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“Is American Ophthalmology at a Turning Point?”

A checklist of hedging actions you can take if you think the music is about to stop.
( J. Pinto & Associates, Inc.  All Rights Reserved.
Modern American society and business economics are organized, in part, on a vastly complex meshwork of federal supports and incentives that touch virtually every dimension of our lives. This meshwork is part cronyism, part social policy and part safety net. For example, there are incentives to major corporations in critical national defense industries. These take the form of cost-plus contracts, guaranteeing a profit. There are incentives like small business loan programs, and personal incentives like the deductibility of mortgage interest to stimulate home ownership. In ophthalmology, most of us have taken our reimbursement supports and other incentives for granted. We shouldn’t.

The professional fee for cataract surgery in the industrial world is now about $400.  In America, the price is still nearly twice this figure. Consider the case of family farmers, who have seen an incremental rollback in federal farm aid and artificially supported crop prices, putting legions of small-time operators over the edge. As a surgeon or manager, does this sound familiar? Is it starting to feel familiar?

Perhaps we are nearing that same turning point in American medicine. If you think about it, Medicare has been a kind of artificial “crop subsidy” program for America’s eye surgeons, insulating the producer from the rational purchasing habits of individual senior customers.  If tomorrow every cataract patient had to personally pay for a much larger portion of their own care, the global fees for cataract surgery would fall precipitously, and caseloads would be further concentrated among the most efficient super-centers. Like family farmers, smaller eye care practices, especially those highly dependent on the “cataract crop” that Medicare pays billions for each year, are only going to survive if they are able to transition their organizations to be more efficient. Perhaps only those ophthalmic “farmers” who are able to diversify away from a dependence on subsidies and “harvest” the most RVUs per “acre” of patients are going to stay in business.

The price supports provided by Medicare and other social welfare programs are possible because of two main drivers:  a constituency of senior Americans who reward Medicare’s largesse at the voting booth, and an extremely cooperative economy. A continuation of the first driver is assured by the baby boom. But some economists believe we are on the verge of an economic correction that might in turn substantiate changes in federal budget and substantiate an acceleration of Medicare fee reductions.  

As individuals, and even as members of national organizations, we can only have a limited impact on these macroeconomic and policy issues. Although periodic protest marches in Washington make family farmers feel like they’re accomplishing something (as I’m sure American surgeons will do one day), it’s more practical for us as individuals to face facts and be prepared to adjust to the inevitable….whether it’s coming sooner or later. 

Only by committing to both clinical excellence and hard work will you thrive through the next, potentially harsh, cycle of fee adjustments. If you thought that health reform efforts under Clinton, or losing a few percent of revenue from Medicare each year were onerous, wait until the next turn of the business cycle combines with wage inflation, a clamp-down on consumer spending for elective surgery, and the rapidly aging population. What’s been termed a “health care cost and access crisis” will be called an “emergency,” and the regulatory wheels will spin in earnest. We have likely not yet lived through the toughest times. 

The most dour analysts believe an economic downturn is overdue, and will strike within the next year (read The Crash of the Millennium, by Ravi Batra, Random House, 1999). The most optimistic economists give us just an eight year reprieve, when the apex of the baby-boom bubble departs their highest-spending middle-age years, and starts to hunker down for retirement (read The Roaring 2000’s, by Harry S. Dent, Jr., Simon & Schuster, 1999). 

Thoughtful owners of even the strongest practices are troubled by these forecasts.  The most vulnerable practitioners are terrified, or should be. This includes doctors whose practices are already operating at a low profit margin, doctors who are behind in planning for their retirement, and doctors in highly competitive urban markets (where price-competitive managed care plans will more quickly wring out the excess provider base than in rural settings). 

Irrespective of your practice’s status today, strong or weak, the best response is not hand wringing, but meaningful action.  Even if you have a robust practice today, you will likely experience the same leading edge of panic that is now only reaching the country’s weakest practices. What actions should you potentially take if you believe that today’s world is just a watershed period, and that ophthalmic practice is—sooner or later—going to get a lot tougher? Here’s a short list for your consideration. If you believe the pessimists who call for a near-term economic correction, move quickly; if you believe the optimists who think we have another eight years’ reprieve, you can take a more leisurely pace.   

Know Where You Stand…Benchmark your volume performance, revenue and expenses against national norms. If you don’t know the normal benchmarks, network with other practices or bring in advisors. [John Pinto’s Little Green Book of Ophthalmology, published by the ASOA, references all of the most common benchmarks…Editor]

Optimize the Lifetime Value of Your Patient and Referral Bases…There is no dishonor in having your practice falter because of reimbursement changes beyond your control. However, there’s no excuse for failing because you have not been able to develop an ongoing relationship with your referral sources.  Or because your practice doesn’t have a recall system so patients leak out of the practice each week. Or because you have not cross-sold ancillary services like subspecialty care, optical goods or surgical facilities. Having patients return to the practice at optimal intervals (short of over-utilization, obviously), and having a full range of services to offer them will increase the viability of your practice.  

Stay Diversified…As we all now recognize, Lasik fees are softening at the same time that competition is increasing. While refractive surgery will likely continue to thrive, a one-service practice, especially just offering a single expensive elective procedure, leaves you vulnerable to every economic hiccup and every competitive challenge in your market. Unless you are nearing retirement, have the market high ground, or are drawn to Lasik to the exclusion of other fields of eye care, you shouldn’t turn in your general ophthalmology union card just yet. 

Contain Costs… Not long ago, it was thought that the only way to contain costs was to consolidate into a larger practice. Experience has shown that surgeons choosing continued independence can be just as thrifty or more so.  On the road to parsimony, don’t engage in false economies by buying low-quality products—or failing to purchase equipment or hire staff that increase your productivity.  Also, be consistent. Don’t tell your office manager to freeze wages and then take an extra few weeks off from work. 

Save For the Future…Do all you can to build capital reserves. In some settings, all you’ll need is a base of operating capital to tide you over in an increasingly tough first quarter. In other practices, it may be appropriate to build a real war chest. Whatever your savings trajectory, you will accomplish two important things. You’ll get personally accustomed to a more modest living standard, in case such actually becomes necessary, and you’ll reduce your anxiety about your ability to weather any prolonged downturns. 

Stay Nimble… Strategic flexibility means different things to different providers. For some doctors, it’s being willing to moonlight to cover office expenses. For others, it’s signing a short-term facility lease so that you can move to larger or small space as requirements dictate. Leave your options open, and make management decisions that preserve or expand options, rather than painting yourself into a corner. 

Seek Productivity Gains…As a fixed cost business, ophthalmology profits soar with just modest productivity increases. The typical solo surgeon who sees an average of 450 patients per month or about 32 patients per full clinic day can achieve a six-figure annual pay raise seeing just another five patients a day. 

Be Ready For Opportunity…A truly tough market may drive competitors away. If yours is a strong practice, other practices may naturally rally around you for security. As a leader your role as the nexus of consolidation could actually increase not decrease your profitability and control. 

* * *

If you take these actions you’ll be more likely to survive if times get rough.  And if the current good times keep rolling along, you’ll thrive all the more. Let’s all keep our collective fingers crossed together. 
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