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Physician as Hospital Chief Executive
Officer

Robert E. Falcone, MD, and Bhagwan Satiani, MD, MBA

cians were designated as the main decision makers
as the hospitals came to rely more on patient fees to
operate. By 1899, as the challenges to the authority
of physicians became more common and the com-
plexity of the organization increased, administrators
formed the Association of Hospital Superintendents,
which in 1908 changed its name to the current
American Hospital Association.1 One of the first
well-known physician-operated health facilities was
started by the Mayo brothers in cooperation with the
Sisters of St. Francis in the late 1800s. The Mayo
Clinic was the first and largest integrated, not-for-
profit group practice in the world.2 Even as early as
the 1920s, physicians were attracted to degree pro-
grams in hospital administration. Dr Louis B.
Baldwin, a prominent physician and surgeon active
during the late 19th to early 20th centuries, provides
an interesting model for his time. Dr Baldwin estab-
lished Grant Medical Center in Columbus, Ohio as
the largest private hospital “for the purpose of sup-
plying a home for private patients where they could
have the best possible attention and service” in a
peaceful, home-like setting.3 By 1914, it became
apparent that he could not continue to manage his
practice and the growing business of a hospital, a
business challenged by a variety of forces not unlike
those we see today. From 1914 to 1939, the hospital
superintendent was first a nurse and then a physician.

Cultivation of leaders within the medical staff is
a very integral part of enlightened hospital
management. Nevertheless, physicians are not

yet stepping forward to lead in hospitals and bring
about change in thinking among medical staff. In its
2002 poll, “Rethinking physician leadership,” the
Advisory Board Company found that 56% of hospital
administrators noted difficulty filling vacant medical
staff leadership positions. When leaders are recruited,
59% of hospitals do not clearly define roles, responsi-
bilities, and performance objectives for leadership
roles, and 78% do not evaluate physician leaders’ per-
formance against established goals. These findings
add to a growing body of evidence that physicians have
many opportunities to regain the leadership roles they
historically held in the nation’s health care system.

Background

Physicians, with the help of wealthy and influential
sponsors, were founders of the earliest hospitals in
the United States. In the late 19th century, physi-

The vast majority of hospitals in the United States
today are led by nonphysicians. This is in sharp con-
trast to the turn of the 20th century, when over a third
of the hospitals in the United States were physician
led. As the pendulum swings back from lay leader to
clinician leader, there is a strong and appropriate
opportunity for physicians to reinsert themselves into a
leadership role. In fact, the time has perhaps never
been more appropriate than today. In a health care sys-
tem that is complex, troubled, and challenging, the

physician CEO brings a unique set of skills to the
business of medicine. The successful physician leader,
however, must understand the business of medicine as
well as or better than he or she understands the prac-
tice of medicine. Training, developing, and equipping
our future physician leaders with the necessary skill
sets will be one of medicines’ many challenges as it
expands into the 21st century.
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By 1940, there was a growing trend toward professional
lay management in health care,4 and many hospitals
turned to lay managers for day-to-day operations. In
fact, although the classic text book on hospital
administration was penned by a physician in 1935,
the history and evolution of hospital management
during the 20th century have largely been the his-
tory of classic professional lay management, a his-
tory that parallels (but often lags) trends in other
large industries.4,5

The history of hospital growth is largely a history
of the 20th century. In 1873, there were 149 hospi-
tals in the United States.5 The discovery of anesthe-
sia and the acceptance of the principal of asepsis
made these and the other hospitals that followed safer
and more inviting. The public gradually accepted and
soon demanded hospitalization for serious illness,
leading to a remarkable growth and evolution in health
care. By 1935, there were 6500 hospitals, 2400 of
them directed by nurses, 2300 by physicians, and
1800 by nonmedical professionals.5

Today, there are roughly 5000 acute care hospi-
tals, and fewer than 3% of them are managed by
physician CEOs.6 Physicians have abdicated the
day-to-day management and leadership of our
health care institutions to nonphysician health care
executives. The 10-fold decrease in physician lead-
ership is slowly starting to reverse with a rising num-
ber of physicians choosing the board room over a
patient room. How does a physician start down this
road? How can he or she be successful, and what
does it portend for the 21st century? Is leading a
health care organization an effort to run away from
the practice of medicine or an opportunity to run
toward hospital leadership?

Are Physicians Well Suited to Be CEOs?

The practice of medicine is a lifetime commitment
to patient care, and although quite rewarding in
almost every sense, it is also complicated, all con-
suming, and increasingly frustrating. Of late, many
physicians believe the rewards of autonomy, privi-
lege, prosperity, social standing, and the ability to
provide for the public good (not necessarily in order
of importance) are being materially eroded. The
stresses of delivering health care in the current envi-
ronment are as great now as ever. The recent Advisory
Board survey of physicians over 50 years old, sug-
gests that almost half would not choose medicine
again and that more than half would not advise their

children to become physicians.7 This is, in fact,
advice often taken. Medical school applications have
fluctuated in the last decade, and there is a real con-
cern that in the next decade we will have a critical
shortage in many of our specialties.

Most physicians (disenchanted or not) are bright,
intuitive, optimistic, and hardworking. They are almost
always successful in their practice and in their com-
munity. They may hold a variety of medical staff
responsibilities and may, in fact, be quite comfortable
with the concept of leadership and management
within their scope of activities. It would be normal to
feel that this success could be easily translated into
the success of managing (or leading) a large institu-
tion; however, nothing could be further from the
truth. Leadership and management, like medicine,
require talent, dedication, study, and experience. The
transformation that must occur from physician to
successful institutional leader is one of leader first,
physician second, and manager third.8

Profile of a CEO Compared
With a Physician

Becoming a successful CEO is not automatic by
virtue of a master’s in hospital administration or an
MD. Like physicians, all CEOs do not come with the
same degree of competence. Certainly, past perform-
ance in a previous job is a powerful predictor of basic
management skills. In a survey of 112 CEOs by
Cejka Search and Solucient, the profile of a typical
hospital CEO is this: 53-year-old male, first CEO job
at 39 years old, 12 to 15 years of experience as a
CEO, and almost 30 years of experience in the
health industry.9 Although more than 95% possessed
an advanced degree (usually a master’s degree in
health care), less than 10% held a PhD, MD, or a JD.

There are striking differences between physician
and administrator roles. Physicians are remarkably
autonomous, responsible only to their peers, their
patients, and their conscience. A hospital CEO,
however, is responsible to a variety of constituents
ranging from the board of trustees to the line
employee who mops the floor. Unlike the physician
who frequently works in isolation or in small groups
where he or she is the captain of the ship, the CEO
must work through teams using a variety of manage-
ment and leadership tools to achieve consensus and
forward progress.

A physician’s ability to make a living and make
a contribution in the community of their choice is
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frequently a given. The CEO’s role is a tenuous one.
Table 1 compares the differences between leading an
enterprise and practicing medicine.10 It also can serve
as a checklist to consider before starting on or con-
tinuing down the path to becoming a hospital CEO.

According to a survey by a large outplacement
firm, 663 CEOs resigned from US companies in
2004. More to the point, an informal survey of 620
American College of Physician Executives (ACPE)
members in 2000 found that 47% had been invol-
untarily terminated from their medical management
job in the previous 5 years.8 Unlike the practice of
medicine, a new job in administration will usually
require relocation.

Managing and leading beyond the circle of one’s
colleagues also requires a skill set that is not innate.
These skills require continuing education and expe-
rience. It is not realistic to gain an opportunity to
lead at a senior level without gaining this experi-
ence. This often means starting at the bottom (with
a pay cut) and working one’s way through the man-
agement ranks. In a nice monograph on this subject,
Alan S. Kaplan, MD, discusses climbing the ladder
to CEO.6,11 Hospital boards of trustees have one
overriding responsibility, which is the hiring and fir-
ing of the hospital CEO. They take this job very seri-
ously and are in general risk adverse. According to
Kaplan, the job requires the potential candidate
to “demonstrate appropriate accomplishments of
sufficient skill and scope.” This means that being an

outstanding clinician and an experienced leader in
matters of medical staff issues and/or having an
advanced degree are not enough. A candidate for a
senior executive position needs to be prepared to
answer several questions, including how they
improved their previous employers’ organization. If
the candidate is looking for her first job, he or she
needs to be focused on specifically how his or her
skills can benefit an organization rather than offer-
ing to bring his or her medical knowledge to his or
her position.

The position almost always requires experience.
This experience must be in a profit and loss setting,
with many employees and many millions of dollars at
risk.6 Although most committee members, depart-
ment chairs, medical directors, and vice presidents of
medical affairs or chief medical officers have a vari-
ety of leadership responsibilities, they rarely have
true profit and loss accountability, and this is essen-
tial experience when being considered for a top role.
This is why a previous COO or CEO position on
one’s resume proves to be an important differentia-
tor to the hiring board.

When CEOs are occasionally hired without
operations experience, they are almost always hired
from inside. Usually this occurs in organizations in
which a strong physician leader is paired with a non-
physician administrator in an organization where trou-
bled medical staff relationships mandate a physician
CEO.

Table 1. The Role of CEO Versus Physician Practitioner

CEO Physician

Scale Thousands of constituents One patient at a time
Scope The global enterprise A focused workshop
Fiduciary responsibility To the board and institution To the patient
Role Cheerleader, responsibility for hundreds/ Well defined, limited role within system

thousands of employees
Focus Diffuse Precise
Focal point Cost and quality of care Correctness and quality of care
Location Board room Patient room/exam room
Horizon Distant Year to year
Autonomy Servant leader Captain of the ship
Environment Dynamic, can tap entire organization Well defined hierarchy
Decisions Consensus Independent
Basis of decisions Time to think, crises uncommon Incomplete information, frequent crises
Consequence of errors Economic, no direct blame even if decisions Blame even if no direct patient harm

effect patient care
Gratification Delayed Mostly instant
Closure Ambiguous Clear



The Essential CEO Skill Set

The traditional physician/administrator has been in
practice for many years, acquired knowledge of the
working of the hospital over time, has no formal busi-
ness education or training, cuts back clinical work-
load, and gradually makes a transition to management.
To a smaller degree, some physicians have switched
because of increasing financial uncertainties, want-
ing a predictable lifestyle, and increasing frustration
with insurance companies. Younger physicians are
not only showing an increasing interest in acquiring
the skills necessary to deal with the complexities of
health care management but are choosing adminis-
trative roles—which physicians jokingly call the
“dark side”—as careers. The number of physician
executives with business degrees increased from 11%
in 1997 to 16% in 2002, and membership in the
American College of Physician Executives jumped
from 5000 in 1990 to 12 500 in 2002.12

What then is the essential skill set? It certainly
includes leadership, business acumen, experience,
the ability to down manage as well as up manage, and
a sense of purpose. Let us explore these individually.

Leadership

In a hospital leadership survey, CEOs of health care
organizations placed the following attributes (in
descending order) as critical: strategic thinking,
team building, communication, critical thinking, lis-
tening, financial management, change management,
and crisis management.9 The concept of leadership
frequently defies definition. In fact, there seem to be
as many definitions as there are authors on this subject.
Common definitions are generally more attributions
of individual traits, behavior, influence, interactions,
relationships, occupations, and position rather than
skills.13 What this implies is that there are as many
leadership styles as there are opportunities to lead,
and each style may be best suited to a particular
context.

Do leaders differ from managers? Warren
Bennis in his book On Becoming a Leader suggests
that we should “think of the differences between
leaders and managers as differences between those
who master the context and those who surrender to
it.”14 He provides an interesting, although hyper-
bolic, comparison between the manager and the
leader. It is hyperbolic by design so that he can com-
pare and contrast the 2 roles. In truth, the role of

leader and manager frequently overlap with both
groups sharing attributes. It is recommended that
the reader take some time and study Table 2 because
it provides a variety of insights on leadership.

What then are some common leadership traits
for the physician executive? Martin Merry provides
a set of 5 core qualifications that seem to resonate:
a sense of mission and vision, communication skills,
integrity, trust, and courage.15

A sense of mission and vision. The successful
leader is often imbued with the sense of purpose and
drive that seems to transcend day-to-day activities.
Whether charismatic and entrepreneurial or quiet
and persistent, this sense of purpose greater than
one’s self is not only evident but infectious. In Jim
Collins’ book Good to Great, companies that sus-
tained outstanding performance for the long haul
typically had leaders who showed a paradoxical com-
bination of personal humility and professional will.16

The “level five executives” described by Collins typi-
cally channeled ego and ambition away from them-
selves and into the larger goals of the company. As
Collins put it, “It’s not that level five leaders have no
ego or self interest, indeed, they are incredibly ambi-
tious but their ambition is first and foremost for the
institution not themselves.” Clearly, there are other
forms and styles of leadership, but without a sense
of purpose, they can lead to no accomplishments
beyond that of self-aggrandizement.

The physician by design tends to be focused on the
detail when the job at hand is patient care; however,
when the job at hand is running a large and complex
organization, the view must be understandably bigger.
Learning to appreciate the totality of the organization
and to deal with the ambiguity of an uncertain future
are skill sets that are essential. No amount of charisma
or communication ability will make up for the lack of
a coherent vision for the future.

Communication skills. The leader must be able
to coalesce thought into sustainable action, which
leads to the desired outcome. In the top-down world
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Manager Leader

Administer Involve
Copy Originate
Maintain Develop
Structure People
Bottom line Horizon
Do things right Do the right thing
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of the operating room this is generally a relatively
simple process; in the topsy-turvy world of hospital
leadership, this frequently requires significant com-
munication skills. This form of communication will
frequently vary with the constituents. Thus, a suc-
cessful leader must be as comfortable communi-
cating with his or her board chair as with the
line employee in the cafeteria. The way a leader
dresses and acts—every word, every gesture, every
inflection—is viewed by others as having meaning.
The workplace and everything leading to it and
beyond it becomes a stage and the leader becomes
an actor. This concept is nicely illustrated in the
book The Experience Economy: Work is Theatre and
Every Business a Stage by Joseph Pine II and James
H. Gilmore.17

Integrity. Integrity implies walking the walk: that
is, living one set of values and living them consis-
tently. This of course suggests that the successful
leader has an internal value system that does not
change with the circumstances. See Stephen R.
Covey’s The Seven Habits of Highly Effective People
for a thought-provoking discussion on personal val-
ues and missions.18

Trust. Trust is related to keeping one’s promises.
The leader who consistently delivers on commit-
ments and perhaps more importantly provides direct
answers to questions and with a predictable level of
integrity will rapidly gain trust. It may be difficult for
the physician executive to transfer the bond and
trust that existed between him and the physicians on
staff into the management position. This becomes
especially difficult after the executive’s paycheck
starts coming from the hospital’s administration.
Physicians may indeed give a new physician/execu-
tive the benefit of the doubt at first; however,
this acceptance cannot be sustained unless the
physician/executive is honest, true to his or her
word, and communicates effectively. Souba pointed
out that being inauthentic seriously damages trust.19

Medical staff members are unlikely to share ideas or
information with the physician leader when they are
unsure of his or her motives.

Courage. A leader must have the courage to
articulate the vision and make it reality. This
courage can be manifested in many ways: the will-
ingness to take risks, to lead through ambiguity, or to
move toward a future, which is sometimes uncer-
tain. It may also be the courage to move on when
her leadership style no longer fits the needs of the
institution. 

Business Acumen

The opportunity in continuing education, graduate
education, and certification for physician managers
is overwhelming. There are only a few simple points
to consider. First, business like medicine has its own
language. Learning the language of business is
essential to becoming part of the process. Whether
one learns this language in a self-study course or in
a formal degreed program is not as relevant as is
whether one can apply this language in the real
world. As the leader builds his or her experience base
and subsequent resume, he or she should pursue
every opportunity to be directly involved in the profit
and loss side of the business. This means budgets,
paperwork, and number crunching. The temptation
to avoid this opportunity is often strong, but this
experience is invaluable and essential.

Management like medicine is a combination of
art and science. Learning to become an effective
leader is a full-time process that requires as much
time, effort, and commitment as learning to become
an effective physician. The commitment to manage-
ment must be as strong as the commitment to med-
icine that preceded it. Peter F. Drucker in his book
The Practice of Management provides a nice (and
timeless) overview of the basics.20

Key factors in developing business acumen are
understanding that different leadership styles are
suited to different opportunities and that these
opportunities are frequently dependent on the busi-
ness climate. For example, an unstable business in a
stable economy requires a much different leadership
style than a stable business in a stable economy.

Experience

The letters MD or DO behind one’s name are a dis-
tinct advantage when interacting with physicians,
but only, and this is an important point, if they imply
clinical credibility.21 On this point, almost all authors
on the subject of physician leadership agree; however,
both physicians and administrators are not likely to
have much admiration for physician/administrators
who have never practiced medicine. In most cases,
physicians gradually switch tracks from practicing
to part-time administrative jobs (chair/division, chief/
department, chief/medical staff president, etc) to a
complete career change with advancing age. An
early administrative track may be chosen by recent
medical graduates with combined MD/MBA degrees.



Without a body of shared experience and clinical suc-
cess to point to, the title of MD or DO will in and of
itself provide very little in the way of additional cred-
ibility. The same goes for continuing education,
whether formal or informal. Understanding the lan-
guage and the mathematics of health care are essen-
tial; however, like the MD or the DO title, an MBA
or MHA degree may be a good start but some real
world experience is useful.

How then does one obtain business experience?
One physician CEO put it like this: “I raised my
hand for everything.”11 Entry points include leading
committees, pursuing elected leadership, accepting
entry-level medical director positions, seeking larger
administrative roles in small organizations, and
managing a nonhospital opportunity such as a group
practice. Without question, however, the single
biggest omission in the education and experience of
the physician leader is the failure to be substantially
involved in financial management activities.22 The
bottom line is this: If you do not have responsibility
for a bottom line, you will not get one. A nice round
number, such as being responsible for 50 million in
net revenue will typically gain a boards’ attention.3,11

The Ability to Manage Up and Down
Effectively

Mastering the intricacies of managing those above
and below us in the hierarchy is an important but
frequently overlooked skill for the physician leader.
Many of us who have grown up in a hierarchical aca-
demic world are quite comfortable in managing up,
providing our boss or mentor with what he or she
needs and appropriately deferring to their power and
experience. Beyond the hierarchy of their training,
physicians generally do not appreciate the concept
of a “boss.” Often autonomous and entrepreneurial,
the physician prefers to work alone or in teams
which he or she captains. Compare this with corpo-
rate life where even the CEO will have one or more
bosses, and an obvious source of friction becomes
rapidly apparent.

Managing down for most physicians is generally
an act of writing an order. In the world of hospital
leadership, those who manage by order do not gen-
erally survive the experience. Learning to build con-
sensus through empowerment and commitment at
all levels is essential to successful outcomes and
successful leadership. John C. Maxwell’s book The
360 Degree Leader is a good primer on this subject.23 

Pitfalls

McCall et al provide a nice summary of the potential
pitfalls physician managers often find themselves
in.24,25 Physicians are used to working alone while the
business of hospital health care is a business of
teams. This is simply not a paradigm that will work
effectively in a large organization. The successful
CEO must be able to build a successful team, dele-
gate appropriately, motivate effectively, and challenge
each employee to work at their greatest potential.
Patrick Lencioni’s book The Five Dysfunctions of a
Team provides an easy read on the subject of team
building and leadership within the team.26

Networking for Leaders

Hospital health care is a complex business surrounded
by a difficult regulatory environment. Without a clear
understanding of all the legal, financial, and technical
aspects of the business, a hospital CEO is at serious risk
for failure. Membership in several organizations is essen-
tial for up-to date knowledge of the health care industry.

These organizations include the following:

• The Medical Group Management Association
serves medical managers and physicians by offer-
ing seminars, conferences, and many publica-
tions. Contact the Medical Group Management
Association at (888) 275-6462 or visit the Web
site at www.mgma.com.

• The ACPE provides leadership and management
courses including online learning designed for
physicians specifically focused on developing
executive skills. Its principal journal is called The
Physician Executive. For more information, con-
tact the ACPE at (800) 562-8088 or visit the
Web site at www.acpe.org.

• The American College of Healthcare Executives
mostly offers courses and publications for health
care executives, but physicians can benefit from
the large variety of educational topics. For more
information, contact the American College of
Healthcare Executives at (312) 424-2800 or visit
the Web site at www.ache.org. A monthly aca-
demic publication is included in the membership
and called Journal of Healthcare Management.

• The American Academy of Family Practice offers
fundamental management year-long courses for
physicians as well as programs during their
annual meetings dealing with business issues.
For more information, contact (800) 274-2237,
or visit the Web site at www.aafp.org.
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• See the American Hospital Association and its
local affiliate.

• The Advisory Board is a membership of 2500 of
the nation’s largest health care systems and pro-
vides best practices research and analysis focus-
ing on business strategy, operations, and general
management issues. The board sends out a daily
electronic mailing called The Daily Briefing. In
addition to regular updates on the health care
industry, electronic subscriptions to specialty
areas of finance, technology, cancer, and cardio-
vascular disease can be arranged.
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