other Communities HSC Tracks

Little Rock, the highest and lowest HSC study sites and metropolitan areas with over 200,000 population

Gatekeeping

INSURED PERSONS COVERED UNDER

PHYsICIANS RECEIVING CAPITATION FOR

and GATEKEEPING ARRANGEMENTS AT LEAST SOME OF THEIR PATIENTS
C ti . .
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Boston, Mass. 62%-+ Seattle, Wash. 73%+
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Consumer FAMILIES SATISFIED WITH THE PATIENTS AGREEING THAT THEIR DOCTOR

Perceptions of
Access to Care

HEeALTH CARE RECEIVED IN THE

88%

92%+

84%+

88%

MiGHT NOT REFER THEM TO A SPECIALIST
WHEN NEEDED

Little Rock, Ark. 17%
||

Miami, Fla. 22%+
|

Lansing, Mich. 11%+
|

Metropolitan Areas 16%

Physician
Perceptions of
Access to Care

PHysiciANS NOT AGREEING
THAT IT Is POSSIBLE

PRIMARY CARE PHYSICIANS REPORTING THAT
THEY CANNOT ALWAYS OR ALMOST ALWAYS
OBTAIN REFERRALS TO HIGH-QUALITY
SPECIALISTS WHEN MEDICALLY NECESSARY

Little Rock, Ark 21% Little Rock, Ark. 17%
[ I
Orange County, Calif. 31% Newark, N.J. 31%+
| |
Lansing, Mich. 18%+ Miami, Fla. 31%+
| |
Syracuse, N.Y. 18%+ Indianapolis, Ind. 6%+
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| |
Cleveland, Ohio 61% Boston, Mass. $198
I 0000 ]
Miami, Fla. 40% Greenville, S.C. $152
| ]
United States 50% 11t Metropolitan Areas $171
|

TttMetropolitan area data not available

¥Based on preliminary data
There are no significance tests for results reported.

The Community Tracking
Study, the major effort of
HSC, tracks changes in the
health system in 60 sites
that are representative of
the nation. Every two years,
HSC conducts surveys in
all 60 communities and site
visits in the following 12
communities:

Boston, Mass.
Cleveland, Ohio
Greenville, S.C.
Indianapolis, Ind.
Lansing, Mich.
Little Rock, Ark.
Miami, Fla.
Newark, N.J.
Orange County, Calif.
Phoenix, Ariz.
Seattle, Wash.
Syracuse, N.Y.

+Site value is significantly different
from the mean for metropolitan areas
over 200,000 population.

The information in these graphs comes
from the Household, Physician and
Employer Surveys conducted in 1996
and 1997 as part of HSC’s Community
Tracking Study. The margins of error
depend on the community and survey
question and include +/- 2 percent to
+/- 5 percent for the Household Survey,
+/-3 percent to +/-9 percent for the
Physician Survey and +/-4 percent to
+/-8 percent for the Employer Survey.



Health System Change (HSC), a nonpartisan research organization, seeks to provide
objective, incisive analyses about health system change that lead to sound policy
and management decisions, with the ultimate goal of improving the health of the
American public.

Findings from the first round of the Community Tracking Study site visits are
documented in Health System Change in 12 Communities. The Community Report
series documents the findings from the second round. HSC conducts site visits in
12 communities in collaboration with The Lewin Group.
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Briefs, Data Bulletins and peer-reviewed journals. These publications are available
at www.hschange.com.
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