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Editorial

FROM THE

EDITOR
The Role of Patients in Dental Ethics

(12
 uestion: How many people
does it take to be ethical.? An-
swer: More than one, and it
helps if they have divergent
self interests.

This is certainly a frightening pros-
pect to those who have learned that eth-
ics is a matter of individual conscience.
And there is no real consolation in asking
others who have the same point of view
whether they agree. Let's imagine a
scholar who received a large grant of
money to study ethics in dentistry. He
worked for many years studying right
and wrong and died of exhaustion just as
he finished his code. I would say this per-
son might have been a good scholar, but
I have no way of knowing whether he
advanced ethics. First, those affected by
the code had no knowledge it even ex-
isted. Second, there's no test of whether
the world is better with the code than it
would be without it. The same conclu-
sions apply if the code had been written
by a committee or if it had been pub-
lished in a journal that is only read by
scholars who could have done the work
themselves.
Now let's consider an example closer

to practicing dentistry. The dentist sits
alone in her office after all the patients
have left, pondering a particular case.
Something wasn't quite right with the im-
pression or the lab work and she had
struggled to make it fit. The work was ac-
ceptable but the patient had expressed
some misgivings about the whole proce-
dure. Finally, the dentist phones the pa-

tient and offers to redo the procedure at
no cost to the patient because she "just
doesn't feel she has done her best work
on that procedure." To her surprise, the
dentist 'discovered the patient to be more
upset at this suggestion than when he
had left the office. He wanted a reduction
in price because of the extra time he
would have to take out of his architec-
ture practice to have the work redone,
and his original dissatisfaction was a re-
sult of what he considered to be pressure
on the dentist's part to "sell" a more expen-
sive treatment than was really nen-scary.

In this example the dentist's behavior
is praise worthy in her own eyes, and per-
haps in the opinion of most other den-
tists as well. But the behavior was not
praise worthy to the patient, and it is not
certain whether it was ethical behavior at
all. Although the action was taken with
the best of intentions, it was done in iso-
lation and without consulting the true in-
terests of the other parties involved.

It is fashionable to weave a statement
about "putting the patient's interests
first" into one's ethics code. As attractive
as this sounds to me, as a typical patient
and typical consumer of many profes-
sional services, it simply won't work. I
can't remember the last time anyone
asked me what my interests were; but I
do get a fairly regular diet of messages
telling me what my interests should be.
An ethics code that says, "put the pa-
tients' interests first (as professionals de-
fine them)" comes pretty close to fulfill-
ing the definition of paternalism.

"Putting the patient's interests first (as
they are defined by the patient) is equally
unworkable. The California Dental Asso-
ciation recently released the results of
their survey of what patients and dentists
consider most important in oral health
care. Number one in the patients' mind,
and well ahead of any other alternative
was cost containment. Although there
have been laudable initiatives on the part
of dentists to make dental care more ac-
cessible to certain segments of the popu-
lation, I'm unaware of any efforts on the
part of organized dentistry to reduce the
costs of overall care to patients or those
who are funding patient care. In the ex-
treme, doing what the patient wants is
plain silly. Even after being fully in-
formed of the consequences of their
choices, some of them would ask for ri-
diculous or unhealthy treatment and
would want it for free.

The Golden Rule—do unto others as
you would like them to do unto you—
suffers similar limitations as a foundation
for ethics. There are some strange people
in the world and I don't want them doing
unto me anything like what I see them
practicing as a lifestyle.

The problem with the various ap-
proaches to ethics I have just criticized is
all in their being one-way. In each case
the limitation comes from an individual
or a group of people deciding what is
best for others. Even when that is done
with the noblest of intentions and when
it is done in a way that one's colleagues
would approve, it still denies the indi-
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viduality and the opportunity for self de-
termination in someone else. Inherently
it cheapens the relationship no matter
what ethical principles one might invoke.

One of the ingredients, then, in ethics
might well be that no action will be with-
held or taken that affects others without
their having the opportunity to freely ex-
press how they feel about the conse-
quences of the action. This is the very
essence of informed consent. Such a
conversation between dentist and patient
might have helped in the earlier illustra-
tion of the dentist who congratulated
herself on deciding to redo a patient's
treatment only to find that the patient
was dissatisfied with everything but the
technical characteristics of the restora-
tion. It is exactly the approach that rec-
ommends itself now to the profession
for addressing the ethical issues in cost
of oral health care. Equitable funding or
oral health is not something for dentistry
to decide and then announce to the pub-
lic and the payers; it is an issue of great
significance to many parties and they
must be all given the opportunity to
freely express their views and an equal
chance of influencing each other.

Although it falls short of a definition,
an important part of ethics seems to be
the moment of grace when one drops
the pride of superiority or the illusion of
objectivity and realizes that others who
are affected by our actions have the same
right to express their feelings about the
outcomes of mutually dependent behav-
ior that we do. It should automatically be

unethical to refuse to listen to those
whose future we affect or to attempt to
coerce them. Historically, dentistry has
been a powerful profession, and thus
would be especially vulnerable to these
problems. Editors are well aware of
them.

Ethics is a community activity; it is
also one which inherently embraces con-
flict. Heroes arise in troubled times. Dis-
cussions of the well-ordered social inter-
actions of colonies of ants seldom turn
towards ethical matters. Managed care,
consumerism, the growth of an em-

e need three codes
of ethics in dentistry.

ployee class of dentists, matasticizing
regulations, slow integration of women
and minorities into organized dentistry,
and the shift from therapeutic to cos-
metic care provide an expansive field for
ethical action. Who would want to re-
strict this field by denying that the prob-
lems exist or by assuming they can all be
handled the same way problems were
handled twenty or thirty years ago?
Abraham Lincoln had something useful
to say about this, "I don't like that man; I
had better get to know him better."

Patients, the Federal Trade Commis-
sion, insurance companies, and other
health professionals are all affected by
what dentistry does. This means they
have a role to play in making dentistry

Editorial

ethical. They live in worlds different
from the dentists' world which makes
communication harder. But it is probably
better to have communication of words
than communication of confrontational
action.

Dentistry has one code of ethics. It
was written by dentists and is intended to
cover all situations where ethical behav-
ior is an issue. As good a document as it
is and as typical as it might be for codes
written by and for professionals, it is in-
adequate. We need three codes of ethics
in dentistry. One of them would address
the relationship among dentists them-
selves and would be written by dentists.
A second would address the relationship
between dentists and patients—the very
heart of any profession. That should be
written by patients and dentists together.
A third code would involve the relation-
ships between individual dentists and be-
tween dentists collectively as a profession
and all other entities such as insurance
companies, government, other profes-
sions, and the public at large. The cre-
ation of such a code would be a signifi-
cant undertaking because of the great
number of voices that would have to
come to the table.

Cc.)

David W. Chambers, EdM, MBA, PhD, FACD
Editor
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Letters

Letters to the Editor

Dear Editor:
The recent issue (Summer 1997)

devoted to lawyers and dentists was
great! The American legal system exists
so that a civil redress of wrongs is
possible instead of some sort of anarchic
"self-help" (taking the law into one's own
hands) alternative.The general idea is to
compensate for unjust injury—that is to
make the righteous plaintiff whole again
(at least legally). However, a major
problem is that U.S. defendants and their
insurers have become the chief finan-
ciers of international tort R&D—forced
to unwillingly underwrite the continual
modernization of the common law. The
resulting body of legal precedents is used
both here and in other common law
countries.

A glut of American attorneys com-
bined with a costly judicial process
(thereby encouraging "cheaper" out-of-
court settlements) is part of the problem.
A system like ours that permits a plaintiff
and his attorney to sue with little more
than nothing at risk except their time,
sets the stage for a legal system that is
loathed even more than it is misunder-
stood.

The British do it differently. If a
defendant prevails in a civil proceeding,
the plaintiff is stuck with the defendant's
litigating costs. This threat of monetary

penalty to the plaintiff discourages the
legal "fishing expeditions" for which the
American Bar is infamous. Not surpris-
ingly, lawsuits for negligence-based torts
are far fewer in Great Britain.

Proponents of the American status
quo argue that the British Rule exerts a
"chilling effect" that would unduly
restrict the ability of less-well-off U.S.
citizens to sue. Furthermore, there is little
doubt the British Rule retards the
(needed) evolution of the common law.
Yet, a reasonable question that we
Americans should ask ourselves and our
leaders is how much of our inefficient,
largely non-productive and costly system
we should continue to underwrite.

In my opinion, too many working
Americans (including some dentists) pay
big percentages of the outsized monetary
and psychological costs associated with
our well-intended but absurdly expen-
sive civil court system. Others pay little
or nothing while some look at the system
as one more way to "play the lottery."

There must be a better way! America
would do well to find it.

Yours truly,

191(),a_
Mike Rethman, DDS, MS, FACD
Kaneoho, HI

Dear Dave,
Thank you for publishing information

about the pass/fail rates on dental clinical
licensure examinations (June 1997 News
& Views). After many years of speculation
and innuendos, the public deserves the
facts as they exist.

Please keep up the wonderful work
you're doing with the ACD Journal. You
have brought to that periodical a level of
intelligence and intellect that is unri-
valed.

Kindest personal regards,

Don-N. Brot
Baltimore,

S, FACD
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Financing Oral Health Care

Introduction to
Theme Issue on

Financing Oral Health Care

The Woods Hole Group, aided by a grant from the Kellogg Foundation, was
organized with the mission of having knowledgeable people from a variety of
backgrounds in oral and general health care practice and policy study and evalu-
ate changes occurring in the delivery of dental care. Reimbursement of the den-
tal provider is but one facet of the study. Predoctoral education, student indebt-
edness, access to care, and quality and cost of care are some of the other agenda
items being deliberated by the Group.

Findings and recommendations of the Group, upon completion of its stud-
ies, will be widely reported through the dental literature and through presenta-
tions. It is our hope that necessary and rational discussion of oral health care
policy will be stimulated by this.

The papers by Steven Bader, DePorter, Douglass, Guralnick, Hunter, and
Ryan were presented at the first meeting of the Woods Hole Group in Boston
in April 1997. A paper on direct reimbursement, presented by Dr. Kevin
McNeil was not submitted for publication, although the Group feels that the of-
ficial view of the American Dental Association must be considered in assessing
dental care reimbursement policy.

Dr. Walter C. Guralnick
Professor of Oral and Maxillofacial Surgery, Emeritus
Harvard School of Dental Medicine

Editor's note The other articles appearing in this issue, those written by Jim Bader and
Dan Shugars, by Cornelis van der Wal and Cathye Smithwick, arul by Dick Wilsan, are
similar in theme to the Woods Hole papers, but were submitted independently and passed
through peer nview separately.
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Abstract
Despite the shift in third-party dollars
for dental care to dental managed
care payment systems because of
payers' perceptions that they are
more cost effective, significant
segments of the population still have
no access to oral health care. Costs to
consumers continue to rise faster than
the economy, generally placing
pressure on the profession. The
accelerating cost of dental education
places pressure on young practitioners.
It is unclear whether organized
dentistry or market forces will have
the strongest influence in addressing
these problems.

W
hether it is called transfor-
mation or corporatization,
the delivery and financing
of dental care is rapidly

changing. I will cite a substantial body of
evidence to support this statement. As a
beginning, consider the fact that there
were 7.5 million members enrolled in
managed dental plans in 1990, in 1996
the number had grown to 23.7 million.
Their distribution is interesting. Sixty-
seven percent were in the top ten
DHMOs. The National Association of
Dental Plans (NADP) trade group esti-
mates that there will continue to be a
15% yearly increase in managed care en-
rollment. Patients are, obviously, either
choosing or being directed into managed
care plans. The direction of the enroll-
ment side of the dental care equation
seems clear while the provider side re-
mains interesting but ambiguous.

Quo Vadis?
W.C. Guralnick, DMD

Con Fee-For-Service ond
Indemnity Handle the Job?

There are approximately 150,000 den-
tists in the U.S., of whom 105,000 ac-
tively practice. Of these, 27,000 currently
participate in managed care plans and an-
other 10,000 in PPOs. Almost 70% of
dentists are in solo practice, a mode that
has been sustained by individual prefer-
ence, the historical dominance of indem-
nity insurance, and the tradition of out-
of-pocket, fee-for-service payment by a
large proportion of dental patients. Does
this traditional situation still exist?

Solo practice is coming under more
and more critical scrutiny for at least two
reasons. Dental students graduate with
such enormous debt that opening an of-
fice, which was in the past the customary
way, has become financially impossible
for many (if not most) recent graduates,
and, additionally, the reality of office
overhead. Patients are, obviously, either
choosing or being directed into managed
care plans.

What about indemnity insurance as a
principle mainstay of fee-for-service
practice? The facts are that as DHMO
enrollment has increased, the FFS share
of the market has decreased from 41.7%
in 1994 to 31.4% in 1996. The cost of
one when compared with the other has
been a major influence upon employers
switching from indemnity to managed
care. According to a Foster Higgins re-
port, "Dental benefit costs continued to
rise for the fourth year in a row in 1996
and have climbed more than 30% since
1992...Overall health benefit costs, in
contrast, have risen just under 12% dur-
ing the same time period. The combined
effect is likely to aid growth of dental
managed care."

Managed dental care and dental
HMOs are priced 30-50% lower than in-
demnity dental plans according to the
January 1997 issue of Pulse -Analysis. The
cost advantage was bluntly explained in
these words by Dr. Marvin Zatz, a Pru-
dential Vice President, "lack of interest
in anything but cost points employers to-
ward HMOs." David DePorter, Vice
President, Dental Care Management,
CIGNA Dental, agrees with the impor-
tance of price, but adds a substantial
amendment to Zatz's statement, saying,
"Cost was the driver in the past but to-
morrow it will be cost and quality."

In the introduction to a monograph,
"The Managed Dental Industry: Today
and Tomorrow" by Sheila Moldover,
Gutman, its publisher wrote, "What we
do know, however, according to a survey
conducted by benefits consultant William
M. Mercer, Inc. in late 1995, is that more
than half the companies that offer only
fee-for-service benefits to their emoloy-
ees planned to switch to managed cental
coverage or add it as an option by the
end of 1977."

There are other tangible develop-
ments which have begun to affect the fi-
nancing and practice of dentistry. The
merger of managed care companies, of-
ten through acquisitions, has brought

Dr. Guralnick is
Professor of Oral and
Maxillofacial Surgery,
Emeritus at the
Harvard School of
Dental Medicine,
Massachusetts General
Hospital, Fruit Street,
Boston, MA 02114. He
is the organizer of the
conference from which
most of the papers in
this issue are drown.
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new capital into the dental market and in-
creased membership. As an example,
Comp Dent Corp (of Atlanta) added al-
most one million members to its rolls in
1996 when it acquired Chicago-based
Dental Care Plus and Texas Dental
Plans. Such large membership gives a
company access to capital and, along
with that, the ability to market and grow
in away that is denied small organizations.

Granger Vinall, President of Dental-
Net of Arizona describes his seeking
venture capital in these enthusiastic

ost was the driver in
the past but tomorrow

it will be cost and quality.

words: "I've never been this popular. I
feel like the prettiest girl in town." His re-
mark reflects the awakening of venture
capital to the profit potential in the an-
nual $45 billion-plus United States dental
market. Moldover described the invest-
ment community's view in more modest
terms, but with equal optimism. She
wrote, "The financial markets continue
to feel confident that managed dental
companies remain good investments."
She further noted that analysts in some
investment houses feel that dental stocks
are less of a risk than medical HMOs,
principally because in dentistry there is
no "catastrophic risk" such as in by-pass
surgery.
A logical corollary to the sanguine at-

titude of venture capital is the relatively
recent entry into the managed care dental
marketplace of the dental practice man-
agement company. The DPMC is a
product of venture capital, and such
companies have been sprouting up all
over the country. Two New England
firms are examples of the genre. One is
American Dental Partners with head-
quarters in Wakefield, Massachusetts,
which currently manages the practices of
one hundred and thirty dentists. It began
operation in 1995 with $30 million in

venture capital funding. Another is First
New England Dental Centers which, af-
ter eighteen months of operation, now
manages thirty-three dental offices,
mostly in Massachusetts, but with a few
in Rhode Island, Vermont, Connecticut,
and New Hampshire. Its target is much
broader and it is presently awaiting ap-
proval to issue stock. The thrust of the
DPM is to consolidate a "cottage indus-
try" and provide it with the efficiencies
and financial advantages of an expertly
managed large corporation.

Another significantly large segment
of the population that is increasingly
subscribing to managed dental care is
covered by Medicare and Medicaid. A
number of HMOs are attracting Medi-
care patients by offering dental benefits
at no additional cost. Next to pharma-
ceuticals, dental care is the most desired
benefit of HMO subscribers. Pacificare's
Secure Horizons and Kaiser Permanente's
Senior Advantage programs are ex-
amples of HMOs which have each en-
rolled 150,000 Medicare members in
their dental HMO programs. Consider-
ing the fact that Medicare covers thirty-
seven million aged and disabled individu-
als, 14% of the country's population, the
size of this potential dental benefit mar-
ket is awesome.

Despite the fact that, as already noted,
millions of patients have access to care,
the profession must acknowledge that
this is not a universal situation. Approxi-
mately one half of our population, 139
million people, have no type of dental in-
surance. Some of these can pay for their
care themselves, but the majority cannot.
The damage to oral, and even general
health, due to lack of professional dental
care is highlighted by Eklund's report in
the February 1997 Journal ofthe American
Dental Association 'Trends in Dental Care
Among Insured Americans: 1980-1995."
The author concludes that "the patterns
of dental care among a large group of
insured people show clear trends during
the past fifteen years that suggest pro-
found improvement in oral health. The
challenge remains to extend these con-
siderable gains in oral health to the ma-

Financing Oral Health Care

jority of the United States population
who do not have dental insurance."
Eklund's study reinforces the importance
of accessibility as well as financing and
reimbursement. To do this we must pose
the question: "How are organized den-
tistry and practicing dentists reacting to
change?"

The American Dental Association's
view is expressed in its sponsorship of
direct reimbursement, an indemnity in-
surance plan. Dr. Gordon J. Christensen
presented the ADA's position in a paper
"Educating Americans About Dental
Care Benefits" in the February 1997Jour-
nal of the American Dental Association. He
boldly states, "Dentistry has had a long
history of excellent service and cost con-
tainment in the private enterprise system.
The dental delivery system in America is
not in need of major change. Health
maintenance organizations, preferred
provider organizations, and similar
groups have had easy access into other
parts of medicine because of the need to
contain costs and the catastrophic nature
of some medical problems. Dentistry
does not have either of these problems."

If most dentists agree with
Christensen's doctrine, change will take

T he result of physician
indifference to obvious

problems has been the
present frenetic bottom-
line driven health care
system.

place, probably at an accelerated pace,
without involvement and guidance of
the profession. David Nash, writing in
the Journal ofPublk Health Dentistry (Spe-
cial Issue, 1996), points out the danger in
being a bystander. "Those individuals
who believe we will preserve the current
circumstances in the profession of den-
tistry—the status quo—whether they are
practitioners or educators are, to use a
term of natural science, 'Neanderthals!"
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He further suggests that "Burying our
heads in the sand and hoping for change
to stop,...is not only foolish, it is deadly."
The same thought was simply expressed
by Zayra Calderon of CIGNA in these
words, "will the dentist be at the wheel
[of change] or just be a passenger?"

What I believe to be most important
is for us to learn from medicine's experi-
ence during the past fifteen or twenty
years. The medical profession ignored
the public's cry for cost control, easier ac-
cessibility, and simplification of the
health care process. Because the period
since World War II, and particularly since
the enactment of Medicare in 1965, was
a boom time for physicians, little atten-
tion was given to the need and desirabil-
ity of some practice changes. The result
of physician indifference to obvious
problems has been the present frenetic
bottom-line driven health care system
that has major deficiencies for both phy-
sicians and patients. Dentistry still has
the opportunity to be a major voice in
structuring a system of oral health care
that improves upon the current base.

Student Debt and Trained
Auxiliaries

I have focused upon some of the
changes taking place in the dental mar-
ketplace and described some of the
"products" being used for reimburse-
ment. There are two other factors which
need to be considered in discussing den-
tal practice. One is the enormous ex-
pense of dental education and its result-

ing student debt. Aside from the worri-
some financial situation of schools, most
students have an equally grave financial
problem. At Harvard, for instance,
graduating seniors customarily leave with
a debt of $100,000 or more which influ-
ences future plans and goals. The need to
pay off such debt has, in some cases
forced graduates to work as hygienists or
take jobs as independent contractors in

°lying the student debt
problem Is not easily

occomplished

offices with less than ideal standards.
The question is, what can be done to
help?

I believe there are at least two ways to
mitigate the problem. One is the estab-
lishment of an Educational Opportunity
Bank. Funding of the bank could be
sought from several sources. One is the
government, both Federal and State,
which would have to be convinced of
the need for and desirability of support-
ing dental education. Another source
consists of dental school alumni, private
individuals, and foundations. Another
potential funding resource is in group
practice. If group practice becomes
more of the norm ("group" herein de-
fined as a "sharing" organization rather
than an entrepreneur's business), young
graduates could be accepted with the un-

derstanding that the group would help
pay off their debt by withholding a spe-
cific percentage of the individual's earned
income. This is, in a sense, a variant of
the Educational Opportunity Bank plan.

Solving the student debt problem is
not easily accomplished, but it must be
considered in discussing the future of
dental practice. Dr. William S. Ten Pas,
when President of the ADA, expressed
the same view in the November 1996
Journal of Dental Education. He wrote, "A
growing concern for the profession is
the increase in debt among dental stu-
dents. We believe indebtedness affects all
aspects of dentistry and we should ac-
knowledge it as a problem in order to
find solutions for students."

The final matter to which we should
give some thought, politically sensitive as
it is, is the training and use of extended
duty auxiliaries. The fact that lay people
can be educated to perform certain du-
ties well, under the direction and auspices
of a practicing dentist, has been demon-
strated and proven both here and
abroad. Medicine was as resistant as den-
tistry to the idea of extended duty auxil-
iaries, but has appreciated their effective-
ness and helpfulness and now uses phy-
sician assistants and nurse practitioners
to good advantage. The Institute of
Medicine's report on dental education
significantly recommended that dental
educators "continue efforts to increase
the productivity of the dental work force,
including appropriately credentialed and
trained allied dental personnel."
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California and Dental Managed Care
State of the State

Richard B. Ryan

D
ental Management Decisions
was recently commissioned
by the California Dental As-
sociation to provide a statis-

tical perspective or overview of the den-
tal managed care marketplace within that
state. That paper will become a part of
the CDA's much larger new business cur-
riculum headed by Temple University.
The program was unveiled to CDA
membership at the CDA's April 1997 Sci-
entific Session in Anaheim. The CDA's
plans are to create a practice manage-
ment business curriculum, with some
educational attention or emphasis placed
on dental contracted care. The project
will be an annual commitment by the
CDA and available to all CDA member-
ship.

While the research paper prepared for
the CDA is their exclusive property for
purposes of their educational program,
there are certain statistical findings that
are simple fact and are of public record.
The following represents a small excerpt
from Dental Management Decision's re-
search paper.

California presently has 19,000 prac-
ticing dentists. According to the best esti-
mates there are currently 6,100 dentists
in C.nlifornia (32%) who are participating
as providers of dental HMO programs.
There are approximately 9,000 general
dentists and specialists (47%) who are
providing contracted care for one or
more dental PPO programs.

It is important to point out that many
of those participating in PPO programs
may also be participating in dental
HMOs; so the number of doctors par-
ticipating in managed care is not the cu-

mulative total
of the above
figures. Best es-
timates indicate
that approxi-
mately 11,000
dentists in Cali-
fornia (58%)
are contracted
with at least
one HMO or
PPO plan (ex-
cluding those 17,500 California dentists
or 92% who are contracted Delta Dental
members).

There are approximately thirty-two
million people residing in California. Of
this number, about twenty million (62%)
are estimated to have some type of den-
tal coverage. The table shown on this
page is an approximation of these in-
sured individiials.

It should be pointed out that the
above totals exceed the previously stated
twenty million insured in California, and
similarly, the market share exceeds 100%.
The reason for this, and historically the
difficulty. in obtaining accurate benefit

isstatistics,  primarily attributed to the in-
demnity and PPO figures. The nature of
a PPO benefit is that the patient may, on
any given day of the week, be one benefit
type or another. For example, a patient
today receives treatment from his or her
family dentist who is not a PPO provider
and therefore the patient receives "in-
demnity benefits." Next week that same
patient decides to receive additional care
and accesses a PPO provider dentist.
The patient is then counted as a PPO
member. The same patient is counted

Plan Type

Traditional indemnity
Delta Dental (Premier)
Delta Dental (DentiCal)
Dental HMO
Dental PPO
Non-risk referral plan
Total

3,100,000 15.5%
4,900,000 24.5
4,900,000 24.5
6,400,000 32.0
2,300,000 11.5
400,000 2.0

22,000,000 110.0%

twice—as a traditional insurance patient
and as a PPO member.

Similarly, there are a large number of
California employees or insured individu-
als who belong to a two-income family,
and thus may have dual insurance cover-
age. In other words, an individual may be
counted twice because he or she in fact
has both a managed care and a traditional
indemnity insurance plan, possibly
tlu-ough a spouse.

In summary, the best numbers avail-
able indicate that traditional indemnity
and Delta Premier coverage collectively
represent eight million lives and 40% of
the market share. Managed care pro-
grams (HMO and PPO coverage) pres-
ently represents 8.7 million lives and
43.5% of the market.

Richard Ryan is
President, Dental
Management Deci-
sions. He can be
contacted at 13800
Heocock Boulevard,
Building C, Suite 212,
Moreno Volley, CA
92553, (909) 656-
3555.
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The Future of Dental Benefits
David J. DePorter, DDS, MS, MPH

Abstract
The past twenty years have seen
dramatic growth and consolidation in
DHMO and PPO segments of the
dental benefits industry. Purchasers
and patients are becoming more
vocal in their demands, primarily for
controlling costs. It is predicted that
emerging trends will include greater
emphasis on quality (and its
relationship to cost) and on dental
practice management companies. It is
less clear what role organized
dentistry will play in these changes.

T
he dental benefits industry has
gone through a considerable
change over the past five years.
Based on these changes, the

current status of dental benefits, and the
trends we are observing as we look to
the future, the dental benefits industry
will undergo even more dramatic shift
than we have witnessed in the past. A
careful study of dental HMO (DHMO)
and dental PPO growth numbers and
trends, helps to form the conclusion that
the majority of privately insured patients
will be covered under a DHMO or PPO
benefit plan by the year 2005. Purchasers
of group dental plans, employer benefits
consultants, and consumers continue to
show their readiness and eagerness for
the change to network-based dental
plans. The marketplace will continue to
evolve and adapt. A key question that re-
mains is whether dentists and organized
dentistry will play a role in helping to
shape the new world of dental benefits
or will they remain an unattached ob-
server or detractor, missing the opportu-
nity to help determine their destiny.

Change Drivers Are in Place
to Remold Dental Benefits

Out of the total U.S. population it is
estimated that about 177 million are of-
fered a dental plan through private or
public insurance. Of the 177 million, 117
million are currently covered through
group dental plans. In addition, 26 mil-
lion Medicaid participants have dental
benefits and another 30 million are eli-
gible for dental coverage through Medi-
care. There are also another four million
with coverage through other means.
Among those with private insurance,
coverage types continue to evolve toward
network-based plans. According to a re-
cent Tillinghast-Towers-Perrin survey for
the period of 1994 -1995, fee-for-service
dental plans declined 11.20%, while den-
tal PPOs increased by 16.20% and dental
HMOs increased by 14.40%.

Currently, 34% of privately insured
dental plan participants are enrolled in an
HMO or PPO plan. Of the 117 million
privately insured individuals, 17 million
are enrolled in PPOs and 22.8 million are
enrolled in DHMOs. Dental HMO en-
rollment has nearly tripled in the past five
years, according to a recently completed
study by the National Association of
Dental Plans, from 7.8 million in 1990 to
20.6 million in 1995.

Employers are either adding managed
dental plans (both DHMOs and PPOs)
to their benefit packages or switching to
the managed plans entirely, and at record
rates. According to William Mercer, Inc.,
seven of ten dental managed care pro-
grams currently in place were added. be-
tween 1990 and 1996. Mercer also indi-
cated that this migration will continue.

While 61% of employers did not of-
fer a managed dental plan as of the end
of 1995, Mercer predicts that number
will shrink to 36% by the end of 1998.

Why the change? Employers are looking
for value. Sixty-five percent of employers
who added a managed dental care pro-
gram in the 1990s cited cost as the pri-
mary reason. Increased benefits were a
secondary reason.

Studying the Game
To understand the impending market

changes, study. the "game film." A study
of the evolution of the medical market
offers a keen insight to the future devel-
opment of the dental benefits industry.
The successful players in tomorrow's
market will study the medical "game
film," learn important lessons, make criti-
cal adjustments applicable to the dental
industry, and implement changes more
rapidly than the industry has experienced
previously.

In the medical benefits market, we
saw that HMO enabling legislation in
1972 led to the development of the first
medical HMOs. Many of those first
HMOs were small and primarily doctor
capitalized. In 1982, U.S. Health Care be-
came the first publicly traded HMO
which led to the resurgence of small
public companies ([POs). Following the
growth of IPOs came the growing wave
of consolidations.

As the consolidation boom led to big-
ger entities, the regionals became super-
regionals and some national players dis-
appeared. The next phenomenon to ap-

Dr. DePorter is Vice
President, Dental Care
Management for
CIGNA Dental. He can
be contacted at 300
NW 82nd Avenue,
Suite 700, Plantation,
FL 33324.
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pear was the medical practice acquisition
era that started in the middle to late
1980s and continues into today, although
at a less aggressive rate.

Medical benefit demand from pur-
chasers of benefits, benefits consultants,
and consumers began to shift from a
"pure" cost-based decision to a combi-
nation of quality and cost advantages by
the mid '90s. This has been accompanied
by efforts to demand a sharp focus on
wellness, outcomes, and other quality
measures.

Applying the Lessons
The future of dental benefits lies in

the ability to apply lessons learned from
the "game film." Managed dental plans
(primarily DHM0s) were started in the
1970s and early 1980s by both dentist
and non-dentist entrepreneurs. These
DI-IMO plans were locally based and
many were built exclusively for unions or
individual employers. In the mid-to-late
'80s, larger regional and national plans
emerged. Large national indemnity carri-

D urchosers and consum-
ers know what they

wont— value demon-
strated by measurable
outcomes for lower cost.

ers like CIGNA and Prudential entered
the business in 1984 and 1985 respec-
tively.

In the mid '90s, alliances developed
between regional dental plans and in-
demnity carriers to offer dual-choice
products. This has been rapidly followed
by the consolidation of dental plans
through acquisitions and mergers. At the
same time, the large, national carriers be-
gan offering a full range of dental ben-
efits: HMO, PPO, and traditional indem-
nity plans.

As we approach the end of the '90s,
two additional trends that developed in
the medical plan industry have begun to
proliferate in the dental plan industry.
First, the acquisition of dental practices

by dental practice management compa-
nies has begun and is growing at a mete-
oric pace. The impact of this change to
the practice of dentistry will be dramatic,
shifting the focus of dental care delivery
from a solo practice mode to one of a
group systems focus. Second, group pur-
chaser demand for quality and cost ad-
vantages, combined with wellness and
outcomes measurement demands con-
tinues to reshape the way dental plans
operate, dental benefits are designed, and
dental practice is conducted.

Transformation is Current and
Inevitable

Radical change is taking place in the
dental market. The available capital and
other resources that were once tied up in
bringing medical costs down are now di-
rected toward the dental benefits indus-
try. The knowledge gained from the
medical experience means change will
happen more quiddy, more dramatically.
Purchasers and consumers know what
they want, and when it comes to manag-
ing their health care costs, they will use
their leverage to get it.

With a more knowledgeable market,
dental benefits entities will be trans-
formed from administrators of benefits
to advocates of quality and outcomes,
while still producing significant cost sav-
ings as compared to current plan offer-
ings. Buyers of dental benefits, who con-
tinue to become more discriminating in
their purchasing decisions, and consum-
ers, seeking and gaining more knowledge
of treatment cost and efficacy, are
quiddy moving from silent obedience to
active participation in treatment deci-
sions. The sophistication of the con-
sumer (the patient) will continue to drive
change, both in the dental benefits arena
as well as in the manner in which dentists
practice and communicate with their pa-
tients. For both the group purchaser and
the consumer, the catch phrase has be-
come "value demonstrated by measur-
able outcomes for lower cost."
A big remaining question is what role

will the dentist and organized dentistry
play? Will dental professionals learn from
what happened in the medical industry
and assume a responsible role for shap-
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ing the architecture for the integrated de-
livery system of the year 2000, or will
they be passive participants and abdicate
the responsibility for change to the mar-
ket? This is a most important decision
and important moment for the dental
profession.

The National Association of Dental
Plans estimates that over 37,000 dentists
are currently participating in managed
care plans (DHMO and PPO). Dentist
participation in these plans is expected to

A big remaining ques-
tion Is what role will

the dentist and organized
dentistiy ploy?

exceed 60,000 over the next five years, a
milestone of critical mass. While orga-
nized and individual vocal resistance to
managed dental is at an all time high, the
change toward more managed dental
benefits accelerates due to marketplace
forces. The American Dental Associa-
tion has dedicated millions of dollars
both to promote federal and state legisla-
tion to weaken managed dental care and
to sponsor direct reimbursement financ-
ing of dental care. Neither of these two
efforts respond to the market, and they
demonstrate an unfortunate sign that the
change may occur despite dentists, rather
than as a proactive, joint effort between
all the players.

Fortunately, other professional dental
organizations perceive the benefits of
managed dental care and are helping to
lead the charge. The American Dental
Hygiene Program Directors Conference
this year had a feature presentation and
discussion on managed care and dental
hygiene. The American Dental Hygiene
Association recently came out with a
bold document entitled "Position Paper
on Managed Care," which clearly pro-
moted the synergistic relationship be-
tween the preventive focus of managed
care programs and clinical dental hy-
giene.

Dental education also has an oppor-
tunity to play a key role in the changing
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nature of dental care delivery and dental
benefits. Although dental education has a
history of traditionalism and inflexibility,
there are some signs of a potential
change of direction. In 1995, the Insti-
tute of Medicine noted that "dental edu-
cators—individually and collectively—
have important choices to make. They
may attempt to preserve the status-
quo—in effect, a path toward stagnation
and eventual decline." This same study
further recommends "to prepare stu-
dents and faculty for an environment
that will demand increasing efficiency, ac-
countability and effectiveness, the com-
mittee recommends that the dental stu-
dents and faculty participate in efficiently
managed clinics and faculty practices."
Many of the nation's dental schools

are now incorporating curriculum
changes which include significant time
relative to the business aspects of den-

tistry and realistic discussions about
managed care. Failure to do so would be
a serious error and disservice to the stu-
dents and dentists of the future. Several
dental schools have also established con-
tracted provider relationships with man-
aged care organizations for both their
faculty clinics and their post-doctoral
residents.

The Path to 2002 and Beyond
The future path of dental benefits,

and even that of dental care delivery, is
predictable. Managed dental plan offer-
ings will proliferate and evolve. Dental
HMOs and PPOs will dominate the den-
tal benefits industry, although indemnity-
type dental plans will remain for a few
employers. This evolution and growth
pattern will be fueled by the emerging
change toward group and group-systems
practices fostered by dental practice

management companies and dental ser-
vice organizations (DSO). These inte-
grated primary care delivery systems,
IPOs and mini-IPAs have a market-spe-
cific focus.

The growing awareness of purchaser
and consumer demand for outcomes
measures and treatment protocols and
standards on the part of dental benefits
organizations and DSOs will foster new
relationships to meet market demand
and drive a more standardized and mea-
surable approach to delivering dental
care. Drivers of change and active par-
ticipants in setting the future direction of
dental benefits and dental care delivery
will help fulfill the demands of an evolv-
ing and more demanding market. Those
who yearn for the days of yesteryear or
who remain passive as the market
changes will simply be left by the way-
side.
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Delta Dental Plan of Massachusetts'
Perspective on Financing

Robert E. Hunter, DMD

Abstract
The continually increasing costs of
dental treatment have stimulated
searches for alternative means of
financing care. Cost has also raised
questions about the definition of
quality in oral health. Payers are
beginning to evaluate alternatives
based on prevention and health
outcomes rather than volume of
treatment delivered. Not-for-profit
organizations, such as the Deltas,
have a proactive role to play in this
search for alternatives. In the end, it is
the combination of market forces
which will shape both how dentistry
is financed and how it is defined.

T
he anchor for many successful
companies is their mission state-
ment. Do they have a compel-
ling raisons d'etre? Can they give

employees incentive to move beyond the
usual? Delta Dental Plan of Massachu-
setts, in its ten years of self-operation
and administration, has not only survived
but excelled in a market composed of
large insurance corporations competing
for benefit dollars. Its mission is:
• To improve the oral health of the resi-

dents throughout the regions in which
we are authorized to operate by pro-
viding needed dental care to more
people at a reasonable cost through
service and managed care benefits pro-
vided by participating dentists

• To pursue related growth opportuni-
ties within our area of expertise.

What Do We Find in 1997?
Purchasers are concerned with cost,

cost, and cost—according to a 1996
Mercer Meidinger study. This study of
the market revealed that cost was the
most important influence of a buying
decision, with access and quality of care
far down the road. The facts speak for
themselves. Figure 1 compares the per-
cent increase in dental CPI to the CPI
for all items. The percent increase of the
dental CPI has consistently outpaced the
CPI for all items. Figure 2 demonstrates
that the dental Health Insurance Trend
Model (HITM) has, for the years 1994
and 1995, been twice the medical HITM.
Dental care is a small, but costly, part of
the overall health care burden and thus
needs to be a part of the solution.
How long can American corporations

compete in a global economy paying
health care costs second to none? The
challenge for dental insurers is to influ-
ence the reerpeneering of the American
dental care delivery system. Delta Dental
Plan of Massachusetts does not see its
role as defining the changes, but rather as
influencing a change to evidence-based
treatments, continually modified by sci-
entifically validated outcomes studies.

The a regation of dental practices is
beginning to take shape here in Massa-
chusetts. Four different venture capital
backed companies are bringing profes-
sional management to dental care deliv-
ery. The question is, can they make a sig-
nificant difference in reducing costs in a
system that has most of its providers
(78% in solo practice) operating at an av-
erage of 33.2 hours per week? They cer-
tainly think so, as they aggressively altre-

gate in Massachusetts and elsewhere. Virill
reduced costs mean lower consumer
prices or merely higher corporate prof-
its? Can we extend access to the Ameri-
cans without insurance-92% of the
poor, 85% of the elderly, 68% of Afri-
can-Americans, and 61% of Hispanic-
Americans—from savings generated?

Managing Core or Managing
Health?
We at Delta Dental Plan of Massa-

chusetts believe that in order to deliver
cost-effective, appropriate care aimed at
maintaining the oral health and function
of the patient, the dentist must play a key
role. Is that happening today? Not at all.
Today the dentist is compensated prima-
rily for performing treatments, not man-
aging health. The elements of managing
health include risk assessment through
means such as diagnostics to determine
streptococcus mutans levels, anaerobic activ-
ity in the periodontal sulcus, and the
body's immune response. Radiographs,
oral examination, general health status of
the patient, past caries activity, and age,
among the other criteria, will shape the
treatment plan. The first step in manag-

Dr. Hunter is President,
Delta Dental of
Massachusetts, 10
Presidents Landing,
Medford, MA 02155-
9104, (617) 393-
1010.
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Figure 1
Percent Increase from Previous Year of CPI of All Items and CPI of Dental Services
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ing health is to heal the patient; reduce or
eliminate strep mutans; remineral in the
tooth; use sealants, varnishes, and other
non-invasive procedures; and reduce or
eliminate periodontal pathogens. Then,
proceed to repair damage in the best,
cost-effective manner before proceeding
to elective procedures. The patient will
then be ready for a vigorous mainte-
nance program that includes behavior
modification, diet modification, etc. Cur-
rently we believe that wellness programs
can be instituted at the workplace to sus-
tain and support the maintenance of
good oral health. With the help of dental
researchers, academics, and practicing
dentists, this type of evidence-based di-
agnosis, treatment, and maintenance can
be defined. It will take time and effort
and coordination among payers, provid-
ers, researchers, academics, and the pa-
tient to achieve results in this wellness
model of care.

Defining "quality dental care" usually
evokes different (and often emotional)
responses from various audiences. The
dentist will speak of technical evidence;
the insurer will speak of cost efficiencies;
the payer will speak to healthier, more
productive employees. At Delta Dental
Plan of Massachusetts, when we speak
about quality care, we look at the life

cycle of a tooth. A virgin tooth today
that in twenty years is:
• Still a virgin tooth equals success and

represents quality
• A one-surface filling indicates that
something failed which equals less
clualitY

• A two-surface filling shows a bigger
failure, equaling even less quality

• A crown represents a huge failure and
equals poor quality

Figure 2

15

10

• An extraction is the ultimate failure, no
clualitY•
Thus it may be said that the need for

a technically proficient crown represents
a failure, not a success. But of course,
this is not to demean the ability of den-
tists, but to change perceptions from
treatment to the wellness model. It is
necessary to digress to discuss responsi-
bility. Regardless of how well the dentist
diagnoses, treats, and educates, failure
can and will occur. The patient must ac-
cept the responsibility to achieve health.
The payer must allow time and place for
wellness programs at the workplace. The
insurer must provide these programs as
well as design benefit plans that reward
patient responsibility and provider re-
sponsibility yet also benefit the payer/
purchaser.

What is the Role of Not-For-
Profits?

I feel it is necessary to comment on
the not-for-profit status of Delta Dental
plans. This tax-free status is used by gov-
ernment to encourage actions not gener-
ally found in the commercial market
place. The first Delta Dental plans were
formed to meet the needs of a Pacific
Coast longshoremen's union that wanted
to provide dental benefits to their mem-

Annual Percent Change of 12-Month Moving Average
Source: Health Insurance Trend Model  Published by Milliman & Robertson. Inc.
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— Dental HITM

1991 1992 1993 1994 1995

— Medical HITM

Copyright 01996. Milan. S R sbeftson. Inc.

14 Volume 64 Number 3



bers. The commercial carriers did not see
this as a viable market so the unions
sought help from practicing dentists who
then formed the first Deltas in Califor-
nia, Oregon, and Washington. Delta, as a
not-for-profit, is not taxed on the federal
level, nor by most states. There are no
shareholder-owners, therefore, no divi-
dends nor profits are expended. There
are stakeholders: the members/subscrib-
ers who have the insurance, the payers/
purchasers who decide to make the ben-
efit available to employees or members;
the dentists/providers who agree to par-
ticipate in the plan and give needed care
to the members; the regulators (usually
the Division of Business or Insurance of
the enabling state), who ensure that the
fiscal state and the policies of the insurer,
are sound. This type of not-for-profit is
a change agent set up by governments to
bring needed services and products to
the market. For example, some of the
state of the art military systems have
been designed and built by not-for-prof-
its. They channel resources not expended
on profits or taxes into research. For us
at Delta Dental Plan of Massachusetts,
this means engaging in development of
standards of care, treatment protocols,
and outcomes studies—metric develop-
ments necessary to define quality in den-
tal care. If you can't measure it, you can't

determine quality, appropriateness, effec-
tiveness, or efficiency of care.

Who Will Participate in the
Solution?

The health care market is searching
for a solution to the problem of run-
away costs that contribute, for instance,
more to the cost of an automobile than
the steel from which it is made. The mar-
ket never loses; it always wins. Someone
will provide a satisfactory solution, prob-
ably arrived at by consensus of payers,
providers, and subscribers. There is a
huge demand for dental care, albeit ap-
propriate care. Dental benefits are usually

Change will be driven by
information technology

found in the top third or fourth most
sought after benefit by employees. Den-
tistry has a bright future for the insured
and the provider who can put the right
pieces of a solution together at a price
point that is competitive. It will drive the
change—that is, the reengineering of
dental care delivery. It is not a question
of if, but rather when, it will happen.

This change will be driven by infor-
mation technology—information de-
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rived from vast data bases many insurers
currently have but cannot access. Data
warehouses are being built that will yield
the information needed to define and
measure effective and appropriate care.
New delivery organizations such as the
professional management companies,
now forming, will emerge. New payment
incentives for dentists will be developed,
giving a reasonable standard of living to
a caring professional.

Dentists strive to maximize income,
and that is not un-American. Insurers in-
fluence dentists' behavior by how they
pay for treatment. Can we not also influ-
ence this behavior by paying for health?
Purchasers want to minimize expenses—
nothing wrong with that either. They
must compete in a global economy. The
market solution to those seemingly op-
posite positions will emerge based on sci-
entifically proven, measurable protocols
of treatment.

In closing, it is insightful to review a
quote from a leading dean, extraordinary
provider, and innovator of dental care.
"The day is surely coming...when we will
be engaged in practicing preventive
rather than reparative dentistry; when we
will so understand the etiology and pa-
thology of dental caries that we will be
able to combat its destructive effects by
systemic medication."—G. V. Black, 1895.
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Group Practice vs. Solo Practice
A Dentist's View

Steven Bader, DMD

Abstract
The percentage of dentists joining
group practices has increased sharply
in the past fifteen years. Many
advantages to practicing in a group
setting including social, clinical, and
financial aspects have contributed to
this change. Solo practice has become
increasingly difficult for new dentists.
Market forces as well as insurance
changes have accelerated the transition
to group practice. Multispecialty groups
have particular features that have
allowed them to become much more
popular. The advent of dental practice
management companies has fueled
the growth of multispecialty groups
and has created new business
opportunities for dental practice
owners.

D
ental students learn to make
diagnostic and treatment
planning decisions with the
help of our peers and more

learned superiors. Although the coordi-
nation is not always the smoothest, den-
tal school is certainly the ultimate
multispecialty group practice. It seems
unusual that the overwhelming majority
of dentists graduate school and choose
to practice in a solo environment. It
sounds so constricting; so limiting.
My personal background is very ana-

lytical, with a chemistry degree from MIT
and my DMD from Harvard. I also have
several years of retail sales experience in
electronics in New York City. I like to
think I learned how to solve problems

rather than how to memorize facts. Al-
though I considered private practice and
teaching positions, I had the opportunity
to be a part of building a whole new
concept of dental delivery in 1982, and I
found this very intellectually stimulating.
It has kept me clinically and financially
interested for fifteen years. My first den-
tal position involved designing, equip-
ping, and staffing an office to deliver
high quality, traditional, personalized
multispecialty dental treatment within a
Sears store. My group felt that it was the
dentist who created the practice, not the
location. We also felt that the multispecialty
group practice provided the most intelli-
gent, convenient, and efficient model for
delivery of dental treatment.

In the solo "traditional" practice, one
doctor works alone with the support of
trained auxiliary staff. If the doctor has
gained some practice experience as an as-
sociate or in a GPR, he or she may have
developed adequate technical skills in
some areas. The dentist will take some
number of required continuing educa-
tion courses and will decide when to
complete a procedure or when to refer it
to a specialist. He or she will choose
some referral partners based on reputa-
tion, some based on the number of pa-
tients they refer, and some based on their
golf scores. But most importantly, he or
she will learn many of the most critical
lessons by making mistakes. Experience
will come primarily from personal suc-
cess and failure.

In the multispecialty group there is a
hierarchy of practitioners similar to a
network of hospital providers. At my
first position, with one year of GPR ex-
perience, I was clinical director of a

group of seven doctors. But I had tech-
nical mentors in every dental specialty.
These were doctors in my office available
for consultation, cooperative treatment,
and observation at least once a week. We
started a tradition of weekly clinical con-
ferences similar to my dental school
training that I have continued to this day.
By my estimate, a general dentist can re-
ceive at least three years of experience
for every year practicing in a
multispecialty group compared to the
same time spent practicing solo. I
formed this opinion based on observa-
tions of dozens of doctors I have inter-
viewed and hired over the past fifteen
years. I found repeatedly that many doc-
tors I hired with only solo practice expe-
rience exhibited more limited compre-
hensive treatment planning skills, more
difficulty relating to specialists within the
office, and more difficulty relinquishing
their patients' treatment to the specialists.

Another factor in favor of group
practices that cannot be overlooked is ca-
maraderie in the social and clinical sense.
The ability to share experiences with
peers in the office can tremendously re-
duce stress and possibly burnout in the
long term. In my current multispecialty
group practice, we have thirteen doctors
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representing general dentistry, prosth-
odontics, periodontics, oral surgery, and
orthodontics. The number of years of
practice experience ranges from eighteen
months to forty-one years. Every clay we
take advantage of the pure physical pres-
ence of other doctors in the office by
showing off our best work to each other.
We also use every opportunity to display

T he ability to shore expe-
riences with peers in the

office can tremendously
reduce stress and possibly
burnout in the long term.

failures, either our own or those we see
from other practitioners. We may ask an-
other doctor to give injections when our
third mandibular block attempt fails. Of
course, this reinforces the teaching envi-
ronment by expanding the horizons of
our less experienced associates. We also
have a built-in second opinion mecha-
nism for emergencies and any complex
case questions. The patients are always
impressed when we have multiple gen-
eral or specialist doctors available imme-
diately for examination.

This leads to another interesting po-
tential that exists in the group setting—
quality assurance. Dr. Rob Compton of
Delta Dental of Massachusetts spoke at
my office recently relating his experiences
in Michigan with large multispecialty
groups where the clinical director was
very formally involved in QA via re -
quired review of prosthetic impressions
and endodontic final films. This type of
process is not feasible in the solo setting.
We have informally practiced the same
type of reviews in my office for fifteen
years. We emphasize this aspect of our
practice when interviewing potential as-
sociates, and I feel it has been very effec-
tive in eliminating marginal candidates
from consideration. If the group empha-
sizes quality of care from start to finish,
it would be impossible for a mediocre

dentist to survive, since at one time or
another all of our work is seen by the
other doctors in the group.

This comparison is not intended to
chastise all solo practitioners by any
means. Clearly, the solo practice model
has predominated around the world for
all of the modern dental age and has
produced dentistry at the highest levels.
And there certainly have been plenty of
multispecialty groups that have delivered
substandard care. However, the percent-
age of dentists practicing in groups has
steadily and substantially increased over
the past decade and all indications point
to a continuation of this trend. There are
indications that the value at time of sale
for a solo practice has been on a steady
decline as patients' choices for treatment
broaden. Also, as insurers play a larger
role in directing patients in their choice
of doctors, the history of a practices re-
ferral patterns—so called "goodwill"—
becomes much less valuable. In Califor-
nia, at this time where capitated care con-
tracts are much more prevalent than in
the Northeast, the value of a practice is
very dependent on the number and qual-
ity of capitation contracts the doctors
owns. There are many forces at work to
accelerate these changes.

Patients are looking to all service in-
dustries for increasing flexibility and con-
venience. This includes the convenience
of extended hours which are much more
common in the group setting. It also in-
cludes treatment convenience which can
be offered by a multispecialty group. Pa-
tients have expressed enormous satisfac-
tion with the ability to complete all of
their treatment with one office, and they
are equally dissatisfied when they must
be referred out for any reason. Many
new patients seek treatment in a
multispecialty group solely due to this
factor. They like the convenience of one
office, one bill, and one staff to deal
with. Many larger groups choose loca-
tions in high traffic areas, and this in-
creases patient convenience. The rela-
tively high rents in these areas can easily
be offset by the much higher revenues
enerated, giving an advantage to the

_arger group. Another important area of
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patient flexibility is payment options. A
group can afford to offer a wide variety
of payment programs to ease the finan-
cial burden on patients. They can pur-
chase these programs at a substantial dis-
count compared to the average solo
practitioner due to higher volume, allow-
ing the plans to be more affordable to
the practice as well as the patient.

Economic pressures have continued
to make solo practice less feasible. As
student debt mounts to astronomical lev-
els, the ability of any new graduate to fi-
nance the opening or the purchase of a
new office becomes virtually impossible.
It becomes necessary for the recent
graduate to become an employee first to
be able to hope to pay off loans and ac-
cumulate capital to contribute to owner-
ship of an office. However, the average
current solo practitioner no longer has
need for an associate as the number of
dentists has increased and competition
for existing patient bases has heightened
in many desirable practice areas. Some
groups are eagerly hiring recent graduates
at low to medium salary levels to take ad-
vantage of this market phenomenon.

Market and insurance pressures to
keep fees lower also contribute. A group
practice should generally be more cost-
effective than the same number of prac-
titioners practicing separately. Resources
including facility and staff can be used

T he value at time of sale
for a solo practice has

been on o steady decline.

more efficiently and can result in sub-
stantial cost savings. Volume purchasing
of materials and services can contribute
additional benefits. Although our group
does not consider lower fees a goal, we
do feel we provide a very high level of
service at a fee lower than many compa-
rable offices. Insurance companies are
looking for the ability to work with of-
fices that can treat a larger portion of
their patient base, which can reduce the
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insurance administration costs. There-
fore, larger groups can often negotiate
preferential contracts with insurers at fa-
vorable rates.

Then why would a high quality, suc-
cessful multispecialty group practice
choose to merge with a dental practice
management company? Let us look at
two areas: financial and professional.

For the owners of a profitable
muhispecialty group practice, the ques-
tion of ultimate sale of their portion of
the practice—or "exit strategy"—has be-
come an increasing potential problem.
As the practice grows to the $2 or $3
million size the value of a 50% share in
the practice grows to an amount that is
difficult for a new purchaser to afford. A
common scenario for transfer of a por-
tion of ownership involves the current
partner financing the purchase to the
new partner, usually an associate of the
practice, through the use of existing
practice profits ordinarily paid to the cur-
rent owner. In other words, ownership is
transferred to an associate using the
partner's own money. The main justifica-
tion for this type of transfer is the guar-
antee of future practice revenues by re-
taining the associate within the practice.
However, for the current owner, it is of-
ten a cashless transaction, or worse, a net
cash loss. By merging with a manage-
ment company, the owners can usually
receive a substantial portion of the equity

built up in the practice as a combination
of cash at the time of sale, a short term
promissory note, and, in some instances,
company stock. They continue to receive
a cash flow in the form of compensation
for their dentistry as well as some por-
tion of the future profit generated by
their office, but the majority of that
profit now goes to the management

conomic pressures have
1—, continued to make
solo practice less feasible.

company. This ability to receive current
value for the equity in the practice can
yield a large leverage factor toward future
retirement options for dentists in any age
bracket. Our group has doctors who
have sold their practice and who are as
young as thirty-three.

The presence of substantial financial
resources devoted solely to the increase
in production and profitability of the of-
fice has allowed many offices to com-
plete renovations and expansions that
even the individual large groups may
never have attempted. Also, the geo-
graphic advantages of having multiple
locations near each other allows more ef-
ficient use of advertising to create mar-

ket awareness and generate increased pa-
tient flow.
On a professional level, many of the

reasons for joining with a management
company follow from the discussion of
the advantages of group practice pre-
sented earlier. The ability to interact with
a much larger successful peer group is
very exciting. The sharing of clinical and
management ideas has yielded tremen-
dous advancement for many of our
practices. In our company, one of the re-
sponsibilities of the officers of the pro-
fessional corporation is to visit each of-
fice and analyze areas for improvement
in clinical and non-clinical areas and to
provide training. The support of a pro-
fessional management company that in-
cludes several very high level individuals
with significant health care experience in
companies like HCA/Columbia and
Blue Cross, has added a business compo-
nent to our practices that we could not
have afforded alone.

From my admittedly biased view, I
feel that the future of dentistry will see a
growing percentage of dentists practic-
ing in groups and a larger number of
management companies will appear on
the horizon to try to consolidate our
practices. The solo practitioner will sur-
vive for a long time to come, but the effi-
ciencies of working with the support of
a large group will li.cely make it more dif-
ficult for the smaller practices.
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Update on Student Debt:
Trends and Possible Consequences

Chester W. Douglass, DMD, PhD, FACD
and Leonidas V. Cansos

Abstract
This paper is an update on the issue of
dental student debt and provides
additional data and an exploration of
continued trends which were outlined
by Douglass and Fein in the 199510M
study of The Future of Dental
Education. Dental school tuitions have
continued to increase at rates at or
above the consumer price index.
These tuition bills are increasingly
being met by debt financing on the
part of the students. These trends are
described and then related to recent
data on the future plans of dental
school seniors. The second part of the
paper will provide new updated data
on dentists' incomes and analyze the
trend in dental fees versus the
consumer price index. The final
section provides a summary of pay
back mechanisms currently being
offered to students.

T
he average private dental school
tuition and fees ($23,500) is ap-
proximately three to four times
higher than that of public den-

tal schools ($6,500). There are thirty-five
public schools and nineteen private and
private state-related dental schools in the
United States. But, because of their
larger size, private schools account for
53% of the nation's dental students.
Therefore, the high and rising cost of
private dental education is affecting the

majority of dental students in the United
States, although concerns have been ex-
pressed by deans of public dental
schools. The American Association of
Dental Schools (AADS) has analyzed
this trend and shown that the real cost to
students has more than doubled in the
past twenty years, even after adjusting for
inflation (American Dental Association,
1993a). Tuition increases continue to be
about 2% above the consumer price in-
dex annually. These increases are experi-
enced in both public and private schools
of dentistry. The consequence of this
trend is the continued high and rising
debt of dental students upon graduation.

Figure 1 shows the trends in student
debt from 1985 to 1996 for both public
and private dental schools (American
Dental Association, 1993b; American
Association of Dental School, 1996).
Clearly, student debt has continued to
mount. Somewhat alarming, however, is
that the slope of the recent increases
seems to be greater, i.e., annual increases
in student debt have become greater. For
example, earlier reports (Douglass &
Fein, 1995) ending in 1993 showed an in-
crease of about $8,000 for students
graduating from private schools between
1991 and 1993. However, for the most
recent two years for which data are avail-
able; 1994-1996, student debt has risen
from $90,000 to over $105,000—nearly
double the former increase. Similar steep
increases in student debt can be seen in
Figure 1 for state related and public den-
tal school students. Accordingly, not only
has the trend in student debt continued,
but it has become exacerbated since 1994.

Impact on Future Practice
Plans

Each year the American Association
of Dental Schools surveys dental school
seniors on a variety of subjects, including
their career plans immediately upon
graduation. Table 1 presents an eighteen-
year trend that includes the most recent
two years of this survey (American As-
sociation of Dental Schools, 1995;
Solomon, 1985) (1996 data are not yet
published). The trend in all of the first
five categories has continued. Graduating
seniors intending to go into solo practice
has declined to between 6% and 7%. Se-
niors going into group practice has in-
creased to 15%; seniors seeking ad-
vanced education and specialty training
has increased to 37%; seniors intending
to become employed dentists has
dropped slightly to 28%; and seniors ex-
pecting to go into government service
has dropped slightly to 8.7%. Interest-
ingly, only 3.5% of seniors (the lowest
number ever) are undecided about their
future practice plans.

The extent to which increasing stu-
dent debt affects practice plans is per-
haps difficult to directly document.

Dr. Douglass is both
Professor and Chair of
Oral Health Core Policy
and Epidemiology
and Leonidas Cartsos
(not pictured) is a
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However, the basic shape of these trends
seem clear. As student debt escalates,
more students are seeking advanced edu-
cation in fee-based dental specialties and
expect to be in group practice as em-
ployed dentist (at least initially). Perhaps
of greater concern is that this trend into
high paying dental specialties seems to
discourage entry into dental education
and research careers because they are in-
creasingly less attractive financially, par-
ticularly if students have upwards of
$100,000 in student debt to repay.

Expected Incomes
One factor that may be affecting ca-

reer choice is the expectation of future
income. Are future dental incomes con-
sistent with taking on such heavy debt
for a dental education? In 1991, assum-
ing that 8% of net income could be used
to pay this debt, Petersdorf (1991) pro-
posed that a debt of $75,000 could be re-
paid comfortably with a net income of
approximately $150,000; that it would be
possible to pay this debt within an in-
come of $97,000; but difficult to pay the
debt with an income of only $75,000.

With these guidelines in mind, ob-
serve Figures 3 and 4 which present
gross incomes for general practitioners

1993 1994 1995 1996

-Private

- - - State Related

  All Schools

- - • Public

and dental specialists for each five-year
interval since graduation from dental
school. Keep in d, that these 1994 es-

timated incomes are three years behind
today's actual 1997 incomes and are
hence approximately 15% to 20% below
actual 1997 incomes. In 1994, the average
net income for all dentists was $127,430.
With general practitioners reporting
$117,610 and specialists averaging
$177,590 (American Dental Association,
1996) (see Table 2). Net income figures,
however, are largely a function of busi-
ness acumen, legal advice, and how ag-
gressive each practitioner is on reporting
business-related tax deductions. For ex-
ample, the extent to which business en-
tertainment, Keogh and other retirement
benefits, a company car, or family vaca-
tions linked to continuing education and
convention trips are included in the den-
tal practice overhead is a function of ac-
counting and legal advice received by the
practicing dentists rather than a true cost
of providing direct services to patients.
Therefore, gross income is a better indi-
cator of the overall economic health of
the dental care market and hence a better
indicator for determining whether dental
students will be able to repay their stu-

Table 1: Future Practice Plans of Dental School Seniors (percent)

Immediate Plans 1978 1980 1983 1989 1992 1995 1996

Solo Practice 21.5 17.3 13.2 6.7 6.7 5.8 6.7

Partner / Group 17.9 9.8 12.1 13.8 11.2 11.1 15.2

Advanced Education 18.9 18.3 20.8 31.4 35.9 36.0 36.8

Employed 19.1 29.9 34.5 31.9 30.9 32.9 27.7

Government Services 19.7 14.5 10.7 10.6 9.5 8.9 8.7

Teaching 1.1 1.3 0.8 0.9 0.7 1.1 0.8

Undecided na 8.9 7.7 4.6 5.1 4.2 3.5

SOURCE: Survey of Dental School Seniors Summary Report, 1995, AADS, Washington, DC

1996 data not yet published

Table 2: Net Income for the Primary Private Practice of Independent Dentists, 1994

Type of Respondent Mean 1stQ Median 3rdQ SD

General Practioners 117,610 70,000 105,000 151,380 67,730

Specialists 177,590 102,000 160,000 231,000 98,480

All Independent (Weighted) 127,430 73,200 110,000 165,000 77,460

SOURCE: American Dental Association, Survey Center, 1995 Survey of Dental Practice

20 Volume 64 Number 3



dent debt that is now averaging more
than a $100,000 for most students in the
United States.

The American Dental Association
survey center of 1995 reports the 1994
results of a national survey of dentists'
incomes (American Dental Association,
1993c; 1996). The mean gross income
for general practitioners with fewer than
five years since graduation is $247,510.
Given the 5% fee inflation for the past
three years, in 1997 this income would be
approximately $286,524. With average re-
ported overhead expenses of 65%, this
would still leave $100,283 as a net in-
come, which is well within the range that
Peteisdorf sets for being able to repay an
8% annual pay back for a $75,000 loan.

The loan payment provisions which
now allow students to carry the payment
out fifteen to twenty years provide a ben-
efit for today's young general practitio-
ners that seems within the range of eco-
nomic feasibility. For example, for gen-
eral practitioners in practice for ten to
fourteen years, the 1994 average gross in-
come was $348,330 which is equal to
$403,235 in 1997. A 35% net income
would provide $141,132 with which to
pay back the student loan. For the one-
third of the graduating class who be-
come specialists, however, paying back
the graduating debt of $100,000 is twice
as easy. Average specialty incomes in only
five to nine years out of dental school are
$452,930 in 1994, or $524,323 in 1997.

Since dental faculty specialists, dental
public health, and oral pathology special-
ists are at the extreme lower end of these
incomes, it is perhaps more appropriate
that students aiming to be in private
practice would expect to be closer to the
75th percentile of specialists' incomes.
Figure 3 shows that in the upper 25%
specialty gross incomes were $650,000 in
1994 or approximately $752,000 in 1997.
It is interesting to note that not only are
specialists' gross incomes substantially
greater than those of general practitio-
ners, but that the percent retained as net
income is also greater (see Table 3). That
is, specialists in practice fifteen to nine-
teen years have a net income equal to
44.8% of their gross incomes, resulting
in a net income of $337,100 in 1997.
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These reported incomes from dental
specialists in private practice perhaps
could help explain why sixteen out of
eighteen students in one graduating class
from a private school recently wanted to
become orthodontists or oral surgeons.
Periodontist's and endodontist's incomes
are reported to be equally as high.

20 to 24

75th Percentile

1994

01991

II1994

However, even under these favorable
long-term financial conditions, it seems
that recent graduates still feel substantial
financial pressure, at least during the first
few years of practice. It has been sug-
gested anecdotally that such circum-
stances influence the delivery of unnec-
essary dental care. However, no studies
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have been reported that document this
phenomenon.

Dental Fee Annual Inflation
A factor that does contribute to the

continued real increases in dentists' in-
comes is the inflation in dental fees.
Since 1983, annual dental fee increases
have risen at a rate higher than the con-
sumer price index, a time period that is
coincident with a substantial increase in
dental insurance. Figure 4 shows that
since 1991, while the CPI has been held
consistently to 3% for six years in a row,
dental fees have risen approximately 5%
during four of those years, 6% in 1982
and 8% in 1991 U.S. Department of La-
bor, 1997). This trend has continued.
The Bureau of Labor Statistics, in April
of 1977, reported that "the inflation rate
for dental services continued to outpace
that for medical care and all items in gen-
eral." Weeks et al (1994) reported that the
annual yield, or internal rate of return
([RR), on the investment of a medical or
dental education was almost identical for
specialist physicians and dentists, at

20.9% and 20.7% respectively. This
analysis was controlled for equal working
hours.

Given this fourteen-year trend in den-
tal fees, the real increases in dentists in-
come since 1983 have risen substantially
when compared to the consumer price
index for all goods and services. This
phenomenon is characteristic of a seller's
market. With a decreasing supply of den-
tists projected over the next decade and a
slow but steadily growing economy and
larger work force, it is apparent that a
growing population of patients will be
seeking dental care from a shrinking
population of dentists. It seems logical,
therefore, to expect that dental incomes
during the coming decade will continue
to experience the increases that have
been characteristic of the past fifteen
years. In summary, while the student
debt outlined earlier seems like a burden,
the ability of graduates to pay back these
debts while in private practice will prob-
ably encourage the continued practice of
paying for dental education with debt fi-
nancing. The extent to which these eco-

Table 3: Percent of Gross Income Declared as Net Income, 1994

Type of Dentists Mean 1st Q 3rd Q

General Practitioners

Years since graduation
Under 5 26.0 25.0 25.0

5 to 9 34.8 30.0 36.3

10 to 14 35.6 35.2 40.0

15 to 19 33.0 34.3 33.4

20 to 24 31.9 30.0 33.8

25 to 29 35.3 32.8 35.5

30 to 34 36.0 43.4 31.1

35 and over 36.7 47.8 36.0

Specialists
Years since graduation
Under 5 na na na

5 to 9 34.8 31.7 36.8

10 to 14 38.9 38.6 40.9

15 to 19 41.1 36.4 44.8

20 to 24 38.5 39.9 36.8

25 to 29 43.5 43.3 41.8

30 to 34 38.7 35.0 38.7

35 and over 38.8 46.4 36.4

SOURCE: American Dental Association, Survey Center, 1995 Survey of Dental Practice

nomic forces limit dental services avail-
able to under-served populations and
discourage entry into dental education
and research careers would seem prob-
lematic.

Loon Repayment Plan
Alternatives

Once a student has completed his or
her education it is time to begin paying
back loans. The loan payments may be-
gin anywhere between six months to a
year following graduation. According to
a publication by the William D. Ford
Federal Direct Loan Program (1996) on
repayment plan choices, the maximum
amount of monthly interest allowed to
accrue on these loans has been set at
8.25% by the federal government. This
publication describes four payment plans
for repaying student direct loans:

Standard Repayment Plan. A monthly
payment plan with a maximum repay-
ment period of up to ten years, depend-
ing on the amount of the loan taken out.
The amount of the monthly payments
will be the largest with this plan, how-
ever, over the life of the loan, the total
repayment amount will be the lowest.

Extended Repayment Plan. A monthly
payment plan with a repayment period
of twelve to thirty years, according to the
amount of the loan. Because of the
longer repayment period, the monthly
payments will be smaller, but the total re-
payment amount will be greater over the
life of the loan.

Graduated Repayment Plan. A monthly
payment plan with a repayment period
of twelve to thirty years, according to the
amount of the loan, however, the pay-
ments start low and increase very two to
three years. This will allow students to
make lower payments earlier in their ca-
reers and increase the payments as they
become more established. Over the life
of the loan the total repayment amount
will be higher, because more payments
are made in the first years.

Income Contingent Repayment Plan.A
monthly payment plan with a repayment
period of up to twenty-five years that
went into effect on July 1, 1996. Under
this plan the repayment amount is based
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upon the dentist's monthly income.
Twenty percent of this income will be
taken towards the repayment of the loan.
In the event that the payment amount is
less than the amount of the interest ac-
crued on the loan, the interest will be
added to the principal amount once a
year until the principal balance is 10%
higher than the original balance.

Each repayment plan has its advan-
tages and its disadvantages. Recent
graduates must decide whether it is their
interests to make large monthly pay-
ments and pay off the loan as quickly as
possible, or make smaller monthly pay-
ments even if that means paying back a
significantly larger amount of money in
the long run. Presently, the most popular
repayment method is reported to be the
Graduated Repayment Plan.

One way for a student to avoid the
cost of these repayment plans is to ob-
tain some sort of sponsorship or tuition
reimbursement benefit while in school. A
number of scholarship or revolving loan
funds for dental students have been sug-
gested. Since an increasingly larger share
of dental school graduates enter the
work force as employees, benefits like the
tuition reimbursement can significantly
decrease the costs of loan repayment for
students. Furthermore, tuition reim-
bursement benefits, which are prevalent
in large competitive private sector com-
panies, can provide subsidized opportu-
nities for continuing dental education
and possibly specialization at a later date.

In summary, while the student debt
outlined earlier seems like a burden, the
ability of graduates to pay back these

Financing Oral Health Care

debts while in private practice will prob-
ably encourage the continued practice of
paying for dental education with debt fi-
nancing. The extent to which these eco-
nomic forces limit dental services avail-
able to under-served populations and
discourage entry into dental education
and research careers would seem prob-
lematic.
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Fee-for-Service Dentistry or Managed
Care: One Dentist's Opinion

Richard D. Wilson, DDS, FACD

Abstract
Contrasts are drawn between dental
care based on fee-for-service and
managed care financial arrangements.
The advantages of fee-for-service
include (for the profession) slow
acceptance of managed care in
dentistry compared to medicine; (for
society and the patient) more
community service, higher technical
quality of work, and stimulation of
innovations; and (for the individual
dentist) the strong dentist-patient bond
as well as professionalism.

Anbout four years ago, I recall a
senior dental student com-
plaining about the cool recep-
'on he had received from the

neighborhood dentists when he visited
them to inquire about opening an office
nearby. At a recent dental meeting, I had
occasion to listen to this same young
man complain about all those new den-
tists moving into "his area" to practice. I
believe this is called changing your per-
spective.
My own judgment is that the advo-

cates of different managed care initia-
tives have worked hard to change our
profession's perspective on fee-for-ser-
vice dentistry and simultaneously to pro-
mote their own commercial enterprises.
Let's examine fee for service dentistry
and managed care from three different
vistas: the profession, society and the pa-
tient, and the individual dentist.

The Profession
Dentistry is not medicine. The two

professions are vastly different. Although
the percentage of dentists involved in at
least one managed care plan continues to
hover somewhere in the mid to high
20% range, only about 6% of dentists'
patients are managed care patients.
"Consumers grade their dental managed
care plan significantly lower than they
grade their dentist, and the freedom to
choose one's dentist is more important
to them than lowering dental costs"
(Brutlag & Associates, 1996).

In the American Dental Association
1996 Membership Needs and Opinion
Survey, a number of questions were
asked relating to identifiable challenges
facing the practice of dentistry. Interest-
ingly, 52% rated "deciding whether or
not I should participate in a managed
care plan(s)" as only somewhat signifi-
cant or not significant (American Dental
Association, 1996). Consequently, it
would appear that those who are aggres-
sively counseling us toward managed
care are having a somewhat more ardu-
ous task persuading dentists than they
have had persuading physicians. Al-
though each of us has witnessed col-
leagues who have abandoned managed
care to return to fee for service, the man-
aged care industry understandably has
offered no data about these occurrences.

Nonetheless, it would be naive to
hold that managed care will be unimpor-
tant in the delivery and financing of oral
health care in the future. "While nobody
knows how deeply managed care will

penetrate dentistry, it will continue to in-
crease and create concern and questions
in the profession" (Brutlag, 1996).
A very influential element in this

equation is academia. As governmental
(federal and state) support for dental
educational institutions continues to
erode, dental education must cast about
for other means of support. Many
schools are evaluating increased reliance
on patient care revenues; in other words,
becoming involved in managed care
(Anderson, 1995). These potential activi-
ties will not only impact on a school's fi-
nancial stability, but also on the dental
students' opinion of managed care. The
positive image of fee-for-service den-
tistry could be substantially damaged un-
less these schools work very hard to pro-
vide a balanced view in the minds of
those who are to be the future of den-
tistry.

Moreover, the great majority of
young dentists entering our profession
are heavily burdened with debt. Private
dental schools are now graduating den-
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tists responsible for up to $250,000 in
educational debt. The incremental and
gradual building of a fee-for-service
practice may not be the option of choice
for these new practitioners when a
"plan" promises some sort of immediate
income (Wilson, 1997).

Until dentists accept academia's prob-
lems as belonging to the entire profes-
sion, damaging divisiveness between the
private practice and educational commu-
nities will continue to impede profes-
sional harmony, scientific progress, and
the health of the profession. Dental edu-
cational institutions interfacing with
managed care should be addressed
collaboratively by educators and practi-

A grove challenge to
society is the inten-

tional discouragement of
excellence in health care.

tioners. Dental education cannot survive
in isolation. Dentistry with impoverished
dental schools will not long be a profes-
sion.

Society and the Patient
A grave challenge to society is the in-

tentional discouragement of excellence
in health care. The conscientious man-
aged care dentist who spends that little
"extra" striving for excellence will be
compensated at the same rate as the less-
than-committed managed care dentist.
Integrity and altruism are thereby finan-
cially penalized.

More than a few dentists may be al-
lowing their clinical decisions to be
shaped by others. There is a widely held
view that the motivation of these "oth-
ers" is external to what is best for the pa-
tient. One wonders about long-term im-
pact.

The assumption that all private prac-
ticing dentists' diagnostic and therapeutic
decisions are invariably correct is no
longer valid. Inconsistencies among

competent and caring therapists of all
descriptions are being documented with
increasing frequency (Eddy, 1990). Be-
cause these inconsistencies influence cost
and quality of care, observant payers re-
sponded. In many instances, these re-
sponses resulted in practitioners becom-
ing more uniform and standardized in
their care and, as a consequence, patients
benefited. Significantly, the "standards"
that a number of plans developed appear
to favor those treatments that are less
costly.

The question must be posed: Is qual-
ity of care being subordinated to profit
by business oriented managed care ad-
ministrators?

Although there is no "typical" geriat-
ric dental patient, a great many of our
older dental patients are dentate, have ex-
isting restorations of considerable age,
are concerned about their oral health and
are retired with no "dental plan." It ap-
pears that this increasingly numerous and
vulnerable segment of our population
has been forsaken by managed care. The
fee-for-service practice is the contempo-
rary source of oral health care for these
patients, frequently at reduced fees and
with considerable investment in extra
time. Frankly, that is an extension of our
community responsibility, no matter
which practice environment we prefer.

Treatment outcomes that are impor-
tant to patients and outcomes that are
important to dentists may be similar, but
priorities may well differ. Patient con-
cerns seem to center around function
without pain or inconvenience and an ac-
ceptable appearance. On the other hand,
most dentists judge outcomes in a num-
ber of additional ways, including lack of
pathosis, and the more clinical manifesta-
tions of quality oral health care (quality
of intercuspation, quality of restorative
margins, quality of the endodontic fill,
etc.). Both patient and dentist believe
that longevity of treatment satisfaction is
mential to success. Significantly, patients
often forget how long a bridge has been
in place, what year "that root canal" was
completed, or how long ago periodontal
surgery was implemented. Reminders by
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the dentist invariably evoke surprise, but
happily stimulate increased confidence.

So, many of the time-consuming,
painstaking, and precise efforts that re-
sult in long-term success in oral health
care could be difficult for the patient to
appreciate. Patients who are media ori-
ented toward short-term solutions may
not understand the difference between
the enduring value received in a high
quality, fee-for-service environment and
a low-cost managed care system.

One would hope that this lack of un-
derstanding is not being exploited, espe-
cially among the businesses and indus-
tries that engage managed care plans for
their employees. The role of organized
dentistry in helping to overcome this lack
of understanding could be fundamental
to the sustained vitality of fee-for-service
dentistry.
Two of the more compelling con-

cerns that precipitated our nation's re-
evaluation of our healthcare system were
cost and the financial returns gleaned by
hospitals and individual healthcare pro-
viders. In an ironic twist, society would
do well to be concerned about the

P
atients may not under-
stand the difference

between the enduring
value received in a high
quality, fee-for-service
environment and a low-
cost managed care system.

amount of return gleaned by managed
care commercial enterprises, as well as by
individual managed care entrepreneurs.

During a recent symposium, I ques-
tioned a managed care administrator as
to how his "group" dealt with charity pa-
tients. After a long pause for reflection,
he responded that they intended to open
one of their offices for a full day on an
annual basis to offer free care for the in-
digent and emphasized that the media
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would be notified to "assure good atten-
dance." I wondered about the reaction
of those thousands of fee-for-service
dentists who, quietly and without fanfare,
care for people of limited or no income
and do so during the entire year.

Society not only expects of our pro-
fession quality oral health care, but also
expects innovative and effective initia-
tives to continually improve that quality
of oral health care. There is general con-
cern that the growth and consolidation
of managed care systems may stifle both
competition and healthcare innovation
(American Hospital Association, 1995).

Much of the creativity and attendant
ongoing evaluation of adhesive dentistry,
implantology, and bio-surgical techniques
take place in fee-for-service practices,
both in academic private practices and in
daily private practices. It is hard to imag-
ine such thoughtful, productive, and en-
terprising activities taking place in a man-
aged care practice.

The Individual Dentist
My daughter is a dental student. As a

dentist and as a father, I am concerned
about how the future will deal with the
individual dentist. I am persuaded that
the diminishment of fee-for-service den-
tistry will have a negative impact on

T he dentist of the future
I must base his or her
success on the patient.

society's view of our profession and on
the dentist's ability to enhance today's
high levels of oral health care.

The following quote is both provoca-
tive and instructive: "What makes man-
aged care and capitation especially prob-
lematic for the individual dentist is the
fact that our fixed operating expenses av-
erage 61% and are even higher for
many—compared to fixed expenses of
46% in medical practices. With an aver-
age margin of 39% there isn't much lee-
way to discount fees...and industry sug-

gestions that dentists should somehow
'absorb costs' are problematic. Some
dentists may do well accepting bargain
basement capitation rates under man-
aged care. For others, though, this may
mean compromising the comprehensive-
ness of care they deliver to their patients
or risking lower profits or even losses"
(American Dental Association, 1994).

Patients of the '90s are astute and
well-informed and resent "take a num-
ber," unprofessional, or high pressure
dental practices. The dentist of the fu-
ture must base his or her success on the
patient and on whether that patient feels
comfortable enough to refer others.

As a fee-for-service dentist, I am an-
swerable to my patients. They are my
employers. My obligation is their care
and no plan prechides my doing that. My
own professional judgment prevails
when I elect to remake a crown or refer a
patient to a periodontist. There is no ex-
ternally generated financial disincentive
to hinder that decision. My patients are
my marketplace and my constituency.
They are the source of my referrals and
they are not compelled to be my patients
by my being on a list. They are my neigh-
bors and my friends.

In this profile of a classic fee-for-ser-
vice practice, when dental treatment is
suggested, carefully explained, and op-
tions reviewed, rarely is that treatment re-
fused. As fee-for-service dentists will
testify, this relationship between patient
and dentist is eloquently rich in kinship.
Patients of long standing place great
trust in their dentist. Often that trust ex-
tends well beyond dental treatment. Ad-
vice is sought, misfortunes and struggles
(often of a very personal nature) are
shared, influence is requested; most of
these, of course, are of a confidential na-
ture and are discussed with the individual
dentist without the slightest thought that
confidentiality would be pierced.

In a fee-for-service practice, the
dentist's broad responsibilities also in-
clude explaining why referrals to dental
or medical specialists are beneficial to the
patient. The impact of the various onco-
logic therapies, of nutrition, of preg-
nancy, of tobacco, and of various medi-

cations on oral health requires thought-
ful, prudent, and usually time-consuming
counseling by the dentist. I assume be-
cause these services are usually non-com-
pensated, patients tell me that they are
rarely encountered in their previous man-
aged care experiences.

It must be stated that in any model of
private practice, there is always a tension
between the dentist's commitment to
caring for people and the pressures of

oday's fee-for-service
I practitioners are apply-
ing sound business con-
cepts In controlling costs.

economics. How the dentist responds to
that tension is an indication of his or her
professionalism.

Is it a sign of the times that we must
ask ourselves if professionalism is out-
dated? What do dentists mean when they
speak of "professionalism?" I believe
that the late Roscoe Pound said it best
when he defined a true profession "as a
group pursuing a learned art as a com-
mon calling in the spirit of public ser-
vice—no less a public service because it
incidentally may be a means of liveli-
hood" (Sullivan, 1986). No right thinking
dentist would capriciously deny that live-
lihood to a colleague.

Clearly, managed care is not the only
method of providing society with oral
health care while controlling cost. Most
of the fee-for-service dentists that I
know have reassessed their entire prac-
tices, have worked hard to improve their
patient rapport methods, and have el-
evated their pain control techniques. In
addition, many put in more hours, trim
overhead where possible, and more
closely monitor accounts receivable. In
other words, today's fee-for-service prac-
titioners are applying sound business
concepts in controlling costs.

Are "sound business concepts" and
quality of care compatible? Is it possible
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for the individual dentist to administer a
fee-for-service dental practice in a busi-
nesslike manner and still demonstrate the
professionalism that our communities
expect? My own strong response is a re-
sounding "Yes!"

"The cost of dental care continues to
increase at a much more modest rate
then other healthcare costs" (Brutlag,
1996). That admirable fact could hardly
be due to the 6% of dentists' patients
who are in managed care plans.

It is evident that a number of col-
leagues elect to practice in a managed
care environment. My decision to engage
in a fee-for-service practice is identical to
theirs, I trust, because it is dictated by a
concern for the profession, for society

and the patient, and for the peace of
mind of the individual practitioner.

There are a number of ways that den-
tists evaluate success. Undeniably, the fi-
nancial factor is important. However,
when we return to our fortieth dental
school reunion, the classmate who will
command the greatest respect will not be
the one who has made the most money
in dentistry. The colleague who will stand
tallest in our esteem will be the dentist
who has the reputation for compassion-
ate and high quality patient care based
upon a moral base of professionalism
and integrity. When we think about suc-
cess, that should be our objective.

In my view, fee-for-service dentistry is
the ideal vehicle for attaining that objective.

Financing Oral Health Care
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An Economic Analysis of Managed
Fee-For-Service and Direct
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Abstract
This economic analysis compares the
direct reimbursement approach with
the managed fee-for-service approach
to the delivery and payment for dental
care. Asymmetrical distribution of
information between patients and
dentists characterizes the market and
gives rise to a principal-agent problem.
To solve this problem, third-party
payers have devised various methods
for managing delivery and payment for
dental care by monitoring and
encouraging providers to assure a
certain level of quality at defined costs.
Direct reimbursement has been
promoted by dental care providers as
an alternative to the traditional third-
party payer model and has at its
core the elimination of many of the
currently used managed care control
mechanisms. The authors conclude that
managed fee-for-service plan concepts
deal with current economic issues more
realistically than do direct reimbursement
arrangements. Furthermore, the authors
predict that direct reimbursement
prevalence would lead to higher
average prices for dental care and a
change in the mix of services skewed
toward high cost, marginally beneficial
treatments.

S
ince its inception in the early
1950s, third party payment for
dental care has grown from noth-
ing to nearly one-half of all den-

tal care expenditures (Delta Dental Plans
Association, 1996). This growth has
been accompanied by ever increasing
plan purchaser demands on administra-
tors and carriers to contain expenditures
and to control the quality of dental care
delivery. As a result, dental plan adminis-
trators adopted various selective meth-
ods for controlling treatment fees as well
as the type and level of care. The current
level of application of this methodology
has grown to the extent that it is termed
‘`managed dental care." Most dentists
consider these methods to be a hin-
drance to the doctor-patient relationship
and to their ability to provide clinical care
and, as a result, in 1996 the American
Dental Association launched an aggres-
sive three-year, $7.5 million dollar cam-
paign to promote its own concept of a
dental plan, direct reimbursement (DR)
(California Dental Association, 1997a).

The ADA explains that "under a di-
rect reimbursement plan, the employee
and covered dependents visit the dentist
of their choice, receive the necessary
treatment, and pay the dentist's bill di-
rectly to the dental office. The employee
then presents a paid receipt or other
proof of payment to the employer and is
reimbursed for all or part of the expense,

depending on the benefit levels of the
plan" (American Dental Association,
1996a). The ADA literature claims that
DR will reduce administrative cost, allow
greater allocation of resources to go to
direct care, and preserve consumer sov-
ereignty with respect to the choice of
provider and the type and level of care.
In contrast, the dental insurance industry
and many purchasers claim that DR will
ultimately increase costs and let the qual-
ity of dental care seek its own arbitrary
level due to the absence of control
mechanisms under this arrangement.

The dentist-sponsored DR approach
and the carrier/purchaser-sponsored
managed care approach define the op-
posing camps of the most heated debate
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in dental care delivery today—and defme
the protagonists in this essentially eco-
nomic debate. The purpose of this paper
is to present an economic analysis of the
direct reimbursement approach to dental
care delivery and payment and compare
it to the managed fee-for-service (MFFS)
approach.
We define the terms DR and MFFS

as follows: direct reimbursement is a
method of providing benefits through
which an employer reimburses employ-
ees directly for dental care expenses in-
stead of purchasing insurance coverage
or other administrative and oversight ser-
vices from a third party. Managed fee-

pressures, carriers and administrators are
looking for new and innovative ways to
meet purchaser's requirements.

Benefits managers have learned from
the managed medical care experience of
the past twenty years and have become
sophisticated purchasers of health care
benefits. This has increased pressure to
provide similar efficiencies in the delivery
of dental services. While there are many
parallels, dental care delivery has a num-
ber of unique characteristics which need
to be recognized.

First, dentists largely practice in isola-
tion. While the practice of medicine is
hospital-oriented and physicians typically

o longer are purchasers willing to let dentists inde-
pendently determine the need for, and results of,

dental treatment.

for-service is a method of payment un-
der which the provider is paid for each
procedure or service that is provided to a
patient, but with certain provisions
which a firm or insurer establishes to
control cost and quality. Typical cost and
quality control mechanisms include den-
tal plan design exclusions and limitations,
professional claims review, and provider
fee management.

Industry Background
According to the U.S. government,

the dental care marketplace, now a $47
billion industry, represents 4.5% of the
total U.S. health care market (U.S. Con-
gress, 1996). This industry is in the midst
of a remarkable transition which parallels
the medical care marketplace of ten or
fifteen years ago. Change is being driven
by many different forces, including pur-
chaser demands for measurable, verifi-
able results and increased desire for qual-
ity and cost management. No longer are
purchasers willing to let dentists indepen-
dently determine the need for, and re-
sults of, dental treatment based on the
traditional fee-for-service (11±S) method.
In response to these financial and quality

practice in "group" settings, dentistry, by
and large, is practiced solo. While fewer
than 30% of self-employed physicians
are in solo practice, 68% of private prac-
tice dentists in 1994 were in solo practice,
while 20% worked with one other dentist
(Kletke, Emmons, & Gillis, 1996; Ameri-
can Dental Association, 1996b). Limited
group practice interaction minimizes
peer review or quality control—tools
that are frequently part of the daily rou-
tine of group practice and hospital-based
physicians. As a result of the isolation of
dentists, there is an opportunity for great
variety in dental practice patterns. Thus
when multiple treatment options exist,
the deviation among dental providers
with respect to the choice of care tends
to be greater than exists in the medical
care setting. This creates quality control
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problems for third parties in dentistry,
which are often contractually obligated
to monitor and report on dental practice
patterns.

Second, unlike physicians, dentists are
almost exclusively owner-operators. In
1994, 96.2% of dentists were self-em-
ployed (American Dental Association,
1996b). Furthermore, the vast majority
of dentists in private practice, 92%, are
owners of their practices. Of the re-
maining 7.8%, 4.4% are employees, while
another 3.4% are independent contrac-
tors (American Dental Association,
1996b). Employee/dentists and indepen-
dent contractor/dentists are generally
paid commissions or a percentage of
production or collections.

Finally, dental care is generally
deemed to be more manageable from a
timing and financial perspective. While
medical care is usually mandatory, highly
complex, costly, and often-times unpre-
dictable, dental care is generally elective,
with relatively low, predictable cost. Den-
tal patients have the perception that there
is little risk in postponing care, and fees,
which tend to be manageable, may be
discussed with the dentist prior to treat-
ment. In view of these differences, "in-
surance" for dental care expenses is not
strictly insurance in the traditional sense.
The function of "dental insurance" is
not to insure against an actuarially deter-
mined risk that is essentially unknown to
the insured. Rather, "dental insurance"
essentially functions as a cash flow man-
agement mechanism for highly predict-
able and relatively low-cost care.

As a result of the differences between
medical and dental care, financing has
also developed along different paths.
Health Insurance Association of America
data indicate that the financing of medi-

Figure 1. Funding Comparison by Source

Funding Source: Government Insurance Patient
Medical 39% 50% 21%

Dental 4% 42% 53%

Source: Health Insurance Association of America, 1993.
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Figure 2. MFFS System
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cal and dental care is very differently dis-
tributed over funding sources. Figure 1
compares medical and dental care fund-
ing by source for 1993.

It is noteworthy that in 1993, the 128
million Americans who did not have any
dental insurance and the insured Ameri-
cans who made co-payments financed
53% of the dental care gross domestic
product (GDP). By 1995, employer-pro-
vided dental care benefits had grown so
that 46% of all companies in the U.S.
and 95% of all large companies provide
dental plan benefits for their employees
(U.S. Chamber of Commerce, 1995).
Over time, delivery formats and payment
methods other than the TFFS have de-
veloped. Among these are the managed
fee-for-service (MFFS) method, dental
preferred provider organization (DPPO),
and dental health maintenance organiza-
tion (DHMO). Industry data indicate
that currently, DPPOs and DHMOs
each account for between 12% and 17%
of the marketplace (National Association
of Dental Plans, 1997). In the DPPO ar-

Claims

Production 

Claim checks
[Cost management
through UCR and
LEEPAT.
Professional claims
review.]

Reimbursement

Administration

* Explanation of Benefits

rangement, participating providers typi-
cally agree to discount their fees up to
20% in exchange for increased patient
volume, while in the DHMO arrange-
ment, providers are paid a per capita
("capitated") monthly fee to provide a
defined set of services.

In summary, the dental care industry
currently represents some $47 billion
dollars annually, or 4.5% of U.S. health
care expenditures, and provides services
which are generally quite manageable, de-
livered mostly in solo settings, with 53%
of expenditures financed by the recipients.

Analysis
The basic economic framework de-

veloped in a companion article (van der
Wal & Smithwick, 1997) provides the
theoretical underpinnings for the analysis
which follows. The operative terms of
consumer preferences, marginal analysis,
and agency theory are central to this
analysis, and these accepted economic
theories, models, and concepts are ap-
plied to examine both the MFFS and DR

approaches to solving the principal-agent
problem. The problem is viewed from
consumer, provider, and administrator
behavior perspectives.

Figure 2 illustrates the dynamics of
the MFFS dental care delivery and pay-
ment system. In this arrangement, pa-
tients, the first party, receive services
from and make payments to providers,
the second party. Administrators, the
third party, receive claim forms from
providers and pay claim checks to them.
Administrators, acting on behalf of em-
ployers and employees provide insur-
ance, management, and administration in
exchange for premiums and administra-
tive fees.

Figure 3 illustrates the marketplace
dynamics of a DR dental care delivery
and payment system. Patients, the first
party, receive services from and make
payments to providers, the second party.
Patients/employees then present paid re-
ceipts to the employer and are reim-
bursed, based on a monetary level of
benefits. In this passive role, employers
reimburse employees for dental care ex-
penses, but have no control over what or
how much care is provided, i.e., control
over provider behavior. Note that since
there is no contractual relationship be-
tween providers and employers (either
implicitly or explicitly), there is no flow
between them on the diagram.

To analyze MFFS and DR side by
side, two "level-setting" concepts need to
be defined and explored. These concepts
are benchmarking and third-party payer
effects.

Benchmarking. As a resuk of increasing
pressure from employers to control cost
and manage clinical quality, administra-
tive entities have developed tools for
monitoring and evaluating plan perfor-
mance. In applying these tools it is im-
portant to note what is being measured
and to what it is being compared.

The current approach used by third
parties to evaluate clinical performance is
to use quantitative clinical procedure uti-
lization benchmarks based on average
utilization per procedure over a statisti-
cally significant population of patients by
a group of providers. In the current en-
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vironment it is not uncommon for pro-
viders and their representatives to char-
acterize this approach as unfair. It should
be noted, however, that the very bench-
marks many providers eschew as unfair
are based on comparison with aggregate
peer activity, not on clinically-based out-
comes research or on some arbitrary cri-
teria. While it is obvious that aggregate
peer activity is far from an ideal measure
in the scientific sense, it represents the
reality of dentist-reported procedures
and thus, must be regarded as having
some validity in measuring current mar-
ketplace activity.

Utilization profiles and management
of providers created by data analysis
have become an integral part of the den-
tal benefit service provided by adminis-
trators/carriers to employers. In fact,
many employers now require administra-
tors to demonstrate utilization review
competency through various means, in-
cluding periodic reports. Furthermore,
these experiential data are used by em-
ployers and insurers/administrators to
quantify future risk exposure, set pre -
mium rates, develop plan design, and
monitor and report plan performance.

The current practice of provider utili-
zation benchmarking is taken as given in

Figure 3. DR System
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the health care industry, and we make no
judgment regarding its appropriateness
relative to other options.

Third-party Payer Effects. It is well docu-
mented in health economics literature
that the very existence of insurance or
reimbursement from a third-party payer
significantly affects purchasing decisions
of consumers. Insurance and other
third-parry payments for health care dis-
tances consumers from direct contact
with stated prices of health care services.
As a result, participation of third-party
payers increases demand by shifting the
demand curve and reduces the price elas-
ticity of demand, i.e., reduces the con-
sumers' sensitivity to price (Folland,
Goodman, & Stano, 1993; Enthoven,
1993).

Comparative Analysis
This analysis employs a compare and

contrast format to evaluate the MFFS
and the DR approaches to the delivery
and payment for dental care. The evalua-
tion is based on how both systems use
the tools of dental plan design, plan fi-
nancing and reimbursement, and plan
management and administration to re -
solve the crucial problem to be addressed
by any dental care delivery system—the
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principal-agent problem and thereby at-
tempt to drive the market towards an ef-
ficient outcome. This issue, discussed in
some detail in the companion article,
arises because dentists have more infor-
mation about both treatment alternatives
and quality of treatment than patients
do. The classical economic model of
supply and demand does not function
appropriately under these circumstances.
It is replaced with an agency model
where patients cede part of their market
decision making to dentists who become,
in effect, both the agent and the supplier
of services. As A. J. Culyer (1989) notes,
agency is only an acceptable alternative
to the market mechanism for optimally
distributing limited resources under a
condition known as "perfect agency"
where "the provider chooses the way the
individual [patient] would, had he or she
been possessed of the same informa-
tional advantages as the professional."

Dental Plan Design. Plan design is the
term used to describe the attributes of a
plan that determine the type and level of
benefits covered. Typical plan design fea-
tures include services covered (including
frequency and age limitations), services
not covered, and the level of consumer
financial participation, i.e., copayments,
deductibles, and maximums.
A plan design feature that has gained

popularity over the past ten years is the
"least expensive professionally accept-
able alternative treatment" clause, or
T FPAAT. This clause essentially states
that "when multiple, equally efficacious
treatments for a condition exist, the plan
will pay for the least expensive profes-
sionally acceptable alternative treatment."
This provision is designed to assist ad-
ministrators in dealing with provider be-
havior known as "upcoding," the prac-
tice of providing a more intense, expen-
sive treatment (e.g., crown) when a less
expensive alternative treatment would be
just as, or more effective (e.g,

Under MFFS plans, employers, man-
agers, and administrators typically coop-
erate to create well-designed plans in an
effort to efficiently guide the allocation
of scarce resources to their highest-val-
ued use. This is done by creating incen-
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Table 1. Managed Fee-for-Service Plan

Service Charge** Allowed*** Benefit
(employer
share)

Balance
(employee
share)

Total cost
to EE

ATC to
BE

Prophy (x2) $106 $78 $78 o o 0

FMX $74 $54 $54 0 0 0

2 surface amalgam $86 $63 $25.40 $37.60 $37.60 $9.40

Gold crown $669 $488 $244 $244 $281.60 $56.32

3 unit bridge $1,908 $1,393 $5,98.6 $794.40 $1,076.00 $134.50

Total $2,843 $2,076 $1,000 $1,076 $1,076.00

Model assumes no balance billing (i.e., patients are not responsible for the excess

of billed over allowed; must pay copayments and deductibles only). Note: Premium

costs for insured plans and administrative costs for ASO plans are not addressed

here.

**Charges based on NDAS fees at the 70th percentile (national average)

*** See definition of allowable fees, page 30.
**** Note benefit less deductible: l(63)(.8)] -25 = $25.40

tives for providers to behave as perfect
agents and for patients to behave as well-
informed, price-conscious consumers.
When these goals are accomplished,
transaction costs are reduced and, theo-
reticnily, a more optimal mix and level of
services is provided to the patient popu-
lation.

Plan design influences consumer be-
havior through differential financial in-
centives intended to encourage patients
to prefer preventive and diagnostic ser-
vices over major (restorative) services.
For example, many plan designs encour-
age use of preventive and diagnostic ser-
vices by covering them at 100%, while
major restorative procedures may be
covered at 50%. In this limited example,
patients under an MFFS plan are encour-
aged to be more price conscious when
making consumption decisions regarding
high cost and high copayment services
and will tend to question provider treat-
ment recommendations for these ser-
vices. In short, the tool of dental plan
design may reduce transaction costs by
making consumers better-informed,
more price-conscious demanders of
dental care services.

The same plan design mechanisms
used to manage consumer behavior are

also employed to manage provider be-
havior. Providers are aware of plan de-
sign incentives and how the level of con-
sumer financial participation affects the
patient's sensitivity to price. As we saw
above, under an appropriately designed
dental plan, it becomes significantly more
difficult for providers to successfully and
regularly recommend high cost, margin-
ally beneficial services to patients.

In the DR arrangement, plan design
as it is currently defined does not exist.
The benefits provided under a DR sys-
tem are defined by the dollar amount of
reimbursement only and clinical manage-
ment through provider and patient plan

Table 2

design incentives are absent. Therefore,
in a DR arrangement, providers do not
have any plan design incentive to act as
perfect agents.

Since plan design incentives are elimi-
nated under DR, transaction costs will be
higher than they would otherwise be,
since an additional burden is placed on
consumers to acquire information re-
garding current dental health status,
treatment options, and likely outcomes.
While consumers under a MFFS plan are
also ultimately responsible for obtaining
this information, a well-designed plan
creates incentives for consumers to pre-
fer an "economically optimal and clini-
cally appropriate" treatment mix and dis-
incentives for providers to recommend
certain procedures which do not meet
this criterion, i.e., excluded or high-
copayment procedures. In short, the tool
of dental plan design results in overall
lower plan experience and reduced trans-
action costs compared to the alternative.

The DR arrangement places the re-
sponsibility for the best use of limited
benefit dollars exclusively in the hands of
employees/consumers, and thus the
right of the consumer to choose the pro-
vider, type, and level of care is preserved.
Economists describe this "right to
choose" issue as "consumer sovereignty,"
which states that in a perfectly competi-
tive market, i.e, complete, symmetrical in-
formation and zero transaction costs,
an optimal outcome will result if con-
sumers are free to make all consumption
choices. However, consumer sovereignty

Direct Reimbursement Plan

Treatment Charge Benefit
(employer
share)

Balance
(employee
share)

Total cost
to BE

ATC to BE

Prophy (x2) $106 $104.80 $1.20 $1.20 $0.60

FMX $74 $59.20 $14.80 $16.00 $5.33

2 surface amalgam $86 $68.80 $17.20 $33.20 $8.30

Gold crown $669 $434.70 $234.30 $267.50 $53.50

3 unit bridge $1,908 $332.50 $1,575.50 $1,843.00 $230.37

Total $2,843 ... $1,000 $1,843.00 $1,843.00
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does not apply in the dental care market-
place because of asymmetrical informa-
tion and the principal-agent problem it
creates. Consumer sovereisnty would ap-
ply to the dental care marsetplace if, and
only if, dentists behaved as perfect
agents.

Since consumers derive both out-
comes (the treatment) and process (the
manner in which the care is delivered)
utility (satisfaction) from the consump-
tion of dental care services, the concept
of consumer sovereignty is actually quite
complex under a DR arrangement. Be-
cause process utility preferences are
known only to the consumer, it is pos-
sible for providers to act as perfect
agents with respect to process utility sim-
ply by learning what type of process-util-
ity yielding behavior consumers desire
(i.e., caring attitude, pleasant environ-
ment, certain types of. information) and
then providing these services. Process
utility differs from outcomes utility in
that consumers have an incentive to re-
veal their process-utility preferences to
providers, while providers have an incen-
tive not to reveal all outcomes informa-
tion to consumers.

For the provider to act as a perfect
agent, he or she will need to behave in
such a way as to maximize total con-
sumer utility by allocating services be-
tween process utility-yielding and out-
comes utility-yielding activities. Just as in
the case of process utility, in the case of
outcomes utility, asymmetrical informa-
tion exists because only providers know
the likely outcome of a specific treat-
ment. Thus it holds that consumer sov-
ereignty would not apply. Dentists do
have an incentive to act as imperfect
agents, and third-party payers perform
an economically beneficial service by
monitoring and enforcing provider com-
pliance with both implicit and explicit
agreements. These monitoring activities
place constraints on provider profit-
maximizing behavior.

Tables 1 and 2 illustrate the potential
impact on provider income and patient
out-of-pocket expenses of both a MFFS
plan design and a DR arrangement. Two

designs are compared a MFFS 100/80/50
(i.e., preventive/ ikic/restorative) plan with
a $1,000 annual maximum and a $25 an-
nual deductible (preventive/diagnostic
exempt), and a similar DR arrangement
with an annual maximum of $1,000 and
the following reimbursement levels:
100% of the first $100 of expenses, 80%
of the next $500, and 50% of the next
$1,000.

In Table 1, the MFFS plan, total rev-
enue to the provider (assuming no bal-
ance billing) is $2,076, while the shares
paid by the third party and patient are
$1,000 and $1,076 respectively. Average
price per unit (each unit being an inde-
pendent service) is $259.50.

In Table 2, the DR arrangement, total
revenue to the provider is $2,843, while
the shares paid by the third party and pa-

hird parties dose the
1 Information gap, thus
lowering transaction costs
and the cost of dental
core delivery in totat

tient are $1,000 and $1,843, respectively.
Average price per unit is $355.57.

In comparing Tables 1 and 2, it is
clear that for an equivalent mix of ser-
vices, the DR plan results in greater rev-
enue to the provider by $767.00, higher
out of pocket cost to the employee by
$767.00, and a higher per unit price by
$95.87.

In conclusion, dental plan design in-
centives are used in MFFS plans to re-
solve the principal-agent problem by in-
fluencing provider and consumer behav-
ior to achieve an economically optimal al-
location of resources. Under a DR sys-
tem, where these incentive management
tools are absent, consumers bear full re-
sponsibility for provider behavior man-
agement, and the principal-agent prob-
lem is exacerbated through the combina-
tion of cost-unconscious demand and
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asymmetrical information biased in favor
o providers.

Dental Plan Financing and
Reimbursement
Two very important drivers at work in

dental plan cost are financing and reim-
bursement. Financing refers to the level
and distribution of financial risk, while
reimbursement refers to the independent
method a third party uses to determine
the amount it will pay against a provider
fee.
MFFS dental plans are financed

through either fully-insured or self-in-
sured arrangements. In a fully-insured
plan, an insurance company insures
against risk (as defined by fluctuations in
cost) by charging a monthly premium
based on estimated dental care delivery
costs built up from utilization assump-
tions, a risk premium, and administrative
costs.
A popular, and a generally less costly

alternative funding arrangement, is self-
insurance. Under self-insurance, the em-
ployer pays an administrator to set up
and administer the plan, induding paying
claims and filing all necessary documents,
contracts, and regulatory filings. In ex-
change, the employer pays a monthly ad-
ministrative fee. Self-insurance shifts the
risk for the cost of care (plan experience)
from the insurance company/adminis-
trator to the employer. The self-insured
party assumes the risk otherwise covered
by a risk premium in a fully-insured plan.
The availability of stop-loss insurance,
whereby self-insured employers can pur-
chase policies to limit total financial li-
ability clue to unforeseen utilization pat-
terns, facilitates self-insurance.
DR can be considered a self-funded

arrangement from the standpoint that
employers do still assume risk for treat-
ment cost, subject to the maximum limit.
But, because DR is not a dental plan, it is
misleading to refer to DR as a "self-
funded dental plan," as some DR pro-
motional literature has &-ccribed it.

The methodology used to determine
provider reimbursement is another im-
portant determinant of dental plan
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claims costs. Third-party payers generally
do not pay providers based on fees sub-
mitted by the provider, but based on
what the third party allows for a specific
service, the "allowable amount." The
provider is paid the lesser of the amount
submitted or the amount allowed. Under
MFFS plans, the most common method
used by third-party payers to determine
allowable fees is the "usual, customary
and reasonable" (UCR) method.

Under a UCR fee-determination
method, third-party payers gather data
on fees submitted per geographic region
to establish the fee charged in the mar-
ketplace. The gathered data are organized
into percentiles. Typically, allowable fees
per procedure are derived from reading
the fee associated with providers at the
seventieth to ninetieth percentile.

There is mixed opinion whether UCR
creates upward or downward pressure on
prices. Downward pressure is created by
the sentinel effect of a third party re -
viewing submitted fees and by consumer
questions about the gap between submit-

In summary, both dental plan financ-
ing and reimbursement play important
roles in managing the cost of care. The
financing model of self-insurance has
become more common in recent years
for MFFS plans due to the availability of
stop-loss insurance. With respect to pro-
vider fee determination, the MFFS sys-
tem uses a UCR-based method to deter-
mine provider reimbursement, while un-
der a DR arrangement these controls
would be eliminated.

Plan Management and
Administration

Dental plan management and admin-
istration involves all functions necessary
to manage a dental plan, including, but
not limited to, dental plan design devel-
opment and implementation, accounting,
legal, actuarial, and underwriting func-
tions, clinical care management (through
utilization review and management), and
audit and fraud-prevention activities. Un-
der current MFFS plans, administrators
reduce dental plan management transac-

A DP arrangement does not allow employers to
yerifr that funds intended for beneficiary dental

care were, in fact, used for that purpose.

ted and allowed fees. Upward pressure
can be created when providers exchange
information regarding submitted fees.

The ability of third-party payers to
collect and analyze submitted fee data
serves an important economic function.
These third parties gather information to
close the information gap discussed
above in a very efficient manner, thus
lowering transaction costs and the cost
of dental care delivery in total.

In a DR arrangement, the gathering
of price data is not possible (because
there are no claim forms) and, therefore,
this tool designed to close the informa-
tion gap between providers and consum-
ers is not available. In the absence of
third-party protection, the consumer
pays higher prices because of the infor-
mation advantage of the provider.

tion costs by coordinating activities be-
tween employers, employees, and provid-
ers to facilitate the efficient provision of
dental care services. Most employers
with more than fifty employees choose
to outsource dental plan administration
because it is less costly than performing
these functions internally.

In response to employer demands for
cost and clinical management, adminis-
trators have developed methods for as-
sessing clinical performance. Administra-
tors seek to limit the ability of providers
to take advantage of their superior infor-
mation by what is collectively referred to
as utilization management/utilization re-
view (UM/UR). UM/UR uses various
tools to manage provider and patient be-
havior to achieve an optimal outcome,
i.e., greatest level of dental health for a

defined population using the least costly
mix of resources. UM/UR includes, but
is not limited to, claims review, provider
profiling and audits, provider and con-
sumer behavior management, and the in-
tegration of fee monitoring and control
through the UCR system of reimburse-
ment.

The management and administrative
functions under a DR arrangement are
essentially limited to accounting func-
tions, i.e. tracking the receipt of bills and
issuing checks for reimbursement ac-
cording to a formula. There is no vehicle
to assess clinical performance on an on-
going basis. That is, financial and clinical
quality audit functions that are now com-
mon in the industry among dental plan
administrators, are non-existent under
DR. In addition, there is no formal
mechanism for resolving patient com-
plaints, although occasionally ADA
members may be subject to peer review,
i.e., when a consumer files a complaint
with a local dental society. However, ap-
proximately 30% of practicing dentists
are non-ADA members and therefore
may not be subject to professional re-
view.
A DR arrangement does not allow

employers to verify that funds intended
for beneficiary dental care were, in fact,
used for that purpose. This problem
stems from the fact that there are no
claim forms and, therefore, no audit trail
exists. Diversion of benefit funds for
non-dental use is nearly impossible to de-
tect. DR literature states that employers
will benefit from reduced administrative
costs, thus leaving more benefit dollars
available for clinical care. Under a DR ar-
rangement, administration costs are said
to range from 5% to 10% of total plan
cost in contrast to between 10% and
30% for other plan types (MFFS, DPPO,
DHMO) (National Association of Den-
tal Plans, 1997; Georgia Dental Associa-
tion, 1994).

According to the ADA, administra-
tive cost savings come through removing
administrative inefficiencies, eliminating
unnecessary services, and bringing the
remaining services in house (or by
outsourcing them). The benefit to pro-
viders of reduced administration is lower
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cost (no claim forms, claim denials, utili-
zation review, balance billing, or audits)
and greater freedom to determine price,
type, level, and mix of services. However,
the reduced administration costs come at
a price. First, there is the often over-
looked cost of bringing the limited ac-
counting functions in-house to a non-
identified cost center. Second, increased
dental benefit costs can easily result from
a lack of utilization monitoring. Third,
the lack of sentinel effect will allow
prices charged to rise at a rate greater
than they would otherwise. Thus, money
saved on administrative costs paid to
third-party payers, may well be more
than offset by increased in-house admin-
istration and clinical care costs.
A recent resolution by the California

Dental Association (CDA), a component
of the ADA, called for increased expen-
ditures for the DR promotional cam-
paign, to include "addressing third-party
administration of DR, checking legal is-
sues relating to discounts, developing the
concept of 'electronic DR,' and other-
wise expanding the scope of the cam-
paign" (California Dental Association,
1997b). This compromise to mimic the
current MFFS system indicates recogni-
tion by the CDA of the unwillingness of
the marketplace to embrace a system that
would seek to eliminate most of the con-
trols on provider and consumer behavior
currently in place.

from the employee perspective, a DR
arrangement creates a harsh cash flow
reality. Under DR, the consumer is ex-
pected to make payment in full to the
provider, subsequently submit for reim-
bursement to the employer, and wait to
receive benefit payment. In contrast, un-
der a MFFS plan, a consumer pays only
his or her percentage of the contractually
determined treatment cost and any de-
ductible. The DR cash flow problem for
the consumer could be considerably ex-
acerbated for large families.

Results and Discussion
In a DR arrangement, most manage-

ment and decision-making responsibili-
ties are placed in the hands of employees
who labor under the burden of an infor-
mation gap, leaving third-party payers in

a passive role, primarily limited to financ-
ing and accounting activities. By contrast,
MFFS plans actively address the infor-
mation gap problem in the dental care in-
dustry. The result is that MFFS plans
promote economic efficiency while DR
arrangements do not.
A second issue identified is the princi-

pal-agent problem created by the infor-
mation gap. In MFFS plans, the tools of
dental plan design, plan financing and re-
imbursement, and management and ad-
ministration are applied to manage the

Financing Oral Health Care

poles together in the DR arrangement.
For DR to become accepted in the den-
tal care marketplace of today, it would
first need to incorporate the manage-
ment tools of dental plan design (includ-
ing deductibles, copayments, and exclu-
sions), third-party administration, broker
commissions, and ultimately utilization
review. In this case, only the names of
the companies would differ.

In summary, the disparate solutions
of MFFS and DR to the asymmetrical
information issue, the principal-agent is-

r rom the employee perspective, a DR arrangement
creates a harsh cosh flow reality

principal-agent problem. In the DR ar-
rangement, no tools are systematically
applied to solve the principal-agent prob-
lem, leaving individual consumers to
fend for themselves without any real
market power. The result is that transac-
tion costs are significantly higher under a
DR arrangement.

The third issue identified is the sub-
ject of incentives. Incentives in the dental
care industry compared to the theoretical
ideal reveals that both providers and con-
sumers attempt to act in their own self-
interest. The degree to which each party
is successful in asserting its own interest
varies between MFFS and DR. In MFFS
plans, third party entities construct limi-
tations on providers' ability to achieve
their self-interest, i.e, profit maximiza-
tion, through pretreatment review, post-
treatment review, UCR-based reimburse-
ment, and provider profiling. In the DR
arrangement, no such construct exists
and providers are relatively free to act as
imperfect agents and thus maximize
profit. As the comparison of Tables 1
and 2 demonstrated, the result is that un-
der a DR arrangement the revenue to
providers, the out-of-pocket cost to em-
ployees, and the unit price are all consid-
erably higher than under a MFFS plan.

In short, MFFS plan tools enable the
poles of consumer and provider incen-
tives to approach each other. No struc-
tural tools exist to draw the incentive

sue, and the incentives issue result in
vastly different levels of economic effi-
ciency and resource allocation.

Conclusions and Implications
We conclude that MFFS plan con-

cepts are based on dealing with the reali-
ties of the information gap, the princi-
pal-agent problem, and the incentive
problem. In contrast, the DR arrange-
ment is based on the unrealistic claim
that consumers are well informed, that
providers behave as perfect agents, and
that third party entry into the provider-
consumer relationship does not add value.

Furthermore, we conclude that the
DR arrangement, if it became prevalent,
would result in greater levels of eco-
nomic inefficiency than is even currently
present in the dental care marketplace.
We predict four unacceptable results
from extensive DR arrangements. First,
higher average prices for dental services
will occur since there would be no insti-
tutional restraints. Second, the mix of
dental services would change with the
expectation that lower levels of preven-
tive services and higher levels of high
cost, marginally beneficial services would
result since there would be no institu-
tional utilization restraints. Third, higher
average prices paired with higher utiliza-
tion will compel employers providing
dental benefits to reassess the wisdom of
this decision. Fourth, employees will
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consume fewer dental services as their
out-of-pocket share of the rising pro-
vider bill increases.

Given the assumptions of the model,
the expected result under a DR arrange-
ment is additional financial burden to
employees and employers, greater utiliza-
tion of high cost, marginally beneficial
services, lower utilintion of routine, pre-
ventive services, and higher average den-
tal care prices over time.

Finally, the dental profession will not
be able to insulate itself from the realities
of twenty-first century global economic
competition. This competition has re -
suited in the mandate by American busi-
ness for greater cost and quality manage-
ment and accountability from all ven-
dors. In a third-party payer system, den-
tists are vendors to American business
and thus are subject to the same inescap-
able economic laws as are all participants
in the marketplace.

Our analysis has shown that DR ar-
rangements are not consistent with eco-

nomic principles and thus will not escape
the consequences. We recommend that
further research be done to increase the
efficiency of dental care delivery consis-
tent with these basic economic principles
and evolving scientific knowledge such as
clinical outcomes research.
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Introduction to Some Fundamental
Concepts in the Economic Analysis of

Dental Care Delivery
Cornelis J.P. van der Wal, DDS, MS
and Cathye L. Smithwick, RDH, MA

Abstract
This paper discusses some basic
economic principles and concepts and
how they relate to the analysis of dental
care delivery. The fundamental theories of
consumer behavior, profit maximization,
information and transaction costs, and
agency are considered. It is asserted that
the information gap existing between
patients and providers gives rise to a
principal-agent problem, the operative
element of this paper. The authors
conclude that while under managed
fee-for-service (MFFS) delivery systems,
third-party administrators use financial, ad-
ministrative, and utilization management
tools to guide consumer and provider
behavior, to reduce the size of the
information gap, and achieve a more
efficient allocation of resources, this
does not occur under direct
reimbursement (DR).

To analyze the specific market-
place phenomena of the dental
care industry, the basic prin-
ciples of human behavior at

work need to be identified and placed in
a conceptual context. We rely upon es-
tablished economic modeling tools to
evaluate the market for dental care ser-
vices. An economic model is an intellec-
tual construct with the purpose of ana-
lyzing variables and predicting how each

of these variables will respond to chang-
ing conditions. Models are valuable be-
cause they ensure analytical consistency
and help to focus an analysis on the es-
sential features of the problem to be
evaluated.

Economic research and modeling are
based on such long-accepted concepts as
the law of scarcity and diminishing mar-
ginal utility, as well as contemporary work
on the nature of contracting. Economic
models now include application of such
concepts as the economics of informa-
tion, transaction costs, and agency prob-
lems.

In fact, the 1996 Nobel Prize in Eco-
nomics was awarded to two pioneers in
this field, William Vickery and James
Mirrlees. The collective works in eco-
nomics, from ancient times to the
present, form a body of accepted eco-
nomic principles. We draw our theoreti-
cal framework from this body of prin-
ciples for analysis of the dental care in-
dustry.

Both the managed fee-for-service
(MFFS) and the direct reimbursement
(DR) systems can be evaluated using a
model of economic efficiency. Eco-
nomic efficiency is defined as "producing
what people want, in the quantities they
want, for the least possible cost." In the
context of the dental care marketplace,
economic efficiency occurs when con-
sumers are provided maximum value in
exchange for the limited funds available
for dental care services.

The framework will first address the
unique characteristics of patient (con-
sumer/demander) behavior, dentist (pro-
vider/supplier) behavior, and third party
(administrator/insurer) behavior, and
will secondly address the multiple facets
of the agency problem created by the in-
teraction of these three parties.

Consumer Behavior
The human condition is limited in

economic terms by finite resources, e.g.
land, time, etc. Out of this limitation
comes the necessity for individuals to ef-
ficiently allocate their budgets.

In analyzing consumer behavior, neo-
classical economic theory, with origins
more than two hundred years ago, states
that individuals have differing prefer-
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only toor tastes which are known onl to
them and form the basis of their budget-
ing decisions. Preferences are define as
individual valuations of goods and ser-
vices made independently of budget and
price considerations. Preferences are as-
sumed to be stable and are taken as given
(i.e., determined outside of the model).
An individual's preferences arise from
the satisfaction or "utility" that goods or
services provide. When making con-
sumption choices, individuals seek to
make their utility, or degree of satisfac-
tion, subject to certain constraints such
as their available budget (Mansfield,
1985). This is known as the basic neo-
classical model of consumer behavior.

The theory of utility maximization
arises from this basic postulate of con-
sumer behavior. Using the tool of mar-
ginal analysis—weighing what happens at
the next increment—this theory states
that given tastes and preferences, con-
sumers follow a basic decision rule when
making consumption choices: "Given
that budget dollars are scarce, they will be
spent in an orderly fashion. The first dol-
lar spent will boost one's utility by the
greatest amount possible. The next dollar
spent will boost utility by the next great-
est amount possible. And so on, until all
budget dollars are spent. Getting the
most utility out of each added dollar
spent results in the highest overall utility
allowed by one's budget" (Froyen &
Greer, 1989, p. 130).

Marginal analysis allows one to make
a distinction between the marginal, or in-
cremental, decision process and the ulti-
mate objective of maximizing total utility.
The total utility of a good is the entire
satisfaction one derives from consuming
that good. To reiterate, marginal utility, in
contrast, measures the additional satis-
faction one gets from consuming an ad-
ditional unit of that good.

Marginal utility typically declines as
the number of units consumed increases.
That is, the first several units consumed
of some commodity typically give greater
satisfaction than later units of the same
commodity. For example, the first cold
soft drink you have on a hot day tastes

very refreshing. The second may also
taste good, but will not be nearly as satis-
fying. And those beyond the second may
yield no utility. Economists have general-
ized the term for this common experi-
ence into the law of diminishing mar-
ginal utility. This "law" states that as a
person consumes more and more of a
given commodity, the marginal utility of
the commodity eventually declines.

Given a fixed budget for goods and
services, how do consumers maximize
total budget utility? The decision rule for
maximizing total budget utility, "maxi-
mum satisfaction requires that the mar-
ginal utility per extra dollar spent on any
good be the same as the marginal utility
per extra dollar on every other good"
(Froyen &Greer, 1989, p. 134), is applied.

When the terms of the above rule are
fulfilled, consumer equilibrium is
achieved. Satisfaction cannot be im-

A s owner-operators of
firms, dentists ore

profit maximizers.

proved by spending less on one good or
service and more on another. Or, stated
another way, given a fixed budget, the
consumer has gotten the greatest return
possible from his or her budget.

In short, indivichiAls seek to maximize
their utility, or overall satisfaction, by allo-
cating their budget (a fixed amount) be-
tween consumption choices such that
their total satisfaction is maximized.

Another way to describe utility is to
use a utility function, a mathematical rela-
tionship between utility and the determi-
nants of utility, that is, all the variables,
goods and services that enhance overall
utility. In analyzing the demand for health
care services, economists have tradition-
ally held that individuals do not gain util-
ity from the process of consuming
health care services, but from the out-
come of the process, e.g., improved
health. Therefore, the variable called
"health" in the utility function of con-

sumers causes them to seek health care
services. The utility-maximizing decision
facing the consumer is one of allocating
a fixed budget between health-enhancing
goods and services and all other goods
and services.

Mooney and his colleagues (McGuire,
Henderson, & Mooney, 1988; Mooney &
Ryan, 1993) argue that patients not only
derive satisfaction from health outcomes,
or outcomes utility, but also from the
process of consuming health care ser-
vices, or process utility. These researchers
contend that "health care may produce
information, caring, warmth, interest,
anxiety reduction, communication satis-
faction as well."

If utility-maximizing behavior in the
consumption choice of dental care ser-
vices involves both process and out-
comes utility, then total utility is maxi-
mized when the dental care budget is al-
located between services that yield pro-
cess utility (cosmetic services, consulta-
tions, diagnostic care, oral hygiene in-
struction) and those that yield outcomes
utility (a filling, a crown, a gingival graft)
such that the marginal utility per extra
dollar spent on process services is equal
to the marginal, utility per extra dollar
spent on outcomes services.

It is worthwhile to note, given the
above, that the concept of process utility
raises the question "should providers
provide solely health-enhancing activities,
or also activities which, although having
no direct impact on health, may be de-
sired by patients for other reasons?"
(Clark & Olsen, 1994).

Provider Behavior
In economic terms, once a dentist has

allocated his or her finite resources of
the time, effort, and money required to
obtain a dental license and establish a
practice, the dentist becomes the owner-
operator of a firm. Firms are entities that
transform inputs into some product or
service that is sold in the marketplace.
Contemporary economic theory states that
firms are, in general, profit maximizers.

As owner-operators of firms, dentists
are profit maximizers—that is, they have
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Figure 1. Break-even Analysis
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an economic interest in maximizing the
profit of the dental practice. In this envi-
ronment, there is perfect alignment be-
tween the objectives of the owner (inves-
tor/dentist) and the objectives of the op-
erator (provider/dentist), that is, profit
maximization. When the provider is not
the owner, typical incentive structures of
providers bring the interests of providers
in line with those of the owners through
payment based on a percentage ofpro-
duction. Therefore, either directly, ro-
vider/owner) or indirectly, (incentives for
the provider/employee), the profit motive
dominates provider economic behavior.

Other motives may also be at work in
directing provider behavior. Altruistic be-
havior—unselfish regard for, or devotion
to, the welfare of others—is a recog-
nized phenomenon in health care deliv-
ery. In dentistry, institutional mechanisms
such as the ADA Code of Ethics and the
Patient's Bill of Rights provide additional
checks to the potentially conflicting pro-
vider incentives of profit maximization.
Dental associations have had a long his-
tory of advocacy for such public health
prevention programs as water fluorida-
tion and school fluoride programs. Den-
tists not only make decisions regarding
day-to-day operations as business profes-
sionals, but also make personal and
lifestyle decisions that enhance their "sat-

TR

TC

TR = Total revenue
TC = Total cost
E„ = Break-even point
T = number of treatments
TR = number of treatments at

"break-even point"

isfaction." This analysis evaluates pro-
vider behavior from the "provider as
firm" perspective, while recognizing that
other motives may also exist.

Both the MFFS and DR systems can
be evaluated using a model of economic
efficiency (see the companion article in
this journal, van der Wal & Smithwick,
1997). In the context of the dental care
marketplace, economic efficiency occurs
when consumers are provided maximum
value in exchange for the limited funds
available for dental care services. The
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practice. While both short-term income
stream and long-term income stream and
sales price objectives exist side-by-side,
the long term objective of practice value
maximization can modify short-term be-
havior and adversely affect long-term
practice value. For example, short-term
treatment planning decisions for an indi-
vidual patient affecting current year den-
tal practice profit may be modified by
long-term value considerations in the
form of postponed treatment until the
services are clinically undisputedly war-
ranted. [Some behavior of dentists which
is viewed as altruistic in the short run can
equally be understood as contributing to the
long-term value of the practice.]

According to economic theory, a pro-
vider will employ inputs (capital and la-
bor) until the cost of the last unit of the
input is only just equal to the value it
contributes to the last unit of produc-
tion. This is a parallel approach to that
taken by the consumer in maximizing his
or her utility. In economic terminology,
this occurs when marginal factor cost
equals marginal revenue product. The
variables under direct provider control in
any fee-for-service system that can be in-
fluenced to achieve profit maximization
are: the number of treatments (t), the
price of treatment (p), and the mix and
level of inputs employed. The cost of

T hese thiro' pony firms hove the ability to reduce
1 transaction costs in the deliver)/ of dental core.

principle of profit maximization includes
both the short-run objective of maxi-
mizing total revenue over total cost (total
revenue minus total cost) as represented
by the dentist's pre-tax take-home pay
(profit), as well as the long-run objective
of maximizing the net present value of
the firm/dental practice. The net present
value of the firm is the aggregate lifetime
income stream plus the eventual sales
price, corrected for fluctuations in the
cost of money, and is a convenient sum-
mary of the overall value of a dental

the inputs themselves (usually noted by
w, the wage rate) are taken as given and
are, therefore, beyond the control of the
dentist.

Figure 1 uses break-even analysis to
demonstrate how under a FFS system,
the price of treatments and the number
of treatments are both sources of profit
to the provider. Note that lowering total
cost will also increase profits and that
profit is maximized when the vertical dis-
tance, a distance between total revenue
(TR) and total cost (TC) is maximized.
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Third Party/Administrator
Behavior

In the dental care industry, third par-
ties, whether they fall into the major cat-
egories of administrators or insurance
carriers, are also firms. As such, they are,
just like providers, profit maximizers and,
therefore, the model of profit maximiza-
tion developed in the previous section
applies. Because there are multiple forms
of business organization, i.e., for-profit,
not-for-profit, etc., it is recognized that
the basic profit-maximization model may
function somewhat differently in each of
these organization types. For example,
some may emphasize short-run profit
maximization, others will emphasize
long-run profit-maximization, and still
others may attempt to maximize market
share.

However, it is important to under-
stand what value these particular firms
add in the marketplace that allows them
to exist. In his 1937 article, "The Nature
of the Firm," Ronald Coase argued that
the fundamental reason firms exist is the
savings in transaction costs they create
over the alternative of contracting in the
marketplace at large with individual pro-
viders for all services. Specific to dental
care, these third party firms have as their
core competency the ability to reduce
transaction costs in the delivery of dental
care by organizing factors of production
in a central location and allowing manag-
ers to issue directives and orders to
workers. In short, the third parties add
value by, and are thus paid to reduce
transaction costs in the solo provider-
dominated, uncoordinated dental care
marketplace.

The Agency Problem
The articulated or understood ex-

change of fees for services (FFS) forms
the contract for the traditional exchange
of dental care services. In this basic two-
party arrangement, the patient/con-
sumer (demander of dental care services)
receives care and pays the price of the
service in full to the dentist/provider
(supplier). This type of exchange typifies
most market transactions and, therefore,

Figure 2. Transactions Cost Model
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0 Q2 Q1

Supply + transactions cost

can be understood through traditional
economic supply and demand analysis.

There is one reason, however, why
this model is a poor fit for most forms
of health care. Supply and demand
analysis assumes that buyers and sellers
have perfect information. Buyers are as-
sumed to understand fully the attributes
of the goods/services to be purchased,
and sellers are assumed to understand
purchaser preferences. In short, buyers
and sellers both understand the true na-
ture of the supply and demand curves
for the products and services being ex-
changed. Thus, in the theoretical model
of supply and demand analysis, there are
no transaction costs to making the ex-
change—no one need make any outlays
to gather needed information or ensure
protection from a party having more in-
formation taking advantage of them.

Transaction Costs and Information' Prob-
lems. The dental care industry does not
lend itself to an ideal supply and demand
model since it is characterized by both
imperfect and asymmetrical information.

Supply = marginal cost

Quantity

Dentists are limited by the current level
of scientific understanding regarding the
etiology of disease as well as outcomes
of various treatment modalities. Thus,
any reference to "optimal outcome" is
made with the caveat that it assumes an
ideal knowledge level of outcomes based
on currently available, albeit limited, in-
formation.

The distribution of information be-
tween buyers (consumers/patients) and
sellers (providers/dentists) is asymmetri-
cal. This occurs because dentists possess
greater relevant information and knowl-
edge than patients do. This information
asymmetry, or gap, between patients and
providers creates market failure defined
as a less than optimal outcome.

Exchanges for dental care services in-
volve greater transaction costs than many
other market exchanges due to the high
cost of acquiring information. These
transaction costs are in addition to pro-
duction costs, which are the costs associ-
ated with executing the service. As illus-
trated in Figure 2, point A represents the
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"ideal" market price and quantity (no
transactions costs). When transactions
costs are present, a wedge is formed be-
tween the price consumers pay (P2), and
the price producers receive, (P3). The
vertical distance between P2 and P3 (line
BC) is the per unit amount of the trans-
actions cost. Figure 2 illustrates the in-

formation regarding prices and the rec-
ommended type and level of care. An
example of ex post costs are the costs as-
sociated with monitoring and enforcing
fulfillment of the contract which is an
implied agreement between patient and
provider for performance of certain de-
fined services. These ex ante costs might

T he dental core industry does not lend itself to on
1 Ideal supply and demand model

crease in price that results from market
transactions under asymmetrical infor-
mation.

Transaction costs take two forms: (a)
the ex ante (pre-contractual) cost of con-
tracting for services, and (b) the ex post
(post-contractual) cost of monitoring
and enforcing the contract for services
(Coase, 1937). In dental care markets,
both costs result from the asymmetry of
information between patient and pro-
vider. An example of an ex ante cost is
search and information costs, the time
and effort needed to find and choose a
dentist, make an appointment, gather in-

include efforts to determine if the den-
tist charged a fair price, did a good job,
etc., or for dentists to collect accounts re-
ceivable from patients. Managed dental
care services in the post-1955 era of em-
ployee dental benefits arose from the
need of employers to reduce the costs of
transactions by resolving the problems
created by asymmetrical information.

It is precisely the scientific and highly
technical nature of dental care delivery
that takes so much time, effort, and
money to learn that creates the informa-
tion gap problem. The specialized infor-
mation possessed by the dentist/pro-

Figure 3. Agency Model for Oral Health Care Delivery
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vider enables him or her to understand
the "true" dental condition of the patient
(subject to the limitations of current pro-
fessional knowledge and research). Since
consumers can only gain equal knowl-
edge at great cost, they delegate the deci-
sion making authority regarding diagno-
sis, treatment planning, including consid-
eration of the relative benefits, risks, and
costs to the dentist/provider. In effect,
the dentist becomes the actual decision
maker on behalf of the patient and the
consumer relies completely on recom-
mendations of the provider.

Principal-Agent Model
The relationship between patient and

provider can be viewed as a principal-
agent relationship. An agency relation-
ship exists whenever a principal (a pa-
tient) delegates decision-making rights to
another party known as an agent (the
dentist) olland, Goodman, & Stano,
1993). Unless the interests of, and the in-
formation possessed by, the principal
and agent are identical, which rarely oc-
curs, a conflict of interest is created per
definition. Since it was clearly established
above that the interest of the consumer
is to maximize utility and that the interest

Plan design

Plan financing
and
reimbursement

Plan manage-
ment and
administration
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of the provider is to maximize profit,
such a conflict is created. Consumers are
realistic. They know they lack informa-
tion regarding dental care, and simply
deem it practical and thus necessary to
delegate the decision right to an in-
formed agent (dentist).
A unique aspect of the principal-

agent problem in the health care setting
is that the patient doesn't just delegate
the treatment choice decision, he or she

I n effect, the dentist be
I comes the actual deci-
sion maker on behalf of
the patient.

additionally delegates the actual treat-
ment as well to the provider. Thus, as the
principal's agent, the provider is both the
"determiner of the need" and the "filler
of the need" as well as being the "judge
of the quality of the work." It is signifi-
cant to note that because of this com-
pound role, the agent as determiner of
need may have an interest not to reveal
all information to the principal, especially
when profit as a "filler of need" can be
maximized by doing so.

In the ideal economic situation, the
dentist would behave as a perfect agent,
making the same treatment decisions
that the patient would make if the pa-
tient possessed the same information as

the a ent and the result would be an op-
tima_ economic outcome. However, in
reality, the compound role of the dentist
as agent/supplier results in a conflict of
interest problem resulting from the mis-
alignment of incentives between the two
roles, as well as between the principal and
the agent.

Supplier-Induced Demand
In a specific application of the above,

asymmetrical information allows provid-
ers to increase revenue by shifting de-
mand to greater levels through sharing
only selected information with patients
and third parties. This phenomenon is
known as supplier-induced demand
(SID) and is now widely cited as an ex-
planation why, under certain conditions,
an observed increase in the supply of
health care providers leads to an ob-
served increase in prices—an outcome
that is in direct conflict with economic
theory (Folland, Goodman, and Stano,
1993).

Conclusion
Figure 3 on the previous page sum-

marizes the various elements of the
framework above. It demonstrates that,
in the interaction between principals as
consumers/patients and agents as pro-
viders/dentists, an information gap ex-
ists. This gap gives rise to an agency
problem as discussed in the form of
agency issues, transaction costs, and sup-
plier induced demand. To fill the gap,
third parties in the form of administra-

tors/insurance carriers fill the role of
solving these agency problems through
various plan design, financing and reim-
bursement, and management and admin-
istrative measures. These measures are
analyzed in detail in the companion ar-
ticle in this journal.
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Glossary
Agency relationship. A situation in

which one person (agent) makes deci-
sions on behalf of another person
(principal).

The agency problem. An agency prob-
lem exists when the agent who is a util-
ity maximizer acts in his or her own in-
terest and not exclusively in the inter-
ests of the principal.

Asymmetrical information. Situations
in which the parties on opposite sides
of a transaction have differing
amounts of relevant information.

Consumer sovereignty. The freedom of
individuals to choose the type and level
of care where the price is the conduit
of information. An implicit assump-
tion of the concept of consumer sov-
ereignty is that if consumers have per-
fect information and are free to make
their own consumption decisions, mar-
ket transactions will produce an effi-
cient outcome.

Direct reimbursement. A method of
providing benefits through which an
employer reimburses employees di-
rectly for dental care expenses instead
of purchasing insurance coverage or
other fee-for-service (FFS) administra-

tive and oversight services from a third
Po/V.

Fee-for-service (FFS). A method of pay-
ment under which the provider is paid
for each procedure or service that is pro-
vided to a patient.

Managed care. A general term applied
to a broad range of actions which a firm
or insurer establishes to maximize value
by exerting some control over cost and
quality—specifically, in dental care deliv-
ery, the initiatives to measure, monitor,
and direct the allocation of resources for
the purpose achieving an optimal out-
come. Managed care elements can in-
clude, but are not limited to: (a) plan de-
sign, (b) utilization management through
pre-treatment and utilization review, (c)
fraud prevention, (d) fees based on
group norms, (e) provider agreements,
and (f) patient satisfaction surveys.

Managed fee-for-service (MFFS). A
method of payment under which the
provider is paid for each procedure or
service that is provided to a patient, but
with certain provisions which a firm or
insurer establishes to control cost and
clualitY•

Perfect agency relationship. In the perfect
agency relationship, agents who have
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been delegated decision-making au-
thority are assumed to make the same
set of choices that the principal would
make if they possessed the same infor-
mation.

Principal-agent problem. A situation in
which one person (agent) makes deci-
sions on behalf of another person
(principal), but is not motivated in his
or her actions solely by the best inter-
ests of the principal.

Supplier-induced demand (SID). The
change in demand (increase) associated
with the discretionary influence of
providers over their patients. Demand
that is provided for the self-interests
of the providers rather than solely for
patient interests.

Transaction costs. The costs associ-
ated with making a transaction, other
than the price and the transportation
costs. The transaction costs associated
with any agreement are comprised of
the following three components: (a)
the cost associated with contracting
the agreement, (b) the cost associated
with monitoring the agreement, and
(c) the cost associated with enforcing
the agreement.
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A Case for Diagnoses
James D. Bader, DDS, MPH

and Daniel A. Shugars, DDS, PhD, MPH

Abstract
It is common practice to record
treatment rendered, but not the
diagnostic basis for these treatment
decisions. This practice appears to
undervalue diagnosis, as well as
hamper feedback to practitioners and
the profession about the effectiveness
of treatments relative to specific
diagnoses. It also leaves dentists open
to liability for litigation and impedes
research. A case is made that dentistry
should follow medicine in exploring the
use of standardized computer-codable
diagnoses as part of record keeping. A
two-step process is suggested to
promote initial acceptance.

A
lmost all dentists would claim
they diagnose, and yet for rou-
tine treatment decisions it is
difficult to support that claim

from existing evidence. Patients' dental
records typically do not contain formal
written diagnoses for either of the two
common dental diseases, caries and peri-
odontal disease (Atchinson & Schoen,
1990; McFall, Bader, Rozier, 8E Ramsey,
1988). Often, not only is no diagnosis re-
corded, but the data upon which a diag-
nosis would be based are not recorded
(Atchison 8E Schoen, 1990; Bader, et al,
1990; McFall, Bader, Rozier, & Ramsey,
1988; Morris, Bentley, Vito, 8E Bomba,
1988). All too frequently the dental
record contains little more than a longi-
tudinal listing of procedures provided to
the patient and a collection of radio-
graphs. Thus, while dentists debate how
the dental diagnostic process operates
(Bader & Shugars, 1997), the typical den-

tal record would suggest that no such
process occurs.

Why Is This Situation o Problem?
The fact that dentists do not routinely

formalize the diagnostic process by re-
cording a diagnosis in the patient record
may hinder the profession in meeting
several of its goals and obligations. First,
the lack of diagnoses mien be construed
by critics as connoting the dentist's pro-
fessional role as technician rather than di-
agnostician. Dentists have long claimed
that a principal distinguishing characteris-
tic in comparison with other oral care
providers is their diagnostic ability. But if
this skill is not documented, can it be as-
sumed to have been applied? In a similar
vein, dentists have long been dissatisfied
that while they are reasonably well-reim-
bursed for the treatment they provide,
the same is not true for the examination
they perform. Could it be that they have
helped to perpetuate this situation by not
recording formal diagnoses and thereby
not emphasizing the professional skills
that comprise the examination?

Second, the absence of written diag-
noses denies dentists an important
source of feedback for their own efforts
to maintain or improve the quality of
their practices. Treatment plans often are
prepared at the time of the dental exami-
nation and then implemented over sev-
eral successive appointments. This sepa-
ration between the decision to provide
treatment and the provision of treatment
can blunt the recognition of discrepan-
cies or inconsistencies between what the
dentist expected to encounter, i.e., the di-
agnosis, and what was actually found in
the course of treatment. Without a writ-
ten record of the diagnosis, it is all too

easy to ignore the discrepancy. Further,
no retrospective analysis of the accuracy
of diagnoses is possible from which to
document improvement over time.

Third, not only is a dentist's personal
feedback about an important aspect of
the quality of dental practice lost, but
documentation critical to external evalua-
tion of practices also is foregone. The
appropriateness of the treatment den-
tists provide is coming under increasing
scrutiny (Bader, Shugars, Hayden, &
White, 1996). A formal definition of ap-
propriateness considers the balance of
"expected benefits of treatment" and the
"expected negative consequences" (Park,
et al, 1986). But unless the condition
treated is known, this comparison is im-
possible to make. In simpler terms, one
can't determine if a treatment was appro-
priate unless one knows why it was done.

Fourth, in the ever more litigious en-
vironment in which care is provided,
dentists also must ask themselves if the
practice of not documenting formally
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the reasons for every treatment is a de-
fensible behavior. Complete documenta-
tion of diagnostic data is a basic risk pre-
vention st at iivr (Owens, Tennenhouse, &
Kasher, 1990). Post-hoc assertions about
the reasons for providing and not pro-
viding treatment are easily challenged.

Finally, the absence of written diag-
noses is a substantial impediment to the
advancement of knowledge regarding

ne con 't determine if
o  treatment was

appropriate unless one
knows why it was done.

treatment effectiveness and treatment
outcomes. The profession needs better
information about the treatment it pro-
vides for specific conditions (Bader &
Shugars, 1995). Much, if not most, of
this information must come from real-
life dental practice, as opposed to the un-
realistic environment of the clinical trial
(Mjor &Wilson, 1997; Shugars & Bader,
1992). Yet, as noted, the opportunity to
determine the benefits and consequences
of treatment is lost if the condition be-
ing treated cannot be identified.

Should Dentistry Attempt to
Change the Situation?

The question of whether dentistry
should attempt to alter its traditional reli-
ance on a procedure-oriented approach
to documenting the care of patients
should be considered from both internal
and external perspectives. In part, the an-
swer depends on how dentistry wishes to
interact with the external environment,
the purchasers and the recipients of its
services. As "bottom line" pressures
force purchasers to scrutinize their health
care expenditures more closely, they are
more likely to ask what they are buying
and why they are buying it (Bader,
Shugars, Hayden, & White, 1996). Den-
tistry is well-prepared to answer the first
question, but not the second. Yet with-
out an answer to both questions, pur-

chasers may become more reluctant to
buY•

In part, the answer to the question
also depends on the internal importance
the profession places on the information
potentially available if diagnoses were
documented. Are dentists interested in
determining if their diagnoses are accu-
rate? Does the profession wish to have
better information about the outcomes
of the treatment it provides for dental
diseases? Do dentists want to substanti-
ate their claims to the unique ability to di-
agnose dental disease and to strengthen
their arguments for the expectation of
adequate reimbursement? If the answer
to any of these questions is yes, then per-
haps action is indicated.

What Might Be Done?
Although the simplest solution might

seem to be to urge dentists to record all
diagnoses in writing, there are two indica-
tions that this approach may not result in
the benefits expected. First, when a fairly
intensive effort to urge dentists to record
periodontal diagnostic data was tested on
a small scale, compliance was less than
50% (Bader, et al, 1990). Second, neither
diagnoses nor diagnostic terminology are
well-standardized, and the identification
of non-disease related conditions that
also lead to treatment is even more vari-
able (Bader & Shugars, 1995). Yet stan-
dardization of diagnoses associated with
specific criteria is a minimum require-
ment for all applications that combine di-
agnostic information from multiple den-
tal practices.
A solution that appears more com-

plex at the outset may well offer the best
results for dentistry. This solution is the
adoption of a standardized coding sys-
tem for dental diagnoses. Such systems
are in common use for medical care
(World Health Organization, 1992/94;
COte, 1993), and notation of diagnostic
codes along with procedure codes is now
routine in office-based medical practice.
While at least two diagnostic coding sys-
tems have been described for dental di-
agnoses (World Health Organization,
1995), their use has been far more lim-
ited. Adopting such a system in dentistry
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will help resolve the problems of com-
pliance and standardization. The codes
will impart a measure of standardization
simply by supplying standard terminol-
ogy and definitions, although they will
still be dependent on individual dentist's
interpretations. The codes will reduce the
recording burden for dentists, which
should improve compliance. The increas-
ing use of electronic dental record sys-
tems should help in both instances.
Search and mapping functions can easily
present a dentist with a list of possible
codes and their definitions, and this in-
formation can be keyed to written or ver-
bal prompts or entry of procedure codes
for planned treatment. However, since
several dental office systems are already
programmed with idiosyncratic or "home
grown" diagnostic code systems, the need
for standardization is already an issue.

In adopting a set of standardized di-
agnostic codes, dentistry must address
some thorny issues in the design of the
coding system, including the level of de-
tail of the system, the breadth of non-
disease related reasons for treatment that
are included, and the organizational
structure of the system. For example,
how "fine" do the distinctions need to be
for a system destined to be implemented
in general and specialty practice? Should
fibromas be differentiated from papillo-
mas or will a more aggregated descrip-

tondordization of diag-
noses associated with

specific criteria 1s o mini-
mum.

tion such as benign neoplasm suffice?
Similarly, how should diagnoses related
to treatment for aesthetic improvement,
or for elevated risk of tooth fracture be
denoted? Also, should the system be or-
ganized around organ and tissue systems,
around diseases, or around treatments,
i.e., the existing ADA procedure codes?
A strategy that might make these de-

cisions easier would be to promulgate a
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dual set of diagnostic codes. A simplified
or condensed set of codes would be de-
signed specifically for the implementa-
tion period as dentists began to record
their diagnoses in a standardind fashion.
A list of no more than twenty such "rea-
sons for treatment" could be developed
that would satisfy virtually all treatment
situations while preserving the basic in-
formation essential to benefit the patient,
practitioner, and profession. These codes
in turn would be compatible with a more
detailed list, probably computer-based
for ease of application, that would in-
clude all possible diagnoses. This two-
stage approach acknowledges the realities
that electronic record systems are not yet
in widespread use and that a complex set
of codes that requires dentists to refer to
coding marviAls will not be supported by
the practicing profession.

Dentistry must address the need to
formalize the documentation of the di-
agnostic process that is a central compo-
nent of its claim to professional status.
All sectors of the profession must ac-
knowledge the problem and begin to
participate in its solution. For example,
AADS curriculum guidelines for oral di-
agnosis and oral medicine do not explic-
itly recommend recording diagnoses
(American Association of Dental
Schools, 1987). Also, although the ADA's
Council on Dental Practice formed a

committee devoted to the development
of a set of diagnostic codes in 1990, this
committee has yet to produce a product.
This lack of attention to the problem
should not continue. The profession
must begin to emphasize and facilitate
the documentation of diagnoses. Den-
tistry, as well as individual dentists and
their patients will benefit as a result.
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Industry Competition
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Abstract
Not only do individuals and firms
compete with each other within an
industry there is also industry
competition with other industries and
competition of an industry with its
customers and vendors. The rules of
industry competition are embedded in
market structure and difficult to modify
These rules are discussed under the
headings of overall market growth,
barriers to entry, rivalries within the
industry relationships with customers
and vendors, and the availability of
substitutes.

D
entists compete with each
other and with those in
their community because
there are not enough re-

sources for everyone to have their first
choice of what they want and because
the benefits dentists receive depend on
their behavior and the behavior of pa-
tients, other dentists, health care brokers,
travel agents, landlords, beauticians, and
anyone else who knows the value of a
dollar. The playing field is kept generally
level and the competition generally civil
bylaws, professional codes, and a sense
of mutuality which affects the public
good.

Industries also compete with each
other. The last several years has seen a
dramatic shift in the balance between
savings and loan associations and the
stock market as a place to invest money.
This is industry competition based on
substitutable products. There is also in-
dustry competition between vendors and

purchasers. Point-of-sale information
about consumer purchasing habits have
spawned the creation of giant retail orga-
nizations and given them considerable
say over price, product design, product
mix, and delivery. Only twenty years ago,
brand name suppliers were calling the
tune. There is even industry competition
over form of ownership. Public policy
and improved cost accounting drove the
U.S. government out of the letter and
parcel delivery business.

In addition to understanding compe-
tition at the level of the firm or indi-
vidual dental office, it is also valuable to
know the trends in industry competition.
An appropriate analogy would be the
need to understand the ebb and flow of
tides in addition to your own strength
and the nature of your equipment before
doing any serious rowing. It is also pos-

D entistiy has also
proven to be o very

responsive market.

sible for industries, such as dentistry, to
influence their competitive position
through collective action. On the whole,
organized dentistry has done quite well
in this regard.

Some industries are in positions
where they interact with customers, sup-
pliers, and other industries on favorable
terms; and some have to compete for
that advantage. Some lose their competi-
tive opportunities if they fail to respond
to a changing environment. The follow-
ing analysis describes environmental fac-
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tors that favor or disadvantage industries
generally. They can be grouped under
five headings: (a) overall growth of the
market, (b) barriers preventing competi-
tive entries into the market, (c) rivalries
within the industry, (d) relationships with
customers and vendors, and (e) the avail-
ability of substitutes or alternative ways
for customers to satisfy their demands.

Growth of the Market
Dentistry is a $41 billion industry and

wowing. Over the past five years, expen-
ditures on oral health have climbed 37%,
while the economy as a whole has only
grown at half of that rate. Fluctuations
in the oral health care bill for the nation
have been quite similar to those in medi-
cine generally, which now accounts for
about 12% of the gross domestic prod-
uct. About five cents of every health care
dollar are spent on dentistry.

Dentistry has also proven to be a very
responsive market. During times when
edentulism and the DMF in children
were cut in half, the dental market con-
tinued to grow as alternative services
were offered. Although the number of
Americans who visit the dentist in a
given year has remained between 60%
and 70% for almost twenty years, the
amount of care given to the population
who seek the services of a dentist have
continued to increase. Those who have
received the most care tend to be those
who demand more.

Although health economists and epi-
demiologists continue to monitor the
oral health market overall, there are cur-
rently few voices saying that market
growth has flattened or shows decline.
Until biology can be altered or vanity be-
comes unfashionable, dentistry is in an
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Table 1. Barriers to entry protecting the dental
profession

High barriers
Long learning curves
Licensure
Industry standards and regulations
Reputation
Subsidies

Low barriers
Switching costs
Economies of scale

excellent overall competitive position
with regard to market growth.

Barriers to Entry
The positive market growth picture in

dentistry has one significant down side.
It invites competition. As Harvard Busi-
ness School professor Michael Porter
notes, "Competition in an industry
works to drive down the rate of return
on invested capital toward the competi-
tive floor rate of return, or return that
would be earned by the economist's 'per-
fectly competitive' industry....The pres-
ence of rates of return higher than the
adjusted free market return serves to
stimulate the inflow of capital into an in-
dustry either through new entry or
through additional investment by existing
competitors." Managed care is not a mar-
ket aberration caused by a few greedy in-
surance executives. It is a natural market
response to the sustained economic suc-
cess of dentists. Dentistry can only
maintain its competitive strategic advan-
tage by shoring up barriers to entry into
the market.

Table 1 enumerates the traditional
barriers to entry into an industry and
identifies those which are favorable to
dentistry and those that are unfavorable.

Among the competitive barriers that
dentistry enjoys are long learning curves,
restrictive licensure, industry standards
and regulations, an excellent reputation,
and heavy subsidies. The learning curve
is the time it takes a firm that chooses to

enter an industry to reach
full productive stride. If
the capital were available,
anyone could start a busi-
ness canning salsa, assem-
bling computers, leasing
trucis, or offering thera-
peutic massages within a
matter of months. The
time it takes to prepare for
dental school, to receive
dental and specialty train-
ing, and 

in 
become pro-

ductive n one's practice
are a matter of years and

are comparable to many industries with
long learning curves. For example, it
takes an automobile manufacturer be-
tween five and seven years to introduce a
new automobile. This is part of the rea-
son there are so few automobile manu-
facturers. Long learning curves are a bar-
rier to entry into a market. The only way
around this barrier, and one that is being

the stock market. They have realized that
hiring dentists is a means of acquiring li-
censes.

Industry standards and regulations,
including government regulations, can
provide an effective deterrent to those
seeking to enter an industry. Dentistry is
strong in this regard. Standards of care,
record-keeping practices, infection con-
trol, industry accepted employment prac-
tices, accounting standards and require-
ments for reporting income, practice act
regulations about legal names, and staff
supervision might all at certain times ap-
pear to be hassles that impede the pro-
fessional independence of dentists. They
also form a network creating a most ef-
fective barrier. These standards and regu-
lations may actually be more of a deter-
rent to the independent practice of den-
tists and hygienists than are licensure
matters. The history of independent hy-
giene practice in Colorado is illustrative.
Although it has been legal for years for

M anageo' core is a natural market response to the
sustained economics success of dentists.

attempted with only partial success by
capitated clinics, is to purchase the exper-
nye.

Another barrier which favors den-
tistry is the license. Unlike most markets
involving licenses or patents, the dentist
as a provider is licensed rather than the
products, services, or procedures which
are sold. This creates a special form of
protection since the dominant form of
dental practice is solo, thus the owner
and license holder are synonymous. This
barrier, however, is being lowered. In-
creasing numbers of dentists, particularly
new entrants into the profession, are
working for other dentists. The number
now stands at approximately 30% and is
rising. Dental management companies
are a new phenomenon. There are cur-
rently fourteen dental chains traded on

hygienists to practice independently
there, very few have found it feasible to
do so.

Dentistry's reputation is precious and
superlative. For years, public opinion
polls have shown that patients trust den-
tists. Would-be competitors have been
unsuccessful in claiming that dentists are
taking advantage of the public and need
to be curbed or need to face more open
competition. Both organized dentistry
and individual practitioners can take
credit for this important accomplish-
ment.

The last effective barrier, subsidies,
may come as a surprise to the dentist
who holds an image of being the rugged
individualist. About 5% of dentistry is
purchased outright by the government
and given to individuals in the armed ser-
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vices, people on reservations and in pris-
ons, and others. Of the remaining dental
bill, roughly half is covered by insurance.
Although dental insurance is properly
considered a form of prepayment or
cost spreading, it is also a conduit for the
infusion of massive amounts of oral

tion, or the cost of entering the industry.
Certainly by comparison with many seg-
ments of the economy, the costs of es-
tablishing a dental office are small and
readily available. This is a point that has
not been lost on the dental management
companies. In terms of self financing,

D enlists with interests in other areas or dentists who
ore doing poorly in the profession find it difficult to

switch careers.

health care dollars from unions, employ-
ers, and the government. Such benefits
are normally tax exempt. Although these
subsidies are nothing of the order of
those in medicine or in the defense in-
dustry, they compare favorably with agri-
culture and research. Large subsidies
protect the incumbents in an industry.

There are two places where the barri-
ers to entry into the dental industry are
noticeably low. The first of these is
switching costs. This is a technical term
which describes the burden on the cus-
tomer for moving from one provider of
services to another. The switching costs
to move from one computer company to
another are enormous when one consid-
ers the equipment, the programs, staff
training, support, etc. Switching costs in
dentistry are almost non-existent and
may be largely an intangible matter such
as loyalty. The other low barrier is econo-
mies of scale. There are some services
that are best delivered in bulk. Generat-
ing hydra-electric power, public transpor-
tation, and probably even hospitals fall
into this category. When such economies
of scale exist, they constitute an effective
barrier to entry into the industry. That is
certainly not the rase in dentistry.

Some of the classical barriers to entry
are neither advantages nor disadvantages
for dentistry. These include protected
technology (there is little of it) and prod-
uct differentiation (only recently has this
become an issue). Another potential bar-
rier is very problematic. This is capitaliza-

and by comparison with becoming a
beautician or real estate agent, the costs
can be very large. Twenty, thirty, or more
years ago, these costs of establishing a
dental office were born by the families
and the hard work of individual practi-
tioners. In more recent history, they have
had a partner, the U.S. government and
banks, holding the note. With the in-
creasing costs of dental education and
the precarious status of loans,
a new economic reality is en-
tering the capitalization field.
The economic future of in-
creasing numbers of begin-
ning practitioners is in the
hands of senior dentists in
the form of an associateship
arrangement or in the hands
of clinic and management
company owners, many of
whom are dentists as well.
Capitalization may not be an issue of
how high the barrier to entry into the
profession is, but where the holes are. It
may become a matter of who is allowed
to enter the profession (African-Ameri-
cans and Hispanic-Americans being con-
spicuously under represented) and how
they practice.

Rivalry
Industries are better able to hold a

competitive advantage in their environ-
ment if they are not troubled by internal
competition. Dentistry, like many other
professions, takes a public posture dis-

Table 2.
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couraging competition. Advertising is
frowned upon, as is commentary on col-
leagues' work and claims of superior
quality. Organized dentistry has been
proactive in adjusting the dentist-to-
population ratio.

Despite this anti-competitive stance,
there are structural characteristics within
dentistry that either promote or discour-
age rivalry. On the positive side are in-
dustry growth and the large number of
"firms." These tend to dampen competi-
tion. Another factor that depresses com-
petition within dentistry is product dif-
ferentiation. Marketers contrast differen-
tiated goods and services, where each is
unique and serves a customized purpose,
from commodities. Commodities are in-
distinguishable from each other and in-
clude flour, gasoline, notary services, and
probably even haircuts. An industry filled
with differentiated products is stable and
is relatively free of internal competition.
By contrast, industries that offer com-
modities compete on price. Look what

Rivalry factors in competition with
dentistry

Factors dampening competition
Industry growth
Product differentiation

Factors promoting competition
Exit barriers
Fixed cost—overhead

MacDonald's did when they standardized
the hamburger.

Dentistry has been ambivalent over
differentiation. Obsession with technical
quality, initial licensure examinations that
focus almost entirely on technical quality,
and defensiveness over the recent Readers
Digest article suggest that many in the
profession would favor a commodity ap-
proach to defining quality. That is cer-
tainly what the brokered care portion of
the industry would prefer. But there is a
difference between a crown delivered by
a dentist who stresses a sensitive envi-
ronment, thorough diagnosis, quality
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control, and comprehensive care, and
one delivered in a capitation mill, even if
the two crowns happen to be physically
identical.

There are two structural characteris-
tics of dental practice which promote in-
ternal rivalry and weaken the overall
competitive advantage of the profession.
The first of these is high fixed costs. Of-
fice overhead has risen steadily over the
past years and is now just under 70%.
The only way to recover funds sunk in
buildings, equipment, staff, and other
fixed resources is to increase productivity.
The existence of unused resources has
been a major argument of brokered care
plans. Simple arithmetic will reveal that
larger overhead permits the absorption
of a larger percentage of capitation pa-
tients into a practice. Perhaps this is part
of the reason established practitioners
have the same ratio of capitation patients
as beginning practitioners do, despite the
larger number of years they have had to
build a fee-for-service patient base.

The second source of rivalry inherent
in the structure of dental practice is high
barriers of exit. Dentists with interests in
other areas or dentists who are doing
poorly in the profession find it difficult
to switch careers. The time and money
invested in becoming a dentist and estab-
lishing a practice, the small number of
careers that make use of dental skills, and
the very small number of options that
provide the economic reward of den-
tistry combine to keep dentists in prac-
tice even when their hearts are elsewhere
or their practices are ineffective. As harsh

as it sounds, one of the
tenants of capitalism is
that the market will
drive out weak firms.
This natural pruning is
retarded when there are
high entry barriers and
when there are high exit
barriers. Many dentists
who shift to real estate
or become stock bro-
kers after losing their in-
terest in dentistry de-
pend on the network of
contacts they have de-
veloped more than the
skills they have learned
as dentists. It is partly
out of sensitivity to the
high exit barriers from
dentistry that state
board disciplinary ac-
tions focus so heavily on rehabilitation
rather than on punishment.

Buyers and Sellers
All patients are not equally attractive

buyers of dental services. Part of the
practice location decision involves look-
ing for situations where there is a large
number of people with high demand for
dental care and the ability and willingness
to pay for the care. But beyond this, there
are certain kinds of customers who are
inherently more attractive in the sense
that they are willing to pay higher prices
for the services they receive.

Other things being equal, a practice
will thrive if it has a larger proportion of

Table 3. Competitive factors favoring the seller
over the buyer

Differentiated product
High switching costs
Inability of buyer to make his or her own
Small number of suppliers
High cost associate with product failure
Buyer purchases in small lots
Product is important to buyer's business
Uninformed buyer
Buyer and seller have common future
Buyer has optimistic growth potential
Seller can reduce transaction costs
Buyer favors quality over cost
High value added product
Buyer can pass cost on to others
Each purchase is small segment of budget
Buyer has low fixed costs

patients with the following characteris-
tics: (a) those who view dentistry as a dif-
ferentiated product (those who think
they can tell the difference in quality of
care they receive), (b) those with high
switching costs (those who prefer rou-
tine or would have to apologize to the
other dentist in town over a personal dis-
pute they have had before switching), (c)
those who are not in the habit of doing
anything for themselves along the lines
of home care, etc., (d) those for whom
poor oral health has a high psychological
or financial cost, (e) those who go to the
dentist irregularly, (0 those for whom
oral health or an attractive appearance is
part of their ability to earn a living, (g)
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those who are uninformed, (h) those
who share a common future with the
dentist (as lodge brothers or members of
the Chamber of Commerce in a small
town), (i) those for whom transaction
costs can be reduced (such as those who
live near a dentist or value the services of
the office completing insurance paper-
work), (j) those who value quality more
than cost, (k) those who can pass the
costs of care onto others (as children or
those who have insurance), (1) those in
good health or those for whom dental
expenditures are a small portion of their
health care costs, (m) those with low
fixed costs or, in other words, those with
high discretionary income.
A parallel analysis can be done for

dentists relative to their vendors. In this
case, however, the comparative advan-
tage is reversed. For example, dentists
want patients with high switching costs
but want low switching costs for them-
selves with respect to the liability insur-
ance or dental equipment they purchase.
Dentists can charge more to uninformed
or disinterested patients but, as purchas-
ers of services, they will do better to be
well informed.

Although it seems natural to suggest
that dentists selectively choose their ven-
dors in a way that would give them a
competitive advantage on many of the
dimensions just listed, it is foreign to
consider qualifying patients in the same
fashion. None of these factors consti-
tutes discrimination, and there is no spe-
cific professional injunction against quali-
fying patients on these dimensions. As a

matter of fact, many dentists subcon-
sciously organize their practices so as to
encourage "better" patients through
practice location selection, office hours,
and financial arrangements.

AvollobilHy of Substitutes
In marketing lingo, substitutes are

products or services that may be differ-
ent in nature but serve to satisfy the same
need. A new dentist in town is not a sub-
stitute; it is competition. An effective
over-the-counter whitening agent, how-
ever, is a substitute. From the patient's
perspective, managed care is probably
not a substitute, but alternative payment
plans might be.

In the early days of dentistry, substi-
tutes took the form of barbers, physi-
cians, and home remedies. By the vigor-
ous efforts of the pioneers in the field,
dentistry became a scientifically-based
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for care of an abscessed pulp. But the
market for general health and fitness and
for physical attractiveness is teaming with
alternatives. Dentistry is entering a phase
where it is simultaneously in two mar-
kets: the preventive and cosmetic versus
the therapeutic. The rules are not the
same in both markets, and dentistry as an
industry will be at a competitive disad-
vantage if it tries to use the market rules
of therapy (where it has enjoyed such en-
viable power) in the preventive and cos-
metic market.

It is difficult to make precise predic-
tions about the emergence of substitutes.
Those who are interested in this sort of
prognostication should keep an eye on
the National Institute for Dental Re-
search, dental product development re-
search, and the schools. The driver of
oral health care substitutes has been
technology research. Water fluoridation

M any dentists subconsciously organize their practices
so as to encourage 'better" patients.

healing profession with virtually no sub-
stitutes. As an industry, it enjoyed unpar-
alleled success. Now, however, we are en-
tering an era where substitutes do exist
for some segments of the profession.
The reason is a shift within the profes-
sion itself to include more discretionary
care and a higher proportion of preven-
tive and cosmetic services as opposed to
therapeutic ones. There is no substitute

and the health care advertising of the
dental trades have dramatically shrunk
the therapeutic market in oral health. The
next big changes quite possibly could be
biological engineering and the develop-
ment of easy-to-use technologies which
would make it possible for patients to
treat themselves or for a new class of
oral health care providers to emerge who
require significantly less training.
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Axelrod, R. (1990). The evolution of cooperation. New York, NY: Basic Books.
Comprehensive study of the "prisoner's dilemma" — structured competition where the payoff to A or B depends on the joint strat-

egies of both. In repeated "games," a natural strategy of "cooperation" evolves through a process of tit-for-tat, punishing one's oppo-
nent for deviations from the strategy which yields the best group payoff.

Hamel, G, and Proholoo', C. K. (1994). Competing for the future. Boston, MA: Harvard
Business School Press.

Competition in the future is the competition for opportunity. Firms profit ratio is the value added to customers divided by the cost
of adding that value. Historically, we have focused on cost cutting and efficiency (the denominator). In the future we must look to grow-
ing the numerator. We will compete for the chance to give the customer what he or she wants.

* Kohn, A. (1992). No contest: The case against competition. Boston, MA: Houghton
Mifflin. ISBN 0-395-63125-4; 325 pages; about $12.
A very popular book among those who have a philosophical antipathy to competition. A vast amount of literature is reviewed on

claims that competition is inevitable, productive, enjoyable, and builds character. In every case, Kohn says competition is wanting. Kohn's
arguments are framed as win-lose alternatives between the proponents of competition and his own view, and he aggressively attacks his
opponent, demonstrating in his own writings exactly what he would have us set aside. There is little offered by way of alternatives to
competition.

*Levinson  J.C. (1993). Guerrilla marketing: Secrets for making big profits from your small
business. Boston, MA: Houghton Mifflin. ISBN 0-395-64496-8; 327 pages; about .$13.
A "how to" manual for advertising small businesses. With background in advertising in both large and small firms, Levinson shows

how the techniques that work for the giants don't work (and are not necessary) for firms that have local markets. The heart of the book
is nineteen chapters, each describing the advantages and disadvantages of different media such as personal letters, brochures, direct mail-
ing, seminars, trade shows, and even t-shirts and the yellow pages.

*Porter M.E. (1980). Competitive strategy: Techniques for analyzing industries and
competitors. New York, NY: The Free Press. ISBN 0-02-925360-8; 395 pages; about $35.
A true classic. Many MBA students are familiar with the seminal concepts of generic competitive strategies, industry life-cycles, buyer

selection, and strategic groups without realizing that one man introduced them together in a single book. This is a combination of eco-
nomics, marketing, and business strategy. It explains how firms work. The book is packed with a wealth of material and the examples
tend to be brief, so a basic familiarity with business is helpful.

Editor's Note

Summaries are available for the three recommended readings preceded by an asterisk (*). Each is about five pages long and conveys both
the tone and content of the book through extensive quotations. These summaries are designed for busy readers who want the essence
of these references in fifteen minutes rather than five hours. Summaries are available from the ACD Office in Gaithersburg. A donation
to the ACD Foundation of $15 is suggested for the set of summaries on competition; a donation of $50 would bring you summaries of
all the 1997 leadership topics.
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