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Executive Summary
Demand is knocking down the doors of
healthcare providers and payors. How will the
industry respond? 

HealthCast Tactics: A Blueprint for the Future builds on PricewaterhouseCoopers’
award-winning global research report, HealthCast 2010: Smaller World, Bigger
Expectations. That 1999 report received widespread recognition for its identification
of the macro trends and forces that would disrupt the healthcare industry in the 
next 10 years. 

Understanding these macro trends is crucial. Yet, healthcare organizations that want
to get to the future first must begin plotting the right moves today. 

Medical costs and demand are swelling, intensifying dissatisfaction among patients,
government officials, insurers, employers, clinicians and healthcare executives. The
soaring prices paid to treat the growing volumes of demanding, aging patients are
prompting payors to search for more efficient ways of treatment and care. 

Many hospitals will approach the mid-point of this decade in a severe capital
crunch. Their plants aging and their staff turnover high, they won’t have the capital
to repair and retain. If their patients and physicians can go elsewhere, they will. If
they can’t, the consequences will mean lower quality for their patients.

Those who have worked in healthcare for a decade or more recognize the cyclical
nature of trends. This report is about the current cycle, what makes it unique, what
are the lessons we can learn from previous cycles, and how can hospitals and
health plans benefit.

While this is a look forward, we often found ourselves looking back at strategies
that were discarded under different market conditions. We also found ourselves
looking back to understand what went wrong. What did we do to turn nurses away?
How did we give consumers the wrong incentives to overuse the system? Why are
so many so dissatisfied?

For this report, we interviewed more than 65 healthcare thought leaders. They
included policy-makers, employee benefit managers and top executives of hospital
systems, health plans, physician groups, and suppliers in Europe, the U.S., Australia
and Canada. These interviews gave us direction for the second part of our research,
a large-scale survey of thought leaders. The HealthCast Tactics survey was completed
by more than 650 top executives of hospital systems, payors, governments, medical
supply vendors, physician groups and employers.

Our survey found significant gaps in providers reporting quality and safety data,
payors reducing unnecessary administrative costs, and understanding about how
patient data is shared. (See chart at top of next page)
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High-Interest Issues Identified by Healthcare Leaders

How do healthcare organizations address issues that ranked high in importance or
in which there were significant gaps? They must begin now because the solutions
will take a year or more to implement. The complexity of the healthcare system
requires understanding the short-term trends and near-term solutions. The trends that
healthcare organizations need to develop tactics for are:

Creating the Future Payor System
• Pay for Performance Will Imbed Reimbursement Methods.
• Payors Will Implement Self-service Tools to Lower Costs and Shift Responsibility. 
• High-volume Users Will Be Targeted Through Systems that Combine Claims and 

Self-reported Health Assessments to Develop into Predictive Data.
• Single-platform Information and Data Warehousing Systems Will Help Payors 

Simplify, Integrate and Standardize amid the Industry’s Growing Complexity of 
Relationships. 

• Public and Private Responsibilities to Patients Will Blur, Creating Opportunities 
and Dilemmas for Payors.

Creating the Future Hospital System
• Leading Hospitals Will Succeed by Targeting High-Margin, High-Volume and 

High-Quality Services.
• New Payor Models Will Require Providers to Strategically Price Services. 
• Demands on Healthcare Workers Will Keep Turnover High.
• Aging Physical Structures Must Be Replaced or Renovated.
• Caregivers and Patients Will Demand Information at Their Fingertips.
• Physicians Will Want Better Support to Benefit from New Technologies.
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Importance Readiness    Significant Gaps  

Payors reimbursing providers in part on safety 
and/or quality *  *  

Hospitals providing patient satisfaction data *  

Hospitals specializing, setting up centers 
of excellence * * 

Payors directing patients to centers of excellence * 

Providers reporting safety and quality * *  

Payors reducing unnecessary administrative costs *  *  

Providers tracking payment denials by type * *   

Patients and healthcare organizations understanding 
how their data is shared * *   

Importance rated more than 3.5 on 5-point scale     
Readiness rated more than 2.75 on 5-point scale     
Gap of 1.25 or more, representing at least a 25% Gap Between Importance and Readiness



Preface
The trends and forces that we discussed in
HealthCast 2010 have been reaffirmed since the
report was issued in late 1999. Here’s a status report:

FORCE #1
An Empowered Consumerate Creates Impatient Patients 

Today’s patients have more healthcare information at their fingertips than ever
before. Yet, consumers’ effect on the industry remains vague because most aren’t
changing hospitals, health plans or physicians based on the data they read. The
deluge of information provided, primarily through the Internet, is overwhelming
consumers, and they’re still trying to make sense of it all.  The amount of provider
and health plan “report cards” is growing quickly and becoming more consumer-
friendly. In The Netherlands, an independent third-party will benchmark long-term
care and elderly care providers, and a similar development is taking place in
Germany. In the U.K. and the U.S., government initiatives are underway to publish
performance data by individual surgeons. However, public data that compares the
quality and cost of care is still largely lacking.

FORCE #2
E-Business Adaptability Equates Survival in the New Healthcare World

For e-business to transform healthcare, providers, clinicians and payors must use
computers. Sadly, this simple, baseline requirement has been lacking in many
sectors. Yet, Internet access is ramping up and applications are being integrated into
the workplace.  A huge dot.com shake-out occurred during the past year, leaving
the surviving companies with stronger, clearer business models. Increasingly, web-
based processes are being ingrained into what clinicians, patients and business
administrators do in healthcare. Yet, organizations also understand that they can’t
swallow the web’s promises all in one gulp. They must work through a natural
progression of Internet applications that start with information sharing, move to
operational and financial interaction, and finally to medical management.
Meanwhile, consumer use of the Internet continues to grow. Nearly half a billion
people worldwide now have Internet access at home.ii

FORCE #3
Genomics and Biotech Advances Will Shift the Healthcare System from 
Cure to Prevention

Celebrated strides have been made in genomics. In the summer of 2000, two
competing teams of scientists announced that they had simultaneously assembled
the world’s first working drafts of the human genetic code. The achievement marked
the end of a 10-year, $2 billion international effort to identify and place in order all
3.1 billion molecular “letters” of DNA residing inside virtually every human cell
and the beginning of a new age of molecular medicine and gold rush. Only a
handful of medicines are genetically based now, but the pipeline is full. In addition,
biotech and proteomic centers, funded with a blend of private and public monies,
are multiplying. Governments view biotech centers as lucrative future jobs programs.
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Milestones:

• Five million U.S. consumers have 
sought information about clinical
trials online. (CyberDialogue)

• To bypass waiting lists, European 
consumers are successfully suing 
their governments to seek care in 
other countries, forcing their own 
public health systems to pay for 
the treatment.

• Close to one in three U.S. adults 
talked with their doctor, and one in 
eight received a prescription in 
response to a drug advertisement 
they saw in 2001.i

Milestones:

• The 50-plus vendors in e-procure-
ment have narrowed to a handful, 
providing hospitals more stable 
partners for supply chain solutions.

• More than 25% of Canadian adults 
use the Internet to obtain healthcare
treatment and practice information.

• Two-thirds of employers with 
20,000 or more employees use 
Internet/intranet applications for 
health benefits. (William M. Mercer,
12/2000). 

Milestones:

• Governments in at least a dozen 
U.S. states have put up at least 
$5 billion to build genomics and 
proteomics research centers.

• Genetic tests are now available for 
more than 400 diseases, and tests 
for more than 330 others are under 
development, according to 
GeneTests, a Seattle-based genetic 
testing resource.
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Milestones:

• Legislation in Australia spurred the 
private health insurance market.

• At least two dozen U.S. employers 
have adopted consumer-directed 
health benefit plans that utilize 
personal health spending accounts.

• Pricing for healthcare services 
becomes more transparent in 
Europe thanks to the Euro.

Milestones:

• Multiple efforts are gaining traction 
in the U.S. for common managed 
care formats, patient safety standards,
and “Patient-Friendly Billing” formats.

• In France, Reseau Santé Sociale, 
the biggest extranet to enhance 
healthcare processes, connects more
than 30,000 doctors and 200 hospi-
tals and processes more than 100 
million prescriptions a year.

Milestones:

• Nearly 40% of U.S. physicians say 
they use e-mail.

• More than half of U.S. hospitals 
say they plan to expand digital 
imaging capabilities, which may 
lower labor costs.

• Private hospital chains in Germany 
have decreased overall labor costs 
by investing in information technol-
ogy and process changes.

Milestones:

• Most U.S. employers substantially 
raised premiums and co-pays in 2001
and 2002 to cover high health insur-
ance costs.

• U.K. patients are unhappy when 
they read about certain prescription 
drugs on the Internet, but their 
physicians are reluctant to prescribe
them because of budget restrictions.

TREND #1
Healthcare Financing Trends are Converging as Europe and Canada Become More
Privatized and the United States Becomes More Governmental

Privatization accelerates in Europe, and the U.S. government is covering more
children under its public programs. In the United Kingdom, the government adopted
the Concordat, which allows the National Health Service to send patients to private
and voluntary hospitals. In Australia, the movement toward private health insurance
was hedged forward by a government mandate. Australia recently imposed a tax on
citizens earning more than $50,000 (Australian) who don’t buy health insurance
coverage. In addition, the government provides a 30% rebate on health fund
premiums. To encourage citizens to buy health insurance while they’re young,
citizens are charged a 2% premium increase for every year after age 30 if they don’t
buy health insurance. The number of Australians covered increased from 31% of the
population to 46% of the population in the year to July 2000.iii

TREND #2
Health Processes Will Be Standardized as the Science and Measurement of
Medicine Improves

While healthcare leaders profess a desire for standardization, they typically cannot
cooperate long enough to agree on such standard. Administrative standardization is
moving faster than clinical standardization, but those processes are farther from
digitization. Private regulatory bodies are taking on the role of standard setters, but
in many cases, governments are stepping in to get compliance. U.S. payors and
providers will spend billions of dollars during the next two years to comply with
standardized formats mandated by the federal government for electronic
transactions. On the other side, are cheaper transaction costs. In the Netherlands
and Germany, introduction of case rate payment systems are expected to enhance a
movement toward more standardized care pathways.

TREND  #3
Workforces Must Adapt to Technology and Empowered Patients

Healthcare workforce issues have worsened during the past two years. In HealthCast
2010, we addressed the fact that workforces would have to adapt to consumerism
and encroaching technology. Between now and 2005, healthcare organizations will
be distracted by gaps in staffing.  Turnover is high and shortages are rampant,
particularly among nurses, pharmacists, radiology technicians and in some
countries, physicians. Nearly every industrialized country talks about recruiting the
nurses of other countries. Ireland is importing nurses from the Philippines; the
United Kingdom is recruiting from the Far East. Spain has a surplus and is exporting.

TREND  #4 
The Interaction Between Aging, Technology, and Consumerism Will Force Policy
Makers to Make Difficult Choices

As predicted, difficult choices are growing. Today, the debate centers primarily on
how to fund and how much to pay for pharmaceuticals. While studies to justify the
expenditures multiply, spending accelerates and payors fear no end in sight.  A two-
tiered system is emerging in Europe, yet debate continues about whether such a
system is equitable, and whether it could contribute to higher costs overall.



A Compelling Case for Change
Trouble Lurks Amid Healthcare’s Current Supply
and Demand Cycle

A trilogy of rising costs, demand and customer dissatisfaction will characterize this
decade and impact the roles of patients, providers and payors. In the HealthCast
2010 report, we highlighted what we saw as future trends and forces impacting the
industry between now and 2010. While many healthcare experts agreed with our
pretext, organizations often were gridlocked with their own problems.

Now, we argue a compelling case for change. Simply put, healthcare organizations
face growing demand and limited supply. On the demand side are aging patients
whose health is deteriorating and who demand more services, pharmaceuticals, and
new medical technologies. On the supply side are capital limitations by investors
and taxpayers, shortages of willing caregivers, and aging physical plants straining
under the current volume of patients. 

Demand is driving the system, flipping the traditional paradigm in which some
European health systems attempted to control costs by controlling supply. Now,
providers must effectively attract and manage patient demand, and payors must
drive those patients to the most effective providers.

Regardless of economic conditions or financing systems, market leaders will
survive. They will be the ones that recognize and respond to the rising demand and
shortages. Because substantive changes within healthcare organizations can
consume three to five years, healthcare executives must view the years between
now and 2005 as rebuilding ones to adopt customer- and data-driven processes.
Chart 3 illustrates the future landscape as demand rises during the next decade.
Prices paid to treat the growing volumes of patients will elevate overall costs,
prompting payors to search for more efficient providers and processes.

By 2010, Baby Boomers will begin to clog the healthcare system, and government
resources will be stretched thin. In the U.S., healthcare spending is expected to
consume 17% of Gross Domestic Product by 2011, up from 13% in 2000.i

Inefficient, understaffed, undercapitalized and technologically inhibited healthcare
providers and payors will be overwhelmed by the challenges they face later in this
decade. The hint of things to come is already evident in the following three
dynamics.

Costs Are Accelerating
During the past five years, employer health benefit costs in the U.S. rose 50%, 14%
in 2002 alone.ii Such benefit cost increases can hinder corporate expansions and
job growth. They can also affect competitiveness in the global market. Those
countries that effectively rein in their healthcare costs could enlarge their market
share if they succeed in producing goods at a more competitive price than those
with wasteful medical systems. 
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In the past, rapid healthcare spending growth in the U.S. signaled major changes in
healthcare financing. For example, steep health inflation during the 1980s ushered
in managed care. Now overcome with similar double-digit inflation, payors in the
U.S., Europe, Australia and Canada are moving to new financing systems that
threaten to reseed the power structure among providers, payors and patients.
Patients will be asked to pay directly for more of the costs of their care, and with it,
they will exert more power in how, when and where that care is delivered.
Providers and payors, who previously controlled those decisions, must redesign
their processes to accommodate patients who demand more value for their
increasingly expensive care. And, both providers and payors may have to spend
more to prove that their care is worth the cost.

Some nations, such as Canada and Germany, are finding that their current systems
offer few incentives for providers to reduce costs or to strive for better integration.
Reforming the system, through financial incentives, is coming, but will take several
years to implement fully. Similarly, most countries’ health systems have no
incentives for consumers to use the system in a responsible manner. Those
incentives, too, will begin to evolve although with considerable resistance from
consumers.

To encourage efficiency, some European countries are moving toward demand-
driven rather than supply-driven financing. Instead of receiving a budget each year,
hospitals will be reimbursed based on the number of patients they are able to attract
and treat.

Inefficient hospitals may continue to survive because governments will have no
choice but to fund them to provide medical treatment for their aging populations.
Yet, even government-funded hospitals may find themselves in a competitive
market. In Europe, patients are crossing borders to seek care at hospitals with no
waiting lists. The costs of supporting inefficient hospitals will be a burden for
taxpayers everywhere. 
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Another major cost component for providers and governments is drug spending.
The experience of Sweden is duplicated across many countries and is being felt at
all levels of the system. (See chart 4.) During the past four years, drug spending has
grown 70% in the U.S.

According to Roger Swain, Deputy Chief Executive and Finance Director at
Addenbrooke’s NHS Trust, a major teaching hospital in Cambridge, “Spending on
drugs represents a huge cost pressure for the Trust.  Annual spending on drugs has
increased from £10 million to £17 million in the last four years, an increase of 
nearly 70%.  This is the largest single spending increase that the Trust has faced.”

Because hospitals and health plans have not converted to electronic processes as
quickly as other industries, they’re more reliant on human resources. When the
economy was expanding during the late 1990s, this put healthcare organizations,
particularly hospitals, at an economic disadvantage in which they could not expand
wages as quickly as other industries. During the current recession, workers may be
attracted to healthcare as recession-proof. This provides a singular opportunity for
hospitals to repair their image, particularly with nurses who are leaving the
profession and bad-mouthing it to the younger generation.

Technology costs also are lifting overall expenditures. Healthcare organizations’
ability to digitize internal business processes will improve their productivity and
restrain costs in the long run. In the short run, it will be expensive. Technologically
savvy healthcare organizations are embracing enterprise-wide IT projects that move
data to a single platform to manage an increasingly complex and customized
business. However, such projects involve two- to five-year timeframes. 

Demand Outstripping Supply
Demand is exceeding supply in many regions, and previous tools to restrict growing
demand are broken or waning. The managed care models instituted in the U.S.
during the 1980s and 1990s created resentment among patients who were forced
through gatekeepers and limited networks. In response to consumer wishes, many
U.S. health plans recently dropped those restrictions, unleashing increased demand
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for services. European efforts to manage demand through increased use of
gatekeeper models may encounter the same resistance from consumers, and the
same surge in demand.

Aging adds another dimension. Between 1996 and 2006, the 55- to 64-year-old
population in the U.S. will increase 54%, while the 25- to 34-year-old age group
will decrease 8.8%, according to the U.S. Census Bureau. This Baby Boom
generation will hear they have cancer, heart disease and diabetes for the first time.
On average, a U.S. male’s healthcare spending doubles in the 45 to 54 age group,
as compared to the 35- to 44-age group. Upon entering the 55 to 64 age group, his
spending rises another 50%.iii

During the past two decades, U.S. healthcare prophets have predicted the need for
inpatient hospital beds would drop because of outpatient technology and managed
care restrictions. Hospitals have been fixated on squeezing out excess capacity. As a
result, the U.S. lost more than 103,000 staffed beds during the 1990s, as well as
7,800 in medical-surgical intensive care units (ICUs), according to the American
Hospital Association.iv

Now, with emergency departments overflowing and reimbursement squeezed, many
hospitals lack the capital to expand. Long-term debt per bed in the U.S. is up 74%
since 1995, leaving many hospitals with little capacity to borrow more.v

Hospitals live on razor thin operating margins, which are often a function of what
society and payors believe is justifiable in a business that treats the sick and injured.
However, unexpected surges in demand or cuts in payments can have dramatic
effects on fiscal solvency. For example, during the late 1990s, a 2-point drop – from
5% to 3% — in the total profit margin of U.S. hospitals resulted in the number of
hospitals with negative operating margins quadrupling to 43%. 

Ambulance diversions are up in the U.S., Australia and Canada because of full
wards and short staffing. New nurse staffing ratios mandated in California could
close hospitals beds and worsen the overall shortage.

PricewaterhouseCoopers 9

780,000

800,000

820,000

840,000

860,000

880,000

900,000

920,000

940,000

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

Beds

Chart 5: U.S. Hospital Beds Dropped
10% in 1990s

Source: Hospital Statistics, American
Hospital Association, Chicago, IL, 2001 



Growing evidence indicates that health systems may be unable to meet impending
demand. The National Health Service in the United Kingdom is overwhelmed and
referring some patients to private providers. Between January 2001 and January
2002, the waiting list for hospital admissions in the NHS grew 7%. According to
one study, the United Kingdom will need 10,000 additional physicians by 2005.vi

In the U.S., shortages of cardiologists, radiologists, anesthesiologists and
endocrinologists are creating wage inflation at a time when many hospitals are
rapidly expanding those specialty service lines. By one estimate, there are 2,000
openings for cardiologists in the U.S.vii

Meanwhile, the U.S., United Kingdom, the Netherlands and Sweden also face
growing nursing shortages. An average of 325 nurses leave the workforce every
week in the U.S., and providers are projected to need more than 450,000 additional
registered nurses from 1998 to 2008.viii

Another issue looms. “We have no surge capacity left in the broader system,” noted
Ronald Peterson, president of Johns Hopkins Hospital and Health System,
Baltimore. Referring to the anthrax incidents in late 2001, Peterson noted: “What
would we do if we were hit with a real bioterror incident? The public will demand
the capacity if we get into a crunch.”

Healthcare Populism Emerging from Consumerism 
Message to healthcare providers and payors: Your customers are unhappy. Your
nurses, your cardiovascular surgeons, your health plan members, your diabetes
patients, your employer clients, your taxpayers. Faith in “the system” is dwindling.
Dissatisfaction is creating a climate for change. 
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Healthcare is a service business unlike any other. Its customers frequently have little
understanding of the value because they’re largely uninformed about the cost,
quality or available selection. Their out-of-pocket costs are minimal. Although most
providers and payors are interjecting “consumerism” into their processes and
marketing, some will engage consumers, while others merely give lip service to
their needs.

In any consumer education effort, payors and providers must figure in the massive
information and misinformation already being consumed by patients. Each pub-
lisher of information will have its own reasons for “educating” consumers. Report
cards will be especially contentious, depending on the metrics used. Healthcare
organizations must build into their strategic plans the assumption that their allies 
as well as their adversaries are schooling consumers about quality, costs and 
ethical issues. 

Healthcare is becoming a populist issue, and some organizations will anticipate the
needs of consumers better than others. 

Solutions Needed
The cost, supply and service issues facing the healthcare industry in the next few
years will require more than incremental fixes. Providers and payors must
implement long-term strategies in light of the impending overload. Waiting to
implement the necessary actions could push healthcare systems to crumble under
the weight that an aging society will impose starting at the end of this decade. In
the next sections of the report, we discuss what those actions should be.

i Health Spending Projections for 2001-2011: the Latest Outlook, by Stephen Heffler, Sheila Smith, Greg 
Won, M. Kent Clemens, Sean Keeham and Mark Zeez, Health Affairs, March-April 2002.

ii Watson Wyatt.
iii “Defined Contribution Health Benefits,” Employee Benefit Research Institute, March 2001.
iv “What Will it Take to Solve the ER Crisis?” by Robert Lowes, Medical Economics, Dec. 3, 2001.
v Almanac of Hospital Financial and Operating Indicators, CHIPS, 2002.
vi Financial Times, Aug. 26, 2001.
vii Demand is Up, Supply is Mostly Flat, Physician Compensation Report, January 2002.
viii American Federation of Teachers’ State of the Healthcare Workforce report, 2001.
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Creating the Future Hospital
System Today
The demands of the healthcare market, as described
earlier, mean that hospitals must begin the process
of building the future hospital system today.

To help executives prioritize their actions, we surveyed healthcare leaders about
what was important to them. Then, we asked them if those needs were being
addressed in the marketplace. 

In our HealthCast Tactics survey, we found several areas in which hospital systems were
not meeting the most important expectations. (See chart 7.) Respondents were asked to
rate the importance of several actions on 5-point scale (with 5= high and 1=low).
Then, they were asked to rate readiness to determine where the biggest gaps were.

For example, the biggest gap involved reimbursing providers in part on quality and
patient safety data. While that was ranked 3.9 in importance, few payors are doing
it. That’s starting to change, however, a topic that will be addressed in the next
section on Creating the Future Payor System. 

TACTIC #1
Leading Hospitals Will Succeed by Targeting High-Margin, High-Volume and High-
Quality Services.

Market leading hospitals are selectively focusing on high-margin, high-quality and
high-volume services. The services they expand will deliver on all of three of these
“high” points. In cases, where they only meet two of the three, hospitals may have
to determine how they can meet the third metric before they expend additional time
and resources.
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This effort to specialize ranked fairly high in our HealthCast Tactics survey – 3.9 on
a 5-point scale. Of the sectors surveyed, hospitals ranked it lowest (3.17) and
employers ranked it highest (4.06), suggesting that employers would like to see
hospitals focus more on this.

Targeting these “high-end” services can be expensive for hospitals, though, and may
drain resources from other areas of the system. For example, when one U.S. hospital
decided to be the first to implant the AbioCor mechanical heart in 2001, it came
after an $8.2 million investment, in addition to hospital staff and researcher salaries.i

Hearts, Brains and Bones
Most U.S. hospitals are focusing on expanding their services in hearts, brains and
bones because they meet all of the previously mentioned high points. In the U.S.,
cardiovascular services are particularly prevalent because they can feed up to 40%
of a U.S. hospital’s profit margin. While hospitals will want to focus on medical
services needed by Baby Boomers between ages 50 and 65, they should first decide
what they can deliver with high quality.

“We are an independent community hospital focused on several specialty areas,
and we expect our infrastructure to sustain and strengthen those services. In those
specialties, our goal is to receive national recognition for our clinical excellence,“
said Laurence Merlis, president and CEO of Greater Baltimore Medical Center
which has been recognized as one of the nation’s top hospitals on several lists and
was also recognized by Medicare for clinical excellence. “We concentrate on those
clinical services where we have the volume, clinical competency and outcomes that
differentiate us. Our signature services include surgery, cancer, digestive disorders,
women’s services, and ambulatory care.”

In the United Kingdom, the National Health Service is locating heart and cancer
care specialist services in fewer hospitals. By concentrating care in this manner,
patients may have to travel farther, but the quality of care is expected to increase.

Numerous studies show that specialization breeds quality, which is prompting
hospitals to focus on certain specialties. Studies by the U.S. data firm Solucient
report that deaths from cardiovascular procedures would drop 23% and
postoperative mortality rates would drop 30% if all hospitals performed as well as
its list of Top 100 cardiovascular hospitals. Lower costs and higher quality are why
payors are pushing hospitals in this direction as well. 

In the Netherlands and Germany, new demand-driven reimbursement systems will
pay providers based on the patients they treat rather than giving them a
predetermined annual budget. The Dutch case rates, which will include inpatient,
outpatient and physician services, will prompt hospitals to determine which
specialties are most profitable for them.  A Diagnosis and Treatment Combination
(DBC) will be “opened” at the patient’s first consultation by a medical specialist and
closed at final check-up. The total price of a DBC will be determined using hospital
and medical specialist costs. The government also is working to accommodate other
issues such as co-morbidities, periodic payment for long-term treatments (like
certain cancer treatments), and adjustments for academic medical centers.
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Soon, Germany will move toward a system in which payment is based on patient
diagnoses, as in Australia and the U.S. Acute-care hospitals can opt for such
payment beginning in 2003. All hospitals, except psychiatric departments, must join
the new system in 2004. 

In the U.S., the Leapfrog Group, a coalition of 89 large U.S. employers, is advising
employers to use volume criteria as a basis for determining hospital quality. The
group has developed volume benchmarks under the reasoning that hospitals that
perform certain procedures, such as bypass surgery, in higher volume have better
outcomes and fewer medical errors. In addition, the Joint Commission on
Accreditation of Healthcare Organizations (JCAHO) this year will require hospitals
to collect data in areas such as acute myocardial infarction, heart failure,
pneumonia, and pregnancy and related conditions to track quality.

Despite the enormous demand engine, hospitals may be caught in an over-
enthusiasm if they fail to analyze the demand in their local area. Between now and
2005, more than $500 million in new heart hospitals will open in the U.S.,
according to PricewaterhouseCoopers research.  Some metropolitan cities will have
three heart hospitals, leaving little room for other cardiovascular services. Because
the supply of cardiovascular services may become oversaturated in some markets,
hospitals may want to consider other specialty areas such as minimally invasive
surgery, vascular and cancer services. 

Make patients feel like guests
All customers will expect high-end customer service. Most hospitals recognize that
their patient is changing, becoming more of the “empowered consumer” that we
discussed in the HealthCast 2010 report. 

In the HealthCast Tactics survey, respondents in the U.S. and Australia felt strongest
about the empowered consumer; across all countries surveyed, physicians and
policy makers felt strongest about it. (See chart 8.)

Hospitals recognize that consumers are more demanding, and many are changing
processes to satisfy them more. For example, many are working on admitting
processes because patient satisfaction surveys consistently fault hospitals for delays
there. With as many as 60% of patients being admitted through emergency
departments, hospitals must focus there as well. In some cases, hospitals are
assigning patient advocates as part of the admissions process. 

In the U.S., thousands of hospital executives have attended guest relations programs
sponsored by the Disney Institute and the Ritz-Carlton, a U.S. hotel chain know for
its service standards, to improve their skills and culture toward one that’s more like
the hospitality industry. 
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Beyond the Crowded, Chaotic ER

Between the beginning and end of the
1990s, U.S. hospitals handled 35,000
more emergency room (ER) patients a
day, mostly due to more demand and
no growth in supply.ii

Hospital response has been largely
reactive, drawing patient complaints
and questions about quality. However,
there have been some exceptions.

“We had a choice. We could make
minor renovations or do something
very bold,” says Warren Green, CEO of
Lifebridge, a Baltimore-based hospital
system, about the renovation of the
hospital’s emergency department in the
late 1990s. Noting that 55% of his hos-
pital’s admissions came through the
ER, Green began regarding the ER as
the hospital’s front door. His managers
developed a model with “exaggerated
customer service” under a brand name
of ER7. When patients enter the emer-
gency department, they’re triaged to
one of seven distinct areas: Pediatrics,
Emergent, Urgent, Trauma, Chest Pain,
Observation and Fast-track. Small, pri-
vate waiting rooms were created and
differentiated for adults and children. 

It worked. Volume soared. “It’s an
embarrassment of riches,” Green said,
noting that last year the hospital was
on diversion more than half of the time
last year because beds were full.

Now, Lifebridge is again expanding,
and the ER7 model is being adopted
by other hospitals.



Also, hospitals increasingly understand that they must provide multi-lingual
communication. This includes signage, websites and information desks. Because of
liberal citizenship rules in Ireland, many different nationalities seek care in the local
hospitals. One Irish hospital works with 46 different languages.

Customer service begins before patients even enter the door, however. Many
consumers don’t realize they have a choice in hospitals, and many harbor
misconceptions. Focus groups and surveys, conducted by third-party organizations,
are a common way to determine what consumer perceptions may be. Which
hospitals do consumers regard as the market leader in technology, physicians, and
clinical excellence? Why?

Frequently, advertising is a way to correct misconceptions. However, hospitals first
should ensure that their staff and facilities are sending the right message to the
thousands of patients that pass through their doors each day. An advertising
campaign can’t dispel the fact that a hospital is confusing to navigate, waits are
interminable, bills are indecipherable or staff is inhospitable.

While many hospitals conduct patient satisfaction surveys, few report the results
publicly. However, that type of information is becoming more readily available. In
the UK, the NHS publishes on the Internet how hospitals rank in a new three-star
rating system. The stars assess hospital performance on everything from hospital
cleanliness to waiting times to management of nurse and physician vacancies.
Hospitals receiving zero stars will receive assistance in developing improvement
plans; however, executives of continued poor performing hospitals will likely lose
their jobs to high-performing chief executives. In addition, the NHS has allocated
£155 million, increasing to £500 million by 2004, to reward improved and high
performers. 

Release Non-Core Functions to Outsourcing Vendors
As hospitals focus on specialty services, many are letting go of clinical and
administrative functions that can be performed more efficiently by outside vendors.
While outsourcing has been adopted by U.S. hospitals for decades, its footprint is
smaller but growing in Europe, Australia and Canada. In the U.K., many public
hospital buildings are being rebuilt through public-private partnerships. A key
feature of these partnerships is outsourcing of non-clinical services, such as dietary
and housekeeping. 

In Australia, various public-private partnership models have been attempted over the
last 10 years with private sector companies also taking over clinical management.
Some have failed, and the management returned to public.  Getting a win-win for
both parties is key. 

A key area of outsourcing has been for information technology services. In our
HealthCast Tactics poll, hospitals actually ranked this fairly low in importance (2.91
on a five-point scale.) (See chart 9.) Employers ranked it much higher at 3.53,
perhaps because so many corporations have moved in this direction. These are
important decisions since IT outsourcing contracts are long, typically 5 to 10 years.
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Chart 9: How Important Is It that
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And, IT outsourcing can include numerous services, such as data center, network,
desk top PCs and local area networks, help desk, mid-range systems, and web
hosting. Each of those can be separately outsourced or bundled together. 

Difficulty in recruiting IT employees is a key driver for considering IT outsourcing.
For example, more than one-third of Ontario hospital executives identified human
resources as one of the most significant barriers to addressing IT issues.iii

TACTIC #2
New Payor Models Will Require Providers to Strategically Price Services.

The way medical services are priced and paid for is being revamped as providers
rethink their financial relationships and restructure reimbursement systems. In the
HealthCast Tactics survey, preferences in the way providers are paid represented the
biggest gap between importance and readiness. Respondents believed that providers
should be paid, at least in part, on patient safety and quality data. Yet, as our
HealthCast Tactics poll showed, few reimbursement systems include such a structure.

Still, all sectors of the health system understand the need for better outcomes and
patient safety. “Physicians have to deliver better quality of care,” noted Arthur
Rubenstein, M.D., dean of the University of Pennsylvania School of Medicine. “We
have to get our act together as doctors; everyone is demanding it.”

For decades, hospitals have given too little thought to how they price their services.
As many European countries move to a demand-based system, their hospitals must
understand the care provided beyond the hospital walls and price it appropriately.
“Both the admission of the patient and further treatment will be incorporated in the
price,” said Floris Sanders, board chairman of the National Council for Health
Services in The Netherlands. “This will act as an incentive to streamline internal
processes and to limit costs.” Added Geert Blijham, chairman of the board of
managers of Utrecht University Medical Center in the Netherlands: “At present,
production costs bear no relation to the cost price. There is nothing to stimulate
more efficient working methods and use of resources.”

During much of the past two decades in the U.S., hospitals were more concerned
about discounting than strategically pricing their services. Yet, two factors argue
toward beginning to strategically price services.

One, providers will be under increasing pressure to justify their pricing, particularly
as payors start to demand more in the way of patient safety and outcome metrics.
Already some payors in the U.S. are starting to tier providers into variable co-pay
categories. For example, in some markets, consumers are required to pay high co-
pays for academic medical centers. Those hospitals will be pressured to justify
higher prices. In addition, some payors have started paying providers an incentive
for meeting certain quality or patient safety metrics. 
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Best Practices:

• Be honest about the services that 
your system can provide cost effec-
tively and with high quality.

• Be proactive, not a follower. If two 
heart hospitals just opened in your 
area, demand may not be sufficient 
for your new heart center. 

• Evaluate the net profitability of your 
service lines, keeping in mind over-
head costs.

• Focus on quality with the same rigor
as financial feasibility.

• Compare patient satisfaction scores 
to peers.

Trends to Watch:

• “Star” physicians anchor centers of 
excellence and gain recognition 
through increased marketing. 

• Physician groups contract for clini-
cal departments, especially anesthe-
siology and radiology.

• More IT outsourcing by hospital
systems.

• Specialty hospitals and centers in 
Europe.



Secondly, providers in some countries will have to begin to disclose market-
sensitive prices because consumers are going to pay an increasingly larger portion
of the bill upfront. As more procedures and tests are done in an outpatient setting
and as more consumers pay for those out-of-pocket, hospitals and physician groups
must reassess what they charge cash-paying patients. Because of e-business, 
some services may be commoditized, and their prices may drop steadily as they
become published. 

Strategic pricing starts with the following steps:

Reduce Expenses through Electronic Automation and Standardization
Strategic pricing begins with understanding the total cost of care and reducing
components of it. The need to reduce administrative costs is especially critical when
clinical costs are rising for nurses, technology and pharmaceuticals. Medical supply
costs can run between 15% and 25% of a hospital’s budget. Hospitals are reducing
that percentage through electronic ordering and management of vendor contracts.
While many e-business start-ups saw a bonanza in bringing online supply
management to healthcare, the promises of that trend have been largely unrealized.
In 1999, more than 50 e-supply chain companies were vying for the business of
hospitals and physicians. For the most part, hospitals’ materials management
systems couldn’t integrate with these e-business companies. In addition, many were
fearful of contracting for important supplies with start-ups. Now, a shake-out has
occurred and only a handful of e-supply chain companies remain, giving hospitals
more confidence in their viability and cooperation. 

“Cooperation between providers, distributors and manufacturers is really critical
because of the sheer expense and technology involved,” said Mike Mahoney, chief
executive officer of Global Healthcare Exchange (GHX). “For healthcare to receive
the benefits of e-commerce, companies with a wide variety of interests will need to
work together toward the same goals.”  GHX has recently been able to bring a
number of organizations together to work through its exchange, including some of
the nation’s largest healthcare distributors (AmeriSourceBergen, Cardinal Health,
Fisher Scientific International, McKesson Corporation), and AmeriNet, one of the
nation’s leading group purchasing organizations.  Additionally, a recent agreement
brought connectivity between GHX’s exchange platform and 100 medical suppliers
and Neoforma’s marketplace@novation, serving 500 Novation hospitals. “It’s critical
that hospitals can go to one site to access multiple suppliers – it’s what’s been
lacking. You need cooperation to create a neutral place where all the contracts are
held, so manufacturers and distributors can provide real-time updates and hospitals
can see what tier of the contract they fall in. Within two years, most hospitals will
be able to do that online.”
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In the U.S., less than 1% of all medical supplies were purchased online in 2001.
Yet, nearly one-third of hospitals have now signed on to one of the three large e-
supply chain vendors, showing that hospitals are quickly positioning to integrate
their systems with those of the Internet vendors. (See Chart 10.) By getting online
reports with accurate, real-time pricing information, hospitals can begin to
standardize and lower costs more efficiently.

Moving toward electronic transmission standards will begin for U.S. healthcare
organizations this year, and the savings are expected to be substantial. In just a few
months, a cascade of deadlines will begin for U.S. hospitals to comply with the
Health Insurance Portability and Accountability Act (HIPAA). By October 2002, they
must file a plan with the government on how they will begin testing to transmit
using the standard transaction code sets. By April 2003, they must begin the testing
with their business partners and by October 2003 must be able to transmit
transactions using standardized code sets.

While healthcare organizations have decried the amount of money it will cost to
comply with HIPAA, they might miss an opportunity for significant savings. By using
standard transaction code sets to electronically communicate with payors, they
slash the cost per transaction to a fraction of the cost of a paper transaction. Large
healthcare systems that have already implemented this with just a couple of their
payors have realized millions of dollars in savings. 

Price for the Customer
Because of overcapacity, U.S. hospitals have spent decades discounting their rates
for various payors. However, consolidation among hospitals means that in most
metropolitan areas, a handful of systems control the market. Payors, pressed by
consumers to offer a wide selection of hospitals, are intent on including all hospitals
and agreeing to rate increases. However, hospitals must be cognizant of the fact that
if their prices are above the market rate, patients soon may be required to pay a
higher co-pay for their services. 

Pricing for the cash-paying patient, who is becoming more prevalent in the U.S.,
requires understanding the market and the patient. To respond, some hospitals are
increasing their array of package prices. Cleveland Clinic, perennially rated one of
the nation’s best hospitals by U.S. News & World Report, has put together a
“Second Opinion from Home” service in which patients pay upfront to receive a
physician consultation and pathology review.
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Most providers are ill-prepared to deal with cash-paying patients, and their pricing
structure is often uncompetitive and indefensible. As the system evolves to one in
which patients pay more out-of-pocket, providers must work to deliver bills that are
understandable. The Healthcare Financial Management Association is championing
a “patient-friendly” billing initiative in the U.S. that stresses the need to produce
clear, correct, concise and “patient-friendly” bills. HFMA has developed checklists,
case studies and guidelines that are available online to help hospitals change their
billing practices.

Now united with a single currency in 12 European countries, competition for goods
in Europe is beginning, and some Europeans are crossing borders and seeking care
at other hospitals where care is less expensive for certain services or where waiting
lists are shorter. When they are seeking care that’s not available or has long waiting
times in their home country, citizens are forcing the government health system to
pick up the tab. According to Per Batelson, CEO of Capio AB, a Swedish healthcare
company that owns hospitals and diagnostic units in several European countries, 
“It is possible that healthcare brokers will emerge with the business concept of
helping patients find the best possible care available, even if it means that patients
have to travel.”

Although the number of cross-border patients in Europe is marginal now, some
providers expect it to accelerate, requiring new ways of working and pricing
services. One Italian pediatric hospital executive said he sees the increase in foreign
patients as one of his top issues in the next five years. This feeling was echoed by
another Italian hospital executive: “An increase in patient flow to and from
European nations is inevitable. Therefore, a patient policy that guarantees equal
treatment for all patients will be needed, but it will be a very long process – at least
10 years,” said Isabella Mastrobuono, managing director for Tor Vergata, a teaching
hospital in Rome.

Be Proactive in Disclosure
The healthcare industry has often been proprietary about pricing, even going so far
as requiring partners to sign confidentiality agreements to keep pricing secret. While
pricing information may not be as public as gasoline prices, other information about
providers is becoming more readily available. Increasingly, numerous consumer
groups, employers and payors are issuing “report cards” on providers to provide
measurements that haven’t previously been available. 

In some cases, hospitals are choosing to publish their own reports, proactively
responding to the thirst for information. For example a joint initiative of the Ontario
Hospital Association and the Ontario Ministry of Health and Long-Term Care
published a report in 2001 that benchmarked hospitals on patient satisfaction,
quality of care, keeping pace with innovation and finances. Even in countries where
price is less of an issue to patients, performance disclosure can be an important
differentiator.  In the Netherlands and the U.K., all hospitals are now required to put
waiting list information on the Internet. 

The digitization of medical service into report cards and pricing guides elevates the
commercial transaction over the personal relationship. When patients select
providers based on rating systems and fee schedules that are publicly disclosed,
they’ll rely less on personal referrals and emotional decisions. 
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Best Practices:

• Keep communications open 
between payors and providers.

• Move to online, real-time eligibility 
and authorization systems. 

• Ensure clear and proper coding on 
the front end and claims manage-
ment on the back.

• Develop an out-of-pocket pricing 
strategy for consumers who will 
want to compare prices among 
competitors.

Trends to Watch:

• Consumer price guides for services 
under $2,000 that will be paid for 
out of personal health funds or 
savings accounts.

• Longer accounts receivables days 
for physicians who must collect 
from patients who have personal 
health funds or savings accounts.

• Coder certification programs, such 
as those in the U.S. and Australia, 
will develop in Germany and other 
countries implementing DRG-type 
systems.

• Real-time, online waiting lists by 
specific provider and procedure.

• Cross-border contracts for care and 
single markets for certain non-emer-
gent procedures.



Follow the Money
Claims processes are the clogged arteries of the healthcare system. Hospitals in the
U.S. typically write off millions of dollars in claims that are denied or refused by
payors for various reasons. European hospitals may face the same issue as soon as
patients cross borders for care. Hospitals will be forced to collect from a variety of
sick funds, governments and private insurers. The costs of writing off care add to the
hospital’s overall costs, yet can be reduced appreciably by understanding the
reasons for claims denials. Those reasons can include late paperwork, medical
necessity, incorrect coding or ineligibility. However, hospitals often don’t track those
reasons, or understand them sufficiently to fix them. Then, they end up writing off
the claims.

In our HealthCast Tactics survey, we asked U.S. respondents about the importance
of hospitals understanding why claims are denied. Fifty-nine percent of respondents
said this was important or extremely important. Yet, only 24% said hospitals had
started implementing practices to track them.

TACTIC #3
Demands on Healthcare Workers Will Keep Turnover High.

Hospitals, faced with shortages in nursing and other personnel, have too often
focused on the short-term tactic of recruitment, which often leads to market-wide
wage inflation. Shortages of healthcare workers ebb and flow, but increasing stress
and patient demands will mean that many clinical professions will remain in short
supply because of wage pressures. 

In our HealthCast Tactics survey, the degree to which hospitals are implementing
strategies to solve staffing shortages rated somewhat high in importance – 3.06 on a
five-point scale. Yet, hospitals felt they were making much more progress on this
than other constituencies. Employers ranked progress 2.8 and physicians ranked it
2.9 on a 5-point scale.

When asked how hospitals should solve staffing shortages, both hospital executives
and physicians highlighted the money issue. Both rated increasing salaries as either
the most or second most important of four strategies listed. Yet, respondents in the
overall survey rated “increasing productivity by reassigning tasks” as the most
important. (See table 1 at left.) 

Interestingly, employers had a different message. They rated “integrate IT solutions”
as the top strategy.

Hospitals need to look at how effectively they’re using their staff. Time spent on
paperwork already eats up 36% of nurses’ time, according to a
PricewaterhouseCoopers/American Hospital Association study.

In the U.S., staffing practices, such as mandatory overtime and 16-hour shifts, have
driven nurses away from the profession. Hospitals can easily find themselves in a
death spiral in which nurses are overworked and quit, leaving the remaining nurses
even more stressed and likely to make mistakes. Chances for errors increase when
nurses have too many patients and not enough time. Some nurses call it “death by
decimal” in which patients are given the wrong amount just by tapping an incorrect
number into digital keypads. iv
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Table 1: Ranking the top strategies for
solving staffing shortages in hospitals

1. Increase productivity by reassigning    
tasks 

2. Increase wages and salaries

3. Integrate information technology 
solutions

4. Introduce new medical technology, 
such as telemedicine

Source: HealthCast Tactics Survey, 2002



More hospitals are relying on temporary nurses, and in some cases, the temp staff
outnumbers a hospital’s full-time staff. In a rush to use acuity tools and nurse ratios,
hospital systems need to ensure that the human touch of nursing is valued because
that’s what patients will want and remember.

Hospitals with high turnover rates suffer from a variety of ills that will raise their
costs, lower their quality and make them less competitive. The expense can be
enormous. One U.S. hospital company estimates the cost of recruiting and training
a replacement nurse to be between $10,000 and $20,000. This creates an enormous
financial drain for hospitals with turnover rates that are estimated at 13% to 20% in
the U.S. 

While the shortage of nurses is the most visible, critical shortages also are developing
in imaging technicians, pharmacists and other clinical areas. Some countries are
reporting poaching of both nurses and physicians. Global recruitment of nurses from
the Philippines and the Far East is common among many countries, although
generally nurses are aging and can’t or won’t pick up and move across the globe.

If hospitals can keep nurses from walking out the door, the shortage would not exist
now or in the near term. The current economic recession is expected to bring nurses
back into the workforce and spur more interest by young people. During a
recession, healthcare employment continues to be strong. However, when the
economy strengthens, hospitals inevitably will face the same recruiting and
retention issues. Those could become more critical at the end of this decade as an
aging population requires more care. 

That’s why hospitals must focus on retention. Recommended strategies include:

Measure and Link Employee and Patient Satisfaction
Market-leading hospitals understand the link between employee and patient
satisfaction. Unhappy workers are less efficient and their attitude infests patients and
physicians. In some geographies, hospitals are regarded as the worst employers, and
employees have high sickness and injury rates. Hospitals that spend millions of
dollars on advertising might be better off putting that money into developing their
own staff, who market their hospitals every day, every hour. 

Griffin Hospital, Derby, Conn., was recently honored as one of the best employers
in the U.S. by Fortune magazine, which judges employers on numerous factors,
including employee turnover, hours of training provided and job growth. On the
hospital’s website, Griffin President Patrick Charmel says job satisfaction results in
patient satisfaction: “Inpatient admissions are at their highest level in almost two
decades and more patients used outpatient services than ever before; while at the
same time patient satisfaction is at its highest level ever.” 

Most hospitals survey patient satisfaction regularly, but employee satisfaction polls
are less frequent. Yet, those that do say they immediately find ways to improve
based on the results. 
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Breed respect
Numerous studies show that lack of respect precludes students from studying
nursing, prompts nurses to leave the profession, and undermines a culture of caring
in hospitals. “The nursing staff is the best recruiter. Unfortunately, today, nurses are
talking about what’s wrong with nursing rather than what’s good about it,” noted
Philip Authier, MPH, RN, president of the American Organization of Nurse
Executives. “However, I see that starting to change as improvements occur in the
work environment, especially on issues of self-governance and respect.”

Hospitals that breed respect elevate nurses into senior management roles. They 
also engrain respect by initiating communications between staff, physicians and
management.

Build Teams
Hospitals that develop a team approach to staffing increase quality and reduce
turnover. Healthcare is hard work and heartache. Hospital workers frequently cite
co-workers as the best thing about their jobs. Recognizing the value in those
relationships and developing effective teams around them can bond nurses and
other caregivers to an organization.

Team commitment is a core ingredient of the magnet hospital program, often cited
as a best practice for retaining nurses. Since 1994, 43 hospitals in the U.S. have
received magnet designation from the American Nurses Association. An
international pilot was recently completed in Great Britain. Hospitals that choose to
pursue the association’s magnet designation commit to focus on nursing
empowerment and involvement. 

“Some of the reasons the program was originally founded still hold true. It leads to
patient satisfaction, decreased mortality and improvements in safety. There is
definitely an increase in recruitment and retention,” said a magnet program
evaluator in the U.S.

As hospitals build teams, they determine how best to use staff and how to integrate
technology solutions. For example, some hospitals are using remote monitoring and
telemedicine to reduce the need for some clinicians. As much as 40% of an ICU
nurse’s day can be spent talking to friends and family about a patient. While
counseling is an important part of what they do, providing patient status updates
and lab results can be programmed into automated systems, freeing up critical care
nurses for more crucial tasks.

However, workflow redesign efforts may be hampered in the U.S. by government
regulation. Recently, the state of California mandated nurse-staffing ratios that most
hospital executives regard as inflexible, expensive and disruptive. Whether these
mandated nurse-staffing ratios would catch on in other states is undetermined.

Provide Training and Education
When employees leave an organization, they quit a manager, not an organization.
Unfortunately, hospitals have often been poor at identifying and training clinical
managers. In a study by UNIFI Network, the number one reason cited as why
people commit to an organization was “opportunity to learn.” 
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Some institutions, such as Johns Hopkins, have put into place mini-business school
classes to teach managers about such practical matters as human resources,
information technology and management skills. One Toronto hospital keeps its
annual turnover rate low (2%) by investing 2% of its operating budget in employee
development; that’s at least double what other hospitals spend. The NHS Leadership
Centre in the U.K. has developed courses for clinical and non-clinical department
directors as well as chief executives.

Unfortunately, when finances get tight, hospitals often cut their education
departments. Hospitals that do will fall behind competitively unless they find other
ways to provide learning for their caregivers and managers. Numerous studies have
reported that patients are being placed at risk when hospitals provide inadequate
staffing and/or insufficient training. To keep staff educated, hospitals are finding that
online training is abundant and easy to access. Dozens of hospitals and consortiums
are offering online education, including the California Distance Learning Health
Network and the Children’s Hospital Knowledge Exchange. One U.S. hospital chain
provides online education to help licensed practice nurses become registered nurses.

Offer Flexible Pay and Benefits
Rigid benefit plans don’t work anymore. Hospitals are creating flexible
compensation packages to achieve a work-life balance that include wages,
performance bonuses, educational credits, and other creative benefits. Last year for
the first time, hospitals in the Netherlands offered cafeteria-type plans to employees
in which they can decide how to allocate their benefit dollars among child care,
pension savings and health benefits. 

“We used to take for granted the human capital. We never managed human capital
in the same way we managed other assets. That’s the most precious thing we have,”
said Ronald Peterson, president of Johns Hopkins. One tactic that Hopkins has
implemented is to pay for college tuition for nurses’ children. The tactic binds
nurses to Hopkins for at least six years  — two years of service before they can
receive the benefit, then four years during which their children are in college. 

Hospitals in Sisters of St. Francis Hospitals in Indiana and Illinois have started
numerous initiatives, including a fee-for-service concierge service that washes
employees’ cars and provides prepared meals for them to take home to their
families after a long day at work. “Our focus is on retaining staff, which, if we do
well, will compel the staff to do the recruiting,” said Gregory Starnes, CEO of St.
Clare Medical Center.

Because hospitals must operate round-the-clock, seven days a week, many nurses
must work undesirable schedules. While many nurses understand that, they don’t
like unpredictable schedules that leave them little control over the rest of their lives.
Nurses are turning to traveling nurse agencies and temporary help agencies because
they can control their own schedules. 
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Best Practices:

• Create incentive pools for staff, 
giving them quality and economic 
goals to work toward.

• Develop teams that include physi-
cians to build trust and respect 
among employees, and include 
nurses on all hospital committees.

• Recruit unselfishly. Join one of the 
numerous coalitions working to 
increase scholarships, raise aware-
ness, and highlight best practices. 

• Retain selfishly. Protect yourself by 
retaining your best staff with your 
best strategies.

• Elevate nursing leaders into hospi-
tal’s senior leadership team and 
encourage them to attend physician 
meetings.

Trends to Watch:

• Hospitals outsource nurse recruitment.

• Unsafe nursing ratios could close 
down hospitals.

• Return to primary nursing.

• Online scheduling tools that can 
be accessed by nurses and other 
clinical staff.



TACTIC #4
Aging Physical Structures Must Be Replaced or Renovated.

This decade is expected to be one of booming construction for U.S., European and
Canadian hospitals following several down years in the late 1990s. Because plant
expansions and construction take years to plan and complete, hospitals must look
today at how their buildings should support their visions of tomorrow. 

New facilities attract physicians, employees and patients. A hospital’s second
highest cost is its physical plant, and it has a lot to do with its highest cost, which is
labor. New hospitals with new technology can be magnets for employees and
physicians who want to be on the cutting edge. For example, many hospitals are
expanding radiology departments, adding digital imaging and other high-tech
equipment. Yet, 50% of hospitals report problems staffing radiology departments.v

When radiology personnel go hunting for jobs, they’re going to look for facilities
with the best technology.

In the U.S., high-performing hospitals typically have new physical plants, according
to statistics gathered during the past decade by the Center for Health Industry
Performance Studies (CHIPS), Columbus, Ohio. While constructing new buildings
has been a favorite activity of hospital executives – sometimes called the “edifice
complex” — they were severely discouraged from doing so during the 1990s
because of overcapacity and managed care pressure that reduced inpatient days.
Not surprisingly, average age of plant increased for hospitals during the 1990s.
Between 1994 and 1998, average age of plant grew 8%, CHIPS reported. Hospitals
reduced spending on new construction and renovation as profits slid. Not
surprisingly, hospital plants continued to age.
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Interestingly, in the early 1990s increasing profits by hospitals followed previous
boom times in healthcare construction. However, that didn’t hold true in the 
late 1990s. 

The reason is that many U.S. hospital executives during that time were involved
with mergers with other hospitals and acquisitions of physician practices. Rather
than investing in bricks and mortar, they were investing in integrated delivery
networks. 

Many American teaching hospitals were similarly distracted by other priorities. “We
made a decision over the past decade to invest in the academic enterprise,” said
Robert Martin, CEO of the University of Pennsylvania Health System. “We have this
very, very large and robust academic enterprise, but we have been less aggressive in
developing the clinical infrastructure.  Many of the East Coast academic medical
centers made similar resource allocation choices. We have a big challenge to renew
our physical assets.”

Now, hospitals are playing catch up. Billions of dollars in new construction will be
invested in the U.S., Europe and Canada over the next few years. While much of it
will be in new inpatient structures, new consumer-friendly and efficient outpatient
centers will provide intense competition. In the United Kingdom, the government is
projecting £10-billion of investment in 100 new hospitals by 2005.vi Many will be
financed through Public Private Partnerships (PPPs) in which a private sector partner
is responsible for designing, building, financing and operating the facilities while
the NHS employs and manages the clinical staff. This public-private financing 
effort is being tried in more limited ways in South Africa, Italy, Australia, Canada
and Japan.vii

In such a climate, capital is king. Unfortunately, many U.S. hospitals don’t have it.
Long-term debt per bed grew 73% between 1995 and 1999 in the U.S.viii Most
can’t fund construction through retained earnings, and their investments lost money
in 2001. 

Hospital construction estimates by FMI, a U.S. construction management firm, and
the Centers for Medicare and Medicaid indicate strong growth for U.S. hospital
spending the remainder of this decade. However, financially weak hospitals will fall
farther and farther behind.

In many cities, hospital plants are decaying beneath-the-surface – out-of-date
chillers and boilers, asbestos in walls, outdated signage that cannot be read by
aging or non-English speaking patients. Preventive maintenance has been an after-
thought of hospital administrators that catered to the needs of physicians or pursued
acquisition opportunities at the expense of updating existing physical plants. The
hospitals that appeal to patients and their families will draw higher levels of paying
patients, particularly during the first part of this decade when published clinical
indicators are lacking. Even when hospitals are able to produce relevant quality
indicators, patients will prefer facilities that provide good access and an appealing
environment. 
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First, Manage the Demand Better
Hospitals need to assess the functionality of their own buildings before breaking
ground on new expensive ones, though. Full hospitals may not be properly
managed. Infrastructure and staffing need to adjust to new shifts in patient care and
demand. Poor communications between nurses and physicians can create gridlock
and patients that should be discharged aren’t. Dissatisfied nurses and overworked
physicians feel no incentive to exchange a patient who requires less care for a new
one who demands more. 

Working through these issues requires teamwork, respect and communication.
Noting that his hospitals had serious capacity issues, Charles M. Smith, M.D., CEO
of Christiana Care Health System in Delaware, put a task force to work on resource
management. Two full-time physician advisors began working with physicians about
easing patient flow in and out of rooms. They also worked with nurse utilization
review and dischargers. As a result, they freed up 43 beds.

In the U.K., the NHS has succeeded in reducing by 37% the lists of patients waiting
for more than a year for a hospital admission. Their solutions include accessing beds
in the private sector and other countries as well as improving management of 
length of stay.

U.S. hospitals and medical groups are relying on hospitalists, who coordinate
admissions, lab tests, exams and discharges within the hospital, in growing numbers
to better manage patient stays. Hospitalists have been found to shorten patient
length of stay by 17% and reduce costs by 13% without diminishing quality,
according to a review of 19 studies published in the Journal of the American
Medical Association.ix About 5,000 hospitalists now work in the United States, and
they’re expected to increase to 19,000 by 2010, making them as numerous as
cardiologists.x

Although initially resisted by some physicians who were reluctant to turn their
patients’ care over to in-house physicians, hospitalists are being increasingly
integrated into hospital processes. Many hospital executives say physicians find that
hospitalists reduce their workload. “We’re expanding our hospitalist program,” said
Laurence Merlis, CEO of Greater Baltimore Medical Center. “Almost 50% of
medical admissions were admitted to the hospitalists last year. It’s a great resource
for our medical staff and hospital.”

In addition to improved demand management, new facilities are being built in
different ways. Following are some adaptations being incorporated into hospital
construction and renovation: 

Single Rooms 
Patient privacy, an increasingly important issue, as well as consumer preference is
the driving force behind single rooms, rather than double or semi-private rooms.
Single rooms also can ease logistical problems of double rooms when patients have
competing needs or don’t get along and want to be moved.
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Beds as Docking Stations
The inpatient bed is becoming a docking station for a variety of computerized
applications, including order entry, video games, movies, remote monitoring, and
lifting equipment that provide therapy and ease nursing tasks.

Universal Spaces
Hospitals are making operating suites and other spaces more flexible so they can be
converted to other uses when needs and reimbursement change. Johns Hopkins,
which recently opened a new cancer center, designed it so non-intensive care beds
could be converted to intensive care if necessary. “We’re used to make nursing units
medical vs. surgical but now we’re bringing them together – nurses tend to be more
medical or surgical, but they are beginning to enjoy some overlap,” said Edward
Miller, M.D., CEO of Johns Hopkins Medicine. “We want to get away from rigid
models of turf-oriented spacing.” Universal rooms also can decrease patient
transfers, an expensive unreimbursed item, within a facility.

Decentralized Nursing Stations
This model gets nurses closer to patients and patients’ families, which boosts patient
satisfaction ratings. The downside is doctors often don’t like them, and sometimes
this demands a change in the organization’s culture. Nurses, who are used to
clustering at a central nursing station, may still want to do so.

Larger Waiting Rooms
Hospitals cannot be merely warehouses for sick people. They must consider the
patient’s family. In some areas, patients tend to have large families that come to the
hospital. Cramped waiting rooms full of noisy, tired family members are
unappealing. When Northwestern Memorial opened a new hospital in Chicago in
1998, they no longer restricted visiting hours and built in pull-out beds in every
patient room.

Digital Needs 
As many as a dozen paperless hospitals, now under construction, will be operating
in the U.S. by 2005. For example, HealthSouth, in cooperation with 15 medical
equipment manufacturers, is building a $125-million all-digital hospital in
Birmingham, Ala., that will open in 2003. While most hospitals can’t build a new
digital hospital, they can allow for a more digital structure when they renovate and
expand. The paperless hospital will be the future although that future may be
decades off in some communities. Hospitals must rethink their physical structures in
terms of easy access to computers, wireless networks, reduced staffing and
flexibility. By investing in automatic monitoring systems and wireless networks,
hospitals can redirect the responsibilities of nurses and other employees to where
their hands-on skills are more needed. Older structures don’t have the space
between floors to accommodate cables needed for digital networks. Hospitals may
need to look at increasing the bandwidth of networks, and the size and capability of
routers and storage devices. 
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Best Practices:

• Thoroughly understand the relation-
ship between operations, including 
staffing, and facilities.

• Keep flexibility in mind when 
making any physical plant changes 
to avoid costly retrofitting later.

• Ensure signage is clear and easy to 
read; add multi-lingual signs to 
reflect diversity of local population.

• Evaluate ease of access for the 
disabled in your facilities compared 
with other public facilities, such as 
malls and government buildings.

• Understand pricing and services 
offered, then build or remodel 
accordingly.

Trends to Watch:

• Reducing tax-exempt bond rates to 
finance construction through use of 
Internet auctions.

• Expansion of Public Private 
Partnership approaches to other 
countries.



TACTIC #5
Caregivers and Patients Will Demand Information at their Fingertips.

Hospitals are slowly moving toward clinical information systems, and those that do
will find their costs lowered, their quality raised and their cash flow improved.

One hospital CEO who moved his hospital to a completely paperless environment
said the impetus was completely financial: “We had to take expenses out and the
easiest way to do that was get rid of all these people moving paper around.”

As mentioned earlier, employers who responded to the HealthCast Tactics survey
saw IT as the best strategy for solving staffing shortages in hospitals. Likely this is
because employers have seen major productivity gains, as measured by revenue per
worker hour, during the 1990s, and information technology’s integration into
industries such as manufacturing and financial services has been credited as the
reason.xii

While some physicians abhor computers, many younger ones are attracted to
hospitals that provide them with the technology to practice without paper. Already
some hospitals have found themselves losing physicians to competitors that have
installed point of care systems. Healthcare organizations will compete for
physicians based on the information float – the time between when information is
captured one place and made available in another. 

The bar for hospital investment in IT remains low. For the past four years, U.S.
hospitals have said that they plan to invest 2.6% or less of their operating budgets in
information technology, according to the 2001 PricewaterhouseCoopers/Modern
Healthcare survey.xiii

Throwing money at the problem won’t work either, though. Healthcare executives
are beginning to realize that e-business and IT tools are just that; they’re not
solutions in themselves. “High expectations for e-health have been a bust because
many people thought that all we had to do was deal with the technical issues,” said
Phil Jackson, director of integrated policy and planning for the Ontario Ministry of
Health and Long-Term Care. “Many people underestimated the issues of getting
people to use the technology.”

Many U.S. hospitals have been plagued by multiple IT systems inherited through
mergers. Getting to a single IT platform is key, say CEOs.  “The very first thing we
did when we merged was get to one IT system so we could get good information,”
said John Day, CEO of Southcoast Health System in Massachusetts.

Link Point-of-Care Computing to Business Needs
Most patient care decisions are made at the point of care. Physicians and nurses
frequently must make critical decisions with incomplete information. Mobile
computing has the potential to have the biggest impact on users’ actions and can
therefore have the largest effect on productivity, efficiency and quality of care.  

“We need CPOE (computerized physician order entry) to be competitive,” said
Warren Green, CEO of Lifebridge. “If every other place has it in town, then, the
standard of care has been raised. The standard of care ascends to the highest level.
Anybody under the age of 45 wants CPOE.”
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Transforming the Dutch Healthcare
System

ORBIS is a healthcare consortium in
the south of the Netherlands that
includes one community hospital and
nine nursing homes. The Dutch ministry
of health appointed ORBIS a “hospital
of the 21st Century,” thereby asking the
group to envision the future of health-
care and subsequently realize this
vision. ORBIS has already implement-
ed an ERP system (SAP) that integrates
all patient logistics, financial and mate-
rials management processes. The
patient logistics processes are based on
demand and disease-oriented planning
and evidence-based treatment guide-
lines in an ambulatory context. 

As part of the initiative, ORBIS is build-
ing a new facility to fit the new way of
patient-centered working.xi



Physicians at Johns Hopkins also are using an electronic prescribing software that
screens for drug and food interactions as well as allows doctors to choose drugs
from the formulary of the patient’s insurer. Physicians who don’t have access to such
tools will wonder whether they are more liable for errors because certain
information wasn’t available at the time of treatment. Research has shown that
computerized physician order entry systems reduce serious prescribing errors by
more than 50%.xiv

In a paper-based system, it’s difficult to disseminate, adhere or track the use of stan-
dards for compliance and efficiency. Point-of-care computing can improve all three.

However, often it’s difficult for healthcare organizations to leverage the experience
of a pilot mobile computing program into an enterprise-wide one. Scaling up
mobile computing is a difficult and complex exercise. In fact, mobile computing
pilots can exacerbate a hospital’s IT problems if they don’t integrate with current
systems and the IT staff ends up supporting disparate products.  

Many of the hospitals we talked to for this report are either purchasing or imple-
menting computerized physician order entry systems. In the U.S., these systems
have had high visibility because of the Leapfrog Group, a coalition of employers
that identified such systems as improving patient safety. Hospitals that have
implemented the systems say that while expensive, they deliver value. Brigham and
Women’s Hospital in Boston found that serious medical errors were reduced by
55% using computerized physician order entry, and that while the system cost
nearly $2 million to implement, the return on investment is $5 to $10 million.

Patient safety is a strong impetus for hospital CEOs who understand the problems.
“One of the biggest problems with errors is in hand-writing,” said Ron J. Anderson,
M.D., president and CEO, of Parkland Health and Hospital System, a Dallas public
hospital that regularly appears on best hospital lists. “In five years, the system will
no longer depend on physicians’ handwriting.” 

Involve Patients 
Patients are increasingly going online to seek healthcare information, and the more
they search, the deeper they search. Initially, a newly diagnosed cancer patient may
seek information on their particular type of cancer. Then, they search about
treatments, drugs, and providers. Next, they search for information on outcomes or
whether a treatment is reimbursed by their insurer.

Consumers are seeking relevance, and for many of them that relevance will come
from their physician or provider. Only 5% of U.S. hospitals don’t have websites, and
several have applications in which patients can customize their own content.
Numerous vendors now supply clinical, customizable content to hospital websites
so that hospitals don’t have to support their own content-generating capabilities. 

Under the new HIPAA regulations, U.S. patients will be able to request and make
comments on their electronic medical records. That creates a need for hospitals to
be able to produce those records in a timely basis on consumer demand. 
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Wristband Bar Coding

In Italy, a hospital is piloting a program
in which patients wear wristbands
imprinted with bi-dimensional codes.
When pharmaceuticals are needed, the
wristband is scanned, and the proper
medications are dispensed after a real-
time check between the patient infor-
mation, the product, the time of day
and other information processed by a
mobile workplace device called the
Smart Cart.  

“We believe that patient safety prob-
lems can be solved only by the appro-
priate introduction of health informat-
ics tools that manage clinical informa-
tion and the supply chain on a real-
time basis,” said Alberto Sanna, DRIVE
(Drug in Virtual Enterprise) project
manager at the Scientific Institute of
Hospital San Raffaele.



Inspire Users
User adoption of computers varies widely. However, regardless of whether the users
are patients, physicians, housekeepers or executives, adoption of computerized
applications will hinge on the most common incentives of time and money. Users,
whether they be physicians or patients, must see a time savings or financial savings. 

For example, several physician groups have seen financial returns of more than
500% on a mobile computing application from MDEverywhere, a U.S. firm that
allows physicians to capture charges at the point of care. These groups found that
information was captured more accurately using handheld devices, and that
physicians typically learned to use them in less than 30 minutes.xv

Create Realistic Timetables 
In many cases, large multihospital systems migrate slower. For example, some
single, independent hospitals are regularly transmitting lab results to physicians
electronically, yet large multihospital systems have struggled to do the same thing
for years because of the complexities of working through legacy computer systems.

Moving to electronic formats is a months- or years-long process. It’s not unusual for
ERP projects that had 18-month timetables to extend three years or more because
management underestimated the time it would take to install and implement the
system.

The administrative simplification regulations that are part of the U.S. Health
Insurance Portability and Accountability Act (HIPAA) were written with
unprecedented input from the industry. Yet, in 2001 healthcare executives began
pleading with Congress for more time to implement. The implementation deadline
was extended, but the experience shows how the need for time to implement
technology solutions requires critical thought.

Build in Privacy and Security  
The standards for privacy and security in healthcare organizations are increasing.
What may have passed for a secure environment a year ago won’t meet new
regulations. Most nations have developed or are in the process of developing
privacy regulations, and those regulations will raise the “standard of care” for how
hospitals handle privacy issues.

In the HealthCast Tactics survey, e-mailing back and forth with physicians ranked as
the highest privacy risk among seven listed. Certainly, applications in which lab
results, patient records, and patient inquiries exist are all evolving. Interestingly,
both hospital executives and physicians ranked “hospital employees discussing
patient records” as number one among the seven privacy risks listed. 

Employers, who have had more extensive experience with corporate e-mail and
electronic applications than healthcare organizations, strongly voted for e-mailing
with physicians as the greatest privacy risk. Of the employers surveyed, 63% rated it
either #1 or #2 among the 7 risks listed.
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E-Mailing Ranked As Highest 
Privacy Risk

1. E-mailing back and forth with 
physicians

2. Hospital employees discussing 
patient records

3. Employers exchanging patient 
information with private insurers

4. Electronic medical records stored in 
online databanks

5. Government agencies exchanging 
information with providers

6. Pharmaceutical companies and 
physicians exchanging information

7. Electronic medical records stored in 
proprietary data warehouses

Source: HealthCast Tactics Survey, 2002

Best Practices:

• A full assessment of workflows, 
relationships and infrastructure must
preface adopting a mobile comput-
ing platform.

• Appoint a privacy officer to handle 
policies, procedures and training.
Don’t buy security and privacy 
products or services before deciding
what you want out of them. 

• Create a program management 
office to coordinate, communicate 
and monitor implementation of 
privacy and security processes to 
meet prescribed deadlines.



With electronic medical records, hospitals must be increasingly sensitive to access
issues, both physical and electronic, in regards to patient information. Many
industrialized countries have passed privacy regulations. For example, in the
European Union providers must adhere to the EU Directive on Data Protection. In
the U.S., privacy and security rules are part of the HIPAA legislation. 

U.S. hospitals need to look at four categories of security: administrative procedures,
physical safeguards, technical security services and technical security mechanisms.
They also must train their employees on their organization’s privacy regulations.
While hospitals may want to outsource many functions of HIPAA compliance to
outside vendors and consultants, they should make sure that these vendors keep the
hospital engaged in the effort. Canned solutions could add to overall costs and
increase risks for later liability. In addition, hospitals also need to pay attention to
state regulations, which can supersede the federal rules if they’re stricter. 

TACTIC #6
Physicians Will Want Better Support to Benefit From New Technologies.

Physicians can alter the fate of any hospital system and yet, many executives are
more baffled than ever on how to work effectively with them.

Despite empowered consumers who are more demanding, physicians remain the
spigot through which cutting edge medical technologies and treatments flow. To be
on the cutting edge themselves, hospitals must work closely with the physicians and
anticipate their needs. In our HealthCast Tactics survey, when asked which of five
forces will impact healthcare the most between now and 2010, 51% said either
genomics or medical technology. Those responses increased 3 points compared to
the same question asked in 1999, while consumerism dropped 10 percentage points. 

“Hospital laboratories need to get into genetics to survive,” said Nick Jacobs, CEO
of Windber Research Institute and Windber Medical Center, which is part of the
Conemaugh Health System in Pennsylvania.  The analysis of genes and proteins
represent the future, he said, adding, “That’s going to be the next generation for
hospitals - individualized medicine.”

PricewaterhouseCoopers 31

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

Con
su

meri
sm

E-B
us

ine
ss

Gen
om

ics

M
ed

ica
l te

ch
no

log
y

La
bo

r m
ark

et

1999

2002

Trends to Watch:

• Combining bedside computing with 
patient entertainment systems that 
help underwrite the cost of the tech-
nology.

• Reductions in days receivables for 
hospitals that implement electronic 
standard transactions with payors.

• Hospitals rated in terms of privacy 
and security by third-party business 
and consumer organizations.

• Computer-aided diagnosis in 
mammograms, spreading to other 
medical imaging areas.

Chart 12: What Will Have the Biggest
Impact on Healthcare between Now
and 2010?

Source: HealthCast Tactics Survey,
2002; HealthCast 2010



Physicians hold the key to how these new technologies will be used, and hospitals
can help them through close links with research organizations. Teaching hospitals
hinge their reputations on physicians and their ability to bring the latest research to
the bedside. Unfortunately, that process has not been smooth as researchers became
increasingly isolated in the lab. Hospitals will increasingly cling to research as a
brandable characteristic, and may be able to charge more based on it. However, the
value will depend on physician researchers and physician clinicians working
together more closely.

As we discussed earlier, in establishing centers of excellence, many hospital systems
will look for key specialists with national, if not global, reputations. Competition for
what consumers may regard as “star” doctors will be intense. Building these centers
will require multimillion-dollar commitments of staff, equipment and capital.

Anticipate Physicians’ Move toward Clinical or Financial Integration
Organizationally, physicians are in transition. In the United Kingdom, a vast
restructuring began in 2002, under which regional health authorities are being
consolidated and their role is shifting from a focus on purchasing to a focus on
strategy.  Concurrently, general practitioners are organizing themselves into Primary
Care Trusts and taking on the purchaser role.  These Trusts will have responsibility
for a defined patient population and will negotiate contracts with hospitals and
other providers. The role of the general practitioner will be pivotal since they will
control two-thirds of healthcare spending through this new structure.

In the U.S., hospitals spent much of the early 1990s buying physician practices in
their quest to build vertical delivery systems. However, most found that they were
losing money on those practices – some reported losses of as much as $150,000 per
year per physician. Hospital systems subsequently spun off most of those practices,
which in some cases cost as much as purchasing them initially.

U.S. physicians are finding themselves at a disadvantage in marketplaces where
payors and hospitals have consolidated and gained negotiating leverage. In the next
10 years, physicians will move toward integrating their practices either clinically or
financially to regain their negotiating ability. On the clinical front, physicians will
be increasingly pressed to demonstrate good outcomes. While payors will be
collecting data on them independently, physicians will begin to use their own
information systems to track patient data themselves. In many cases, they’ll see
hospitals as an ally in these efforts and the payor as the adversary, or it could be
vice versa.

Working with payors will become increasingly important under new physician
organizational structures. In the U.S., physicians have often opted to sign with as
many payors as possible. However, as their information systems improve, they’ll
improve their analysis of payor contracts and opt out of those in which
reimbursement is below par. Inability to access physician care could impact
hospitals as patients show up in hospital emergency departments.

On the financial side, physicians will be pressed to be more efficient. Through
financial integration, they can share business office systems and leverage them to
serve more physicians and reduce their overall costs. Again, hospitals can be an 
ally to them.
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In some parts of Europe, hospital systems are purchasing or integrating physician
practices. And, in the U.S., some hospitals have retained the practices they bought
for competitive reasons. These hospitals are shedding contracts with straight salaries
and adopting productivity-based compensation plans. Such compensation
arrangements can’t be enacted overnight, but moving to them gradually can
decrease operational losses. 

Introduce Technology as Both Asset and Requirement 
While older physicians tend to resist technology, younger ones will expect to be
provided with it. In the U.S., adoption of electronic medical records among
physicians has been slow, but continues to grow. According to a 2001
PricewaterhouseCoopers/Modern Physician survey, 27% of physician groups said
they were using an electronic medical record. However, 59% said they intended to
have one by 2004.

In addition, 60% of medical groups said their physicians are using hand-held
computers, according to the 2001 Modern Physician/PricewaterhouseCoopers
survey. While many are using them now for personal applications, they said they
expect to soon begin using them for clinical ones. The top three uses for computers
in U.S. physician offices were billing, scheduling and managed care applications.
However, when asked what they expect to be using computers for in the future, the
top two applications were prescriptions and drug treatment alerts, two applications
that are currently available to physicians on handhelds.

Physicians understand that technology can improve quality and that’s important to them.
However, most physician practices are small businesses that don’t have the
technology know-how to support and maintain systems. Hospitals can provide
assistance. For example, one Florida hospitals aligned with a local high-speed
internet provider to streamline service and support for their physicians.

i “Buying a Reputation,” by Michael Romana, Modern Healthcare, Sept. 10, 2001.
ii Centers for Disease Control, June 2001.
iii Building the Foundation for e-Health in Ontario: A Pathway to Improved Health Outcomes, Ontario 

Hospital Association, May 2001.
iv Nursing Mistakes Kill, Injure Thousands, by Michael J. Berens, Chicago Tribune, Sept. 10, 2000.
v U.S. Radiology Partners, Radiological Survey, 2000.
vi Public Private Partnerships: The Prognosis for Health, by Ian Wootten, PricewaterhouseCoopers.
vii Ibid.
viii Center for Health Industry Performance Studies (CHIPS), Columbus, Ohio.
ix “The Hospitalist Movement 5 Years Later,” by Robert M. Wachter, M.D.; Lee Goldman, M.D., M.Ph.,

Jan. 23/30, 2002.
x “Doctors Who Treat Only Hospitalized Patients Win High Marks,” by Ann Barnard, Boston Globe,

Jan. 23, 2002.
xi E (Health) Transformation: Managing Healthcare in a Networked World, PwC Consulting.
xii “Worker productivity roars ahead: Technology boom provides biggest increase in employee efficiency 

since 1983,” by Jason Gertzen, The Milwaukee Journal Sentinel, Sept. 7, 2000.
xiii “High on Tech, Low on Budget,” by John Morrissey, Modern Healthcare, Jan. 28, 2002.
xiv Ringold, D.J., Santell, J.P., Schneider P.J., “ASHP National Survey of Pharmacy Practice in Acute Care 

Settings; Dispensing and Administration-1999”; American Journal of Hospital Pharmacy, Vol. 57, 
Oct. 1, 2000.

xv Case Study, MDeverywhere at Hart Associates, by Charles E. Garrity Jr, Consultant, Beacon Partners.
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Best Practices:

• Be honest with physicians about 
resources available to support them.

• Work with physicians on outpatient 
ventures.

• Track physician demographics to 
determine marketing and recruiting 
needs.

• Help physicians improve their 
revenue cycle.

Trends to Watch:

• U.S. physicians dispensing pharma-
ceuticals in their offices to enhance 
income and compensate for grow-
ing shortages of pharmacists.

• Clinical information portals that can
be downloaded to wireless devices. 



Creating the Future Payor
System Today
As the demand for services rises, payors must
manage the demand efficiently. If they fail to do
so, they will have to either raise premiums or taxes
to pay for the increasing level of services.

Another dynamic is that for private insurers, market opportunities will change with
government legislation, economic slowdowns and demographic changes. Some
governments have recently passed laws that incentivize consumers to buy private
health insurance. Meanwhile, in the U.S., the private market may shrink as
consumers age into Medicare or lose their jobs, and thus their employer-based
health benefits. Also, during a recession, consumers tend to use more healthcare
services but have fewer resources to pay for them. 

To succeed and thrive, payors will focus on reimbursement structures that reflect
quality and patient safety; care management; privacy; and provider specialization.

Notably, our survey found the biggest gaps in streamlining to reduce administrative
costs, designing reimbursement methods that pay for quality and safety, and
understanding how patient data is shared. 

TACTIC #1
Pay for Performance Will Be Imbedded in Reimbursement.

The biggest gap between importance and readiness in our HealthCast Tactics survey
centered on pay for performance. While 87% of respondents said it was important
or very important to reimburse providers at least in part on quality and patient safety
data, 30% said payors had not started and 34% said they were just beginning to do so.
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Payors thought they were doing a better job of this than other sectors of the industry.
When asked to what degree payors were doing this, payors responded 2.28 on a
five-point scale. However, providers ranked it even lower at 2.09. We are just seeing
the beginnings of performance rewards, which most providers have not yet received. 

Payors typically have not financially rewarded excellence in medical care. While
certain credentialing and accreditation organizations set minimum standards for
participation, they rarely reward clinical excellence with enhanced payments. The
best and worst heart surgeons essentially get paid the same for the same procedure. 

That’s starting to change, however.

“In some form or fashion, hospitals will be in a pay-for-performance mode by
2005,” said Scott Serota, chief executive officer of Blue Cross and Blue Shield
Association, whose plans cover one in four Americans. Several Blues plans are now
implementing “pay for performance” models that either eliminate providers who
don’t perform or pay bonuses to those that do. 

Pay for performance spawns from two sources: one is the insurer or government
payor; the other is the consumer. For the consumer, it may mean a higher co-pay or
premium contribution. Many payor organizations are now experimenting with both
models. In either case, payment premiums can be based on outcomes, safety
metrics, patient satisfaction or simply higher costs. 

These models can be simple or complex, depending on how many elements are
included. However, when the patient pays extra, such programs involve the
additional complication of communicating performance information in an
understandable format – such as a “report card.” In addition, such public disclosure
of performance information can draw media attention, provider resistance and
compounded scrutiny of the performance elements and their accuracy.

Despite the proliferation of report cards, the information has yet to have a big
impact. One U.S. survey found that only one-fourth of Americans had seen
comparative quality information on health plans and only one-tenth on doctors.i

Pay-for-performance systems require certain elements, which follow:

Establish Patient Safety and Quality Indicators
Patient safety has long been a concern in healthcare, but until recently payors have
not integrated it into their reimbursement formulas. There’s been an assumption that
care was safe.

When a 1999 Institute of Medicine (IOM) report estimated that up to 98,000 Americans
die each year from preventable errors in hospitals, that assumption generated consid-
erable public awareness. Some large employers did the math and calculated the toll.
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For example, General Motors covers about 1.2 million lives (employees, retirees and
their families) and by applying the assumptions in the IOM report, estimates it loses
more than 450 of these lives a year through preventable hospital errors. “This is
serious and we’re quite passionate about it,” said Bruce Bradley, director of health
plan strategy and public policy for General Motors Health Care Initiatives. GM is
one of over 100 public and private employers representing more than 30 million
workers that are part of the Leapfrog Group, whose intentions are to identify the
safest hospitals. Drawing on dozens of studies, Leapfrog has identified three “leaps”
that hospitals must institute to improve patient safety, and they intend to empower
their employees with report cards on whether local hospitals have met their safety
“leaps.” The “leaps” are installing computerized physician order entry systems,
staffing intensive care units with intensivists, and achieving specific high volumes
for heart bypass and other procedures. 

Other countries are initiating their own efforts. The Canadian Institute for Health
Information and the Canadian Institutes of Health Research are about to replicate
the approaches used in the IOM research to see if similar error rates exist in
Canada. In addition, the European Standardisation Committee of Health Informatics
has initiated the CEN TC251 Safe ID project, which focuses on maximizing patient
safety through automatic identification of patients and related physical objects, such
as drugs and biological samples.

Patient safety is only one element in this new wave of report cards, however. Others
deal in meeting preventive measures or patient satisfaction measures. While quality
outcomes may be difficult to measure, patient satisfaction is not. In fact, most urban
hospitals in the U.S. participate in patient satisfaction surveys for internal use.
Often, it doesn’t go any further than the hospital walls, however. In our HealthCast
Tactics survey, 87% of respondents said it was important or very important for
providers to report patient satisfaction information to payors. 

Payors should move cautiously, however, in setting both standards and goals on
which to base performance pay. Standards must be relevant, evidence-based,
achievable and enduring. Once set, standards may be difficult to change or replace
with others that are more meaningful. Even worse, standards tend to heap on top of
each other, adding unnecessary costs to the overall system. Some would argue that
documentation to support some U.S. government and accreditation rules have done
just that, forcing hospitals to document standards whose relevance is no longer
meaningful. 

Offer Financial Incentives to Providers
Many attempts have been made to change provider behavior. Success often requires
financial incentives. While quality should be its own reward, it unfortunately may
not be enough to prompt providers to invest in the infrastructure that will result in a
higher quality. However, rewarding specific quality or patient safety improvements
with bonuses will get their attention. Some recent examples:
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Moving Markets

Since 1998, PacifiCare has published
report cards on 200 medical groups,
and the company has found that 3% of
its commercial members move to high-
er performing groups based on those
scores. While that percentage is statisti-
cally significant, PacifiCare executives
believe the real shift is around the cor-
ner. Those scores will soon be paired
with financial incentives. 

The California-based health plan is
introducing tiered pricing for all of its
markets in which lower performing
groups and hospitals will carry higher
co-pays and deductibles for patients.

“If we can move 3% without financial
incentives, we expect to move 30% to
100% with appropriate incentives,”
said Sam Ho, M.D., PacifiCare’s 
corporate medical director.



• In the U.S, as part of the Leapfrog Group healthcare safety initiative, Verizon 
Communications, I.B.M., Xerox, PepsiCo and Empire Blue Cross and Blue Shield 
estimate that the group will pay bonuses totalling up to $2 million to reward 
New York State hospitals that use computerized physician order entry systems 
and intensive-care specialists (intensivists) to treat their sickest patients. Bonuses 
will be based on the amount of inpatient claims and will vary from 2% to 4%. 
The group figures that only 5% of hospitals will meet the CPOE standard in the 
first year. But, by the third year, they expect 60% will meet it. In terms of using 
intensivists, the group estimates that 30% will meet it the first year, but 60% will 
by year three.

• The Central Florida Health Care Coalition, which represents 1 million employees
and their dependents, is developing a system to pay physicians bonuses for 
meeting patient satisfaction, clinical and financial metrics. 

• Anthem has told hospitals in Ohio, Kentucky and Indiana that they must report 
all-payor data for Caesarean sections, infection and complication rates as part of 
an annual Request for Information to them. Under a formula devised by the 
Indianapolis-based payor, hospitals must receive a grade of 70 or above. Failing 
hospitals must develop corrective action plans and pass within 2 years or be 
dropped from Anthem’s provider panels.

• Harvard Pilgrim Health Care in Boston is rewarding physicians for achieving 
performance and member satisfaction standards.

There is strong resistance from hospitals to some of these efforts, however. The
metrics selected by payors often are not agreed upon as the best pay-for-performance
measuring sticks by hospitals. In many cities where Leapfrog has rolled out its report
cards, hospitals have refused to participate, sometimes with unanticipated
consequences. For example, when one hospital said it would not participate in the
Leapfrog survey, the president of a major employer called the hospital CEO and said
they would cancel a program in which its workers go to this hospital for heart
procedures. The hospital subsequently agreed to participate in the survey.

Design Tiered Benefits and Price Them Appropriately
In many countries, the healthcare system has been designed as a single tier –
everyone gets the same class of care and benefits. However, payors are now testing
numerous types of tiered benefit models. Some aim to move consumers to more
cost-efficient and higher quality providers; others aim to make consumers pay more
for a wider selection, higher cost care, poorer quality or better service.

Tiered payments are a familiar benefit plan design, and in recent years, most U.S.
health insurers have instituted three-tier pharmaceutical plans that enable payors to
transfer more of the escalating cost of drugs to patients.  In the U.S., tiered drug
plans are being credited for a slight deceleration in pharmaceutical spending
increases in the U.S. in 2000 and 2001.
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Australia’s Physicians Convert to
Electronic Prescribing

In 1998, less than 10% of Australia’s
general practitioners were using a com-
puter for clinical applications.  By 2001,
77% were using electronic prescribing
and 86% claimed electronic data con-
nectivity.  Australia’s Practice Incentives
Program pays bonuses to physicians for
using electronic prescribing software
and computer connectivity to
exchange clinical information.
Physicians receive $7 per patient for
participating in such IT initiatives.

Programs also exist to pay bonuses for
other efforts that compensate for defi-
ciencies in fee-for-service arrange-
ments. For example, physicians may be
tempted to give quick consultations,
which often lead to unnecessary pre-
scribing and tests. Physicians can
receive incentives for care planning,
student teaching and after-hours care. 



Yet, what should patients pay more for – high cost or high quality?

“I would hope we wouldn’t make people pay more for ‘high-quality’ services that
are medically necessary,” said the Blues’ CEO Serota.  “But, at the same time, we
cannot sustain the unchecked use of high-tech services to treat low-tech illnesses
and conditions.  In designing incentive programs, then, we should focus not on
explicit cost containment, but on appropriateness – making sure patients are getting
the right treatment, at the right time, in the right setting.”

That’s why some plan designs include higher co-pays or deductibles for providers
that demonstrate lower quality or lower efficiency. While this may seem counter to
the way people shop for cars or clothes, it addresses the inadequacy of information
to consumers. In the absence of good data, most patients base their selection of a
doctor or hospital on a family or friend’s recommendation. Once they decide, they
may resist changing unless faced with information and financial incentives.

“Employers are reluctant to shrink the network,” said Sam Ho, M.D., PacifiCare’s
corporate medical director. “They can take the high road with this benefit design by
giving their employees incentives to choose the better performing provider.”
However, he warned against employers using tiers to simply pass along more costs
without more information. “Cost-sharing without quality indicators and consumer
decision support may be like throwing a grenade over the wall,” said PacifiCare’s
Ho. PacifiCare intends to price its tiered HMO products below traditional HMO and
PPO products.

Tier design is important because employees typically consider health benefits when
changing jobs. “Some argue that people don’t come to a company because of their
health benefits, but we know the benefit plans of our competitors as well as we
know our own,” said the human resources director of a large high-tech company in
Texas. 

However, consumers often don’t mind paying more if they think they’re getting
more. A recent PricewaterhouseCoopers survey showed that 62% of Canadians are
prepared to pay out-of-pocket for private health care services to upgrade their
treatment.ii In a 2000 PricewaterhouseCoopers survey of 800 consumers, 26% said
they would pay 10% more to see any doctor of their choosing.  

In the U.S., academic medical centers may be a proving ground for these tiered
products. Some payors have placed them in tiers with higher co-pays, arguing that
those hospitals have higher charges. “There’s a new source of patients who will
either self refer or ask their local physician to comment on what they’ve found on
the Internet,” said Ronald Peterson, president of Johns Hopkins in Baltimore. “It’s a
relatively modest percentage but I think it’s a sleeper. I think people who tend to be
aggressive in other aspects of what they do are going to be aggressive in finding the
best healthcare as well.” For those patients, a slightly higher co-pay won’t deter
them from seeking care at highly renowned hospitals such as Johns Hopkins.
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Best Practices:

• Continuously refine and improve 
performance standards and indica-
tors. Today’s collective goals may be
tomorrow’s standards.

• Work with physicians in designing 
and communicating quality stan-
dards. 

• Goal-setting takes time; so does 
goal achieving. Don’t expect 
providers to achieve unrealistic 
timetables.

• Focus on benefit designs that 
consumers want rather than what 
fits your processes and systems.

Trends to Watch:

• Government payors require 
hospitals to report specific patient 
safety metrics.

• Tiered plans stratify into multiple 
levels, creating confusion for some 
consumers.

• Physicians market high-end “bou-
tique” services in which wealthy 
consumers pay a flat annual fee for 
better service.

• Percentage of employee cost-sharing
in the U.S. rising from low teens to 
high teens.



TACTIC #2
Payors Will Implement Self-service Tools to Lower Costs and Shift Responsibility. 

Self-service has impacted financial services and retailing industries with such
ubiquitous notions as ATMs and Internet shopping. It can increase loyalty, lower
labor costs by making customers do part of the work, and create a digital record
that enables customizable services and better reporting.

The HealthCast Tactics survey underlined the skepticism about how quickly payors
are reducing administrative costs. The gap between how important reducing
administrative costs is and how much payors are focusing on it was the second
largest in our survey.

By encouraging consumers, physicians, brokers and consultants to use the Internet,
payors can reduce costs. Done right, they can also enhance customer service, drive
revenues and strengthen brand recognition. However, some payors may impale
themselves on the concept if they don’t take the “service” aspect of it seriously. Self-
service has to be part of an overall service overhaul. “Service is it,” noted James
Slubowski, vice president of information services for Priority Health, a Michigan-
based health plan. Priority has a robust website where members can get customized
content and check on transactions. But, at the same time they beefed up their
Internet site, Priority extended call-in hours and made it easier for people to walk in
with problems or questions.

In the United Kingdom, the National Health Service recently extended NHS Direct,
its online healthcare content portal for patients, to touch-screen kiosks in
supermarkets, pharmacies and railway stations. 

Engage Patients in Healthcare Decisions
Engaging patients in self-service starts with content. In Australia, HealthInsite is a
consumer portal that maintains strict guidelines to assure the content is not viewed
as marketing. In the U.S., most large health insurers maintain websites in which
members can look up physicians and consult member benefits. Some develop their
own content while others contract with third-parties to provide it and keep it
updated. Surveys show that Internet users that search for healthcare content say it
improves the way they take care of themselves.iii

Surveys show members want more than content, though; they want to avoid calling
a customer service representative to get a replacement membership card, or check
the status of a claim, or ask a coverage question.
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Early Adopter, Early Beneficiary:
Empire Blue Cross and Blue Shield of
New York

Empire Blue Cross and Blue Shield,
one of the nation’s largest health plans
with 4.7 million members and more
than $4.5 billion in revenues, has
embedded self-service into all of its
processes. Moving to self-service por-
tals for physicians, brokers, members
and employers will improve customer
service while saving costs.

“We designed our member portal,
which went live in December 2000, so
it could ultimately handle 90% of
those things our members would call
or write us about,” said David Snow,
Empire’s president and COO.   

In 2001, a total of 2,097 key brokers
registered online generating 5,777
quotes out of 17,642 quotes generated
in the year.  Within four months of
launching its online portal for brokers,
Empire had sold 4,901 new small
groups as compared to 3,974 sold in
the whole previous year. Empire found
that brokers enjoyed getting quotes and
other information online at night and
weekends so they could spend their
business days selling new business.

Empire encourages members to use 
its Internet site by placing a sticker on
new enrollment cards. Like a credit
card, members are encouraged to go
online and verify their insurance 
information. 



The more phone calls a health plan can delegate to a web-enabled application, the
more they save. A website contact costs pennies compared to $1 for an e-mail
contact and $5 for a phone call contact, according to Bain & Company. For growing
plans, these metrics are even more acute to keep customer service costs from
escalating. By trying to shift some of those costs to lower-cost processes, plans can
increase their margins. 

Employers, too, are moving to self-serve tools for benefits enrollment and other
benefit-related functions. “Soon, 100% of large employers will be doing everything
on a self-service basis” either through Internet or some kind of voice-activated
system, said Helen Darling, president of the Washington Business Group on Health.
“It improves the quality of reports and saves quite a bit of money if done right.”

Many payors and employers are starting to provide decision support tools to assist
their members. A tool from Asparity Decision Solutions, a U.S. vendor, is used by
federal government employees to narrow health plan selection by asking questions
like “How important is the difference between a plan with regular benefits coverage
provided anywhere versus no coverage for care received out-of-network?” The
answers to such questions allow the software to provide the employee plans based
on their preferences.

Give Consumers “Health Accounts”
Countries that previously had little or no cost sharing with patients are also exploring
the idea of patients absorbing more of the cost. Requiring patients to pay a higher
percentage of the cost of their care nearly always results in less demand for care, or
at least less-expensive care when the consumer is offered a choice among products.

In the U.S., the move to self-service is part of a bigger movement to shift more
overall responsibility for healthcare to consumers. This has been characterized as
patient- or consumer-directed health benefit products also know as defined
contribution products. Consumer-directed products come in dozens of variations,
but most include a personal health account, again of varying amounts. 

In our original HealthCast 2010 survey, 64% of U.S. respondents said they thought
most large employers would move to defined contribution health benefits by 2010.
In the HealthCast Tactics follow-up survey, that increased 5 points to 69%, with
most of them most of them saying it would happen between 2005 and 2010. 

Interestingly, when asked how employers would react to continued double-digit
increases in health premiums, more than half of the respondents to the HealthCast
Tactics poll thought employers would respond by simply passing the costs on to
employees. Only 30% thought they would respond by the much more complex task
of restructuring benefits, something that a move to defined contribution, or
consumer-directed accounts, might entail. 
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I’ll Meet You on the Net

Where do patients interact with their
doctors over the Web? Group Health
Cooperative is the U.S.’s largest con-
sumer-governed healthcare system,
including healthcare services and cov-
erage, with $1.6 billion in revenues.
Described by Ted Eytan, M.D., the
physician lead for the
“MyGroupHealth” patient Internet 
portal (www.ghc.org), as “a glimpse of
what global health care should be.
Group Health patients experience
coordination among doctors, an
emphasis on prevention, and use of the
best research to individualize treatment.”

Each patient’s healthcare team consists
of doctors, nurses and allied health
professionals so that secure patient e-
mails are answered within one busi-
ness day, regardless of who is on call
or on vacation. Next, the Seattle-based
Cooperative plans to provide lab
reports and imaging results through the
patient portal. Eytan summed up the
purpose of Group Health Cooperative
as “we are about transforming health
care, empowering patients to improve
their health.”

Before 2010

Not in
forseeable
future

After 2010
17%

14%

69%

Source: HealthCast Tactics Survey, 2002

Chart 14: When Will Most Large 
U.S. Employers Move to Defined
Contribution Health Benefits?



In the past two years, more than a dozen large employers have adopted consumer-
driven health benefit products.  The underlying theme is that much of consumer
demand is discretionary, and if individuals had more of a stake they might not
demand expensive prescriptions, go to the doctor for minor ailments, or request
tests that aren’t necessary. Indeed, one employer found that after implementing a
consumer-directed health plan, prescription costs dropped and calls to a nurse help
line quadrupled. The help line was an alternative to a physician office visit.

Some consumer-directed health plans can be complicated to explain, however. The
new benefit plans threaten to complicate employees lives with multiple coverage
levels, co-pays and deductibles. “In most markets, our employees love the HMOs,”
said one U.S. employer, noting the lack of paperwork required.

Confronted with a complex, but customizable health plan and a simple one, many
employees will select the simple one. In addition, many employees have had bad
experiences with self-directed retirement accounts, particularly in the last year when
investments were deflated in the stock market.  If confused by the dizzying array of
choices offered in a consumer-directed account, they may opt for a simpler product.

Refine the Website Strategy
Our HealthCast Tactics survey showed that the industry is skeptical about insurers’
ability to leverage e-business. Those who thought insurers had much or a great deal
of ability to leverage e-business actually dropped from 63% in the 1999 survey to
44% in the HealthCast Tactics Survey.

Respondents may be reacting to payors’ inability to date to lower costs through the
Internet. In the U.S., insurers can’t introduce some e-business applications easily
because of the patchwork of state laws governing how they operate their business.

Or, respondents may have visited the website of a payor. 

Many payors’ websites aren’t easy to use. Some posted them with little thought of
who was going to use them, for what, and how would they be maintained. Often,
payors spent millions of dollars to launch a website, only to be disappointed when
few used it.

Savvy payors can benefit from others’ basic best practices. For example, “Contact
Us” is a typical website button, and it should include usable information on how to
phone, write, e-mail or visit. Customer service and/or business hours should be
listed. Frequently Asked Questions (FAQs) should be categorized by topic.

Users need a website that is easy to use, loads quickly and provides relevant
information. Even physicians and brokers often depend on slow connections to the
Internet. For example, pages that are larger than 20kb may be slow to load. Despite
the promise of fast broadband access, only one-fifth of online Americans have
broadband access at home, according to Nielsen/NetRatings.iv Adoption has slowed
because of financial problems by high-speed internet companies, several of which
went bankrupt in the past two years.
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Chart 15: How Much Ability Do
Insurers Have to Leverage E-Business?
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HealthCast 2010

Best Practices:

• Make available real-time customer 
service, such as as “click-to-talk” on
websites.

• When customers submit an inquiry, 
let them know how long it will take 
for a reply.

• Clearly disclose privacy policies to 
encourage usage.

• Assess security and controls over 
Internet and Intranet web portals.

• Develop strategic, customer, operat-
ing and financial metrics to gauge 
online progress. 

Trends to Watch:

• Consumer organizations report 
costs/benefit analysis of health plans
and providers.

• Increased interest in individual 
health insurance policies.

• Web kiosks in hospitals, clinics and 
public places to view baby pictures,
refill prescriptions and verify med-
ical information prior to treatment.



As health plans’ products are becoming more complicated and more customized,
there’s a danger that they’ll be more difficult to explain. In order to distinguish
among the types of plans, members will need concise comparison tools. For
example, the American Association of Retired Persons provides a grid on its website
(www.aarp.com.) that details out-of-pocket costs and other benefit for various plans.

TACTIC #3
High-Volume Patients Will Be Targeted through Systems that Combine Claims and
Self-Reported Health Assessments to Develop into Predictive Data.

Both hospitals and payors will begin to focus more on high-user categories.
Hospitals will do so to develop service lines for cost efficiency and quality. Payors
will do so to better manage the patients who are using the most resources.

In healthcare, a small percentage of patients typically use a disproportionate share
of the resources. In the U.S., 10% of the population account for 69% of medical
expenditures.v While payors recognize this ratio, their care management strategies
have varying degrees of success.

The importance of payors arranging for the management of a patient’s care ranked
fairly low in the HealthCast Tactics survey. It rated 2.7 on a scale in which 1 was
not important at all and 5 was extremely important. (See chart 16.) When that ranking
is compared to the progress of payors in arranging for that care, the gap was very
small (0.1). In fact, in the U.S., it was a negative 0.1, indicating that management was
outdistancing importance. This may reflect the backlash against managed care in the
U.S. Patient advocacy groups have rallied against managed care controls, and patients
are selecting benefit plans with more choice. Of the sectors surveyed, employers
ranked this higher than hospital executives, payors, physicians, policy makers and
medical supply vendors. Physicians, not surprisingly, ranked it lowest at 2.48. 

However, when asked whether patients themselves were able to manage their own
care, HealthCast Tactics respondents ranked that activity very low at 2.27 on a 5-
point scale, indicating that respondents didn’t believe that most patients are capable
of doing so. 

Truly, physicians are the key here. They’re highly trusted by patients, and they’re
conduits for information. 

However, “care management” has two connotations. One is patient choice and the
ability of patients to select the provider of their choosing. The other is to make sure
the care is actually being managed as effectively as possible. It’s one thing to choose
a physician, but quite another to determine the proper protocols for congestive
heart failure. Even physicians have difficulty keeping up with the new technologies
and treatments. How can patients know better?
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Chart 16: Payors Are Close in Meeting
Expectations of Arranging for 
Patients’ Care

Source: HealthCast Tactics Survey, 2002



This debate becomes more meaningful in terms of high-cost users, such as the
chronically ill. While identification of those patients is fairly simple, gathering
detailed information on their care is more complex. Healthcare data is typically
fragmented and unlinked. Pharmacy data is maintained in separate databases from
claims data, and even those databases are often scattered. 

Payors are beginning to connect databases for effective analysis. For example,
Australia is moving towards a Better Medical Management System, which would
create an electronic patient medical record by linking prescriptions written by
different doctors and dispensed by different pharmacists.

Yet, some payors are going one step further. Previously, few payors have had the IT
muscle to link information on drug use with claims data and personal health
assessments. Now, some private payors are starting to put these pieces together to
produce a predictive rather than reactive system of care. 

Predictive modeling, which has successfully been used to gauge future demand in
other industries, is a pre-emptive strike to identify high-cost users before they get sick. 

Identify Key Populations for Predictive Modeling
Although disease management was a popular concept in the 1980s, it fell out of
favor because of a lack of return on investment. Now, it’s surging back, in part
because of health inflation and, in part, because data systems are more effective
and predictive.

Yet, payors will need to gain patients’ confidence to get their participation.
Consumers are more educated and demanding. When a disease management
program requires compliance with certain regimens, patients are likely to do their
own research to verify whether they should do it.  As we mentioned before, survey
respondents showed a low confidence in patient’s ability to manage their own care. 

Part of the issue is trust. In the HealthCast 2010 report, we found that only 16% of
respondents thought insurers could meet the demands of empowered consumers. In
the HealthCast Tactics survey, that increased to 30%, but it was buoyed by the
European response. (See Chart 17.) Apparently, Europeans are more trusting of their
health insurers than in the U.S. 

In the U.S., only 17% believed that insurers could meet these demands, which
could be a crucial issue for participation in disease management. More employers,
governments and insurers are turning to disease management, but will patients
participate? In the U.S., the Medicare program is beginning a three-year pilot
program to pay disease management vendors a monthly fee to manage patients with
advanced-stage congestive heart failure, diabetes, and coronary artery disease.
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How to Incentivize Consumers to 
Be Healthy?

In the PwC HealthCast Tactics survey
we provided a list of six strategies to
get consumers to take more responsi-
bility for their healthcare. 

Interestingly, most of the consumer-
driven health plans focus on increased
sharing of overall costs or co-pays. Yet,
our survey reported that executives
favored rewarding incentives for cer-
tain favorable behaviors. 

The ranking:

1. Incentives for healthy behaviors

2. Incentives for compliance with drug
regimens

3. Incentives for compliance with
disease management

4. Increased co-pays at time of service

5. Increased sharing of overall costs

6. Financial penalties for poor health 
benefits

Employers tended to rank cost-sharing
strategies as more important than other
incentives. For example, incentives for
health behaviors ranked first with 56%
of physicians, but only 31% of employ-
ers. Increased overall sharing of costs
ranked first with 25% of employers but
only 7% of payors and physicians.

Source: HealthCast Tactics Survey, 2002
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Chart 17: % Who Said Insurers 
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Consumers
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In the Netherlands and Belgium, diabetic disease management programs have been
set up to improve the early detection of diabetes patients, the stabilization of the
progress of the disease and the promotion of patient compliance. First results of a
Dutch outpatient diabetes program resulted in 33% fewer eye complications after
two years and significant improvements in regulation of blood pressure and lipid
profile after one year.

In addition, at least six state Medicaid programs have disease management
programs. In some cases, states have had to obtain federal waivers to proceed
because disease management entails reimbursement for preventive services. For
example, a West Virginia program received a waiver to allow reimbursement of
certified diabetes educators and primary care physicians for diabetes disease
management services.vi

There are several direct and indirect proven outcomes from the use of disease
management. For example, asthma programs typically reduce emergency room
visits. This is especially important in today’s climate. Keeping patients from
unnecessarily going to overcrowded hospital emergency rooms will decrease costs
and increase patient satisfaction. The hospital emergency department is the highest
cost setting, typically two to three times higher than a clinic office visit.

Despite the focus on drugs, payors know that hospitals are the primary cost driver.
In 2000, hospital spending accounted for the largest portion of medical cost
increases in the U.S. Keeping patients out of the hospital will remain the biggest
focus for payors, particularly because cost-sharing trends on pharmaceuticals are
more accepted by consumers. Consumers are more likely to share in the increasing
costs of pharmaceuticals going forward, but less likely to participate in rising
hospital expenses.

The new economics of rising costs and the ubiquitous nature of disease
management programs for certain conditions will create an environment of
participatory pressure. Such a huge body of evidence exists on certain disease
management protocols that some plans will push more urgently to get high-risk
patients to participate. Patients who do not participate in such programs may have
to pay a higher co-pay or deductible because of their unwillingness to be guardians
of their own health. What constitutes participation may vary from plan to plan.
However, high-risk patients cannot continue to drain the resources of payors,
whether they are public or private, without actively participating in the
improvement of their own care.

“At the end of the day, the only way we are going to get healthcare costs down is to
get everybody accountable for their behavior,” said Blues association president Serota.
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German Insurers Must Enroll At-Risk
Patients in Disease Management to
Garner Higher Payment

Beginning in the second half of 2002,
distributions to German health insur-
ance companies will reimburse them
more for patients enrolled in disease
management programs. Currently, the
government pays insurers a flat rate
based on the age and sex of persons
insured. German policymakers have
said for some time that such payments
discriminate against those insurers who
have more chronically ill patients.

Now, insurers will receive more for
registering patients in four disease
management programs: asthma, dia-
betes, breast cancer and chronic heart
disease. More than 12 million Germans
have been identified for those diseases,
and privacy restrictions were eased to
allow insurers to target those patients
based on claims data. Some intend to
advertise to attract such patients.

The onus is on insurers to work with
physicians on these disease manage-
ment protocols. Physicians who do not
support such efforts may find that their
contracts with insurers are cancelled, a
major shift from previous days.

Chart 18: How Important Is It That
Payors Arrange for the Management
of a Patient’s Treatment?

Source: HealthCast Tactics Survey, 2002
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Pay for Former Freebies 
Today’s reimbursement system has evolved over decades, and inequities exist in
what is paid for and what’s not. Payors may need to reassess how to pay for some
services that they previously have not paid for to encourage disease and care
management. For example, some have advocated payment for “information therapy”
that aids a patient in their own care. 

“Good information has to become a paid commodity, to be provided by the doctor,
nurse or assistant,” noted Rob Meerhof, chairman of the Federation of Patient and
Consumer Organisations, in the Netherlands. “Patients should not have to pay
separately for this, but it should be reflected within the overall pricing structure.” 

Yet, payors will have to determine not only how to pay for information, but how to
disseminate it. For example, surveys have shown that patients want to e-mail their
physicians, but physicians don’t want to respond because they’re not paid for that
effort. Some health plans in the U.S. are piloting ways to reimburse physicians for e-
mail that takes into account the type of question and response required. 

Look Ahead to Instill Prevention, but Manage Expectations
Predictive solutions leap ahead to give patients more knowledge about their
conditions and future conditions.

However, early diagnosis can increase costs in the long run, and it can create
anxiety that providers will need to address. As more patients are diagnosed earlier,
some may find that their disease is not curable, the treatment is not predictable, and
the cost is out of reach. 

This is even more problematic amid the blossoming science of genomics. Patients
who participate in the increasing array of genetic screening tests may infer that once
a condition is found, it’s just a matter of treating it. However, researchers have not
yet figured out how to fix most genetic defects. For example, the genetic defect
leading to sickle cell disease has been well known for years, but preventing and
curing it remains unsolved.

As more and more genetic tests become available, payors will be pressured to pay
for them. Payors must stay on top of this growing arsenal of tests to determine how
important they are to a patient’s self-assessment. Also, payors must determine
whether patients should seek genetic counseling both before and after testing. In the
U.S., the number of genetic counselors is sparse, meaning that primary care
physicians are more likely to be confronted with questions.

Finally, the source of disease may be a combination of genetic defects and
behavioral problems. A patient who seeks a cure to the former may not be willing to
change the latter, leaving payors to make difficult choices about treatment.  
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Privacy Reigns
As information is collected and analyzed, a patient’s condition may be more clearly
understood. While some patients will welcome that, others won’t. 

Patients will want to understand how their information is shared. In the HealthCast
Tactics poll, 90% of respondents thought it was important or very important that
patients understand how their information is shared. Yet, when asked whether
healthcare organizations have implemented practices so that they understood how
the information is shared, 11% said organizations had not started and 30% said
they were just beginning.

In Australia, a national health information network, HealthConnect, has been
proposed that would gather information about an individual in a standard electronic
format at the point of care. However, consumers would have to grant their consent.

While consumers may see value to the maintenance of an electronic medical
history, the growing ability to look into their medical future may be troubling. For
example, more and more genetic tests are becoming available, but patients will be
more concerned about what information gets out. Some people will be afraid to
take the tests because they won’t want it in their records.

In the U.S., the government has passed strict privacy regulations through the Health
Insurance Portability and Accountability Act. These regulations give organizations a
roadmap through which they must design, implement and enforce privacy policies
in their organizations. However, payors also must be aware of state legislation
because if it is stricter than the federal law, it will take precedence.

These laws carry heavy financial and criminal penalties for individuals and
organizations that breach patient privacy. Healthcare organizations may want to
consider a project management office to communicate and implement privacy
policies. For example, the U.S. law has specific rules concerning training healthcare
employees and appointing a privacy officer.

TACTIC #4
Single-Platform Information and Warehousing Systems Will Help Payors Simplify,
Integrate and Standardize.

Transformation of IT systems to a single operating platform can take one to five
years. However, once on that platform, a payor can verify benefits regardless of
which product the member is on. Since insurers are moving to more customizable
benefit plans, simplifying the process is crucial for reporting and tracking.

In the U.S., employers want to be able to compare data among their benefit
vendors. Some employers may have a dozen or more vendors providing carve-out
or analysis services. Yet, they can’t get data collected across the spectrum to help
them make decisions.

Single platform IT is the Holy Grail, Blues Plans CEO Serota said, adding, “Many of
our business practices are driven by our systems.” Adoption of a single platform IT
system within payors will evolve slowly because many plans don’t have the money
to develop one. 
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Best Practices:

• Integrate demand management, 
disease management and utilization 
management programs.

• Conduct regular security and 
privacy assessments of IT systems.

• Create incentives for consumers to 
complete self-assessments and self-
monitoring.

• Set guidelines about use and sharing
of an individual’s genetic information.

• Give patients access to their own 
data.

Trends to Watch:

• Salaries for geneticists and genetic 
counselors rise with growing 
demand.

• Report cards for disease manage-
ment vendors are available for 
payors and patients.

• Identity and information theft 
increases.



In the U.S., payments to providers by health plans have bogged down under IT
systems that fail to work properly. In some cases, health plan mergers have meant
patchworking legacy IT systems that couldn’t communicate with each other. As a
result, providers have petitioned state legislatures to pass “prompt pay” legislation
that requires payors to reimburse them within a specific timeframe, most frequently
15 to 45 days. Forty-five states now have prompt pay laws and more than $20
million in fines have been assessed on payors that failed to meet deadlines.

A single platform data warehouse enables payors to perform a variety of business
applications, including real-time data mining and e-business personalization. The
data warehouse is placed between the back-office enterprise resource planning
(ERP) systems and the front-office customer relationship management systems.
Healthcare organizations can learn from the data warehousing experience of other
industries that have enabled them. Large national and regional payors will require
data solutions that enable them to collect, aggregate, manage, analyze, filter,
customize and distribute information throughout their organizations. It’s difficult, if
not impossible, to do so on multiple legacy systems that do not communicate with
each other.

Encourage Standard-setting
In Australia, a National Health Information Standards Advisory Committee was
established in late 2000 to oversee development, coordination and implementation
of national health information standards. The Committee is part of a country-wide
strategy for online health.

Moving to a standardized format is essential to simplification and cost reduction.
Healthcare transactions that are processed in standard formats and electronically
are less costly. For example, in the U.S., prescriptions moved to electronic formats
in the 1990s after Congress passed an act that instituted a drug benefit for seniors.
To participate, pharmacies had to be able to electronically transmit claims to
Medicare. Although the Act was later repealed, automation continued and enabled
today’s pharmaceutical benefit management industry to reap the efficiencies. As a
result electronic processing of pharmacy claims is less expensive. (See chart 19.)

IT Integration Demands Collaboration and Government Efforts
IT integration must cross sectors, functions and through organizations. 

The use of information technology brings out the best and worst in healthcare.
What’s been referred to as the “digital divide” creates a chasm between those with
technology and those without. Many healthcare organizations suffer from a digital
divide in their own shops. 

“We have seen a cultural barrier between health management executives and
information systems professionals,” said Dr. José Luis Monteagudo, head of research
in telemedicine and information society at the Instituto de Salud Carlos III, a
research body of the Ministry of Health of Spain. “This situation is no longer
feasible. The new generation of healthcare managers is aware of the IT possibilities
and benefits. They know that IT enables business.”
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Standardized Formats Mandated
in U.S.

By October 2003, all U.S. healthcare
organizations must transmit electroni-
cally using standardized data formats
as part of the Health Insurance
Portability and Accountability Act.
HIPAA resulted from industry pressure
to mandate national standards that
would reduce costs. 

Organizations should have begun
assessing their readiness, and in the
next year should begin testing transmis-
sion with their business partners. The
testing alone is a several month process
and requires extensive collaboration.

The cost of transmitting a claim 
electronically can be as little as one-
hundredth of the cost of a traditional
paper claim. 
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Chart 19: Cost of Processing as % of
Claim Cost in U.S.

Source: Industry and PwC estimates



Monteagudo also sees an important responsibility for government payors to ensure
that IT is a bridge connecting all sectors. “One of the roles of government bodies in
Europe will be to set standards, and enable these networks. The government could
in some countries even act as some kind of ASP (application service provider) and
network enabler for local bodies and organisations.”

In Denmark, the health authorities and hospital owners are planning to develop a
national e-health exchange and portal. This will be the patients’ “single point of log-
in” to the Danish Health Care sector, providing qualified information on healthcare
services and quality, but also giving them access to their own patient records. John
Erik Pedersen, who heads the Danish ministry office responsible for financing and
organization of the Danish public health care service, believes that within five years
all hospitals will have implemented electronic patient records that cover most clinical
departments and which are interoperable across systems and organizational units. 

Although U.S. Secretary of Health and Human Services Tommy Thompson has
advocated for a nationalized medical record system, the U.S. is far away from that
at this point. 

In Canada, where the electronic medical record has been identified as the fastest
growing IT priority among Ontario hospitals, the federal government committed
$500 million in 2000/2001 funding to accelerate the adoption of modern
information technology. The funds were placed in an independent corporation,
Canada Health Infoway, to strategically invest in projects such as developing
standards and accelerating the adoption of new technology.vii However, estimates
suggest that between $6 and $10 billion would be needed to achieve full
implementation of the Canadian Health-Infostructure. 

Cooperate to Keep It Simple 
Currently, most U.S. health plans require physicians to fill out as many as a dozen
pages of credentialing forms before they can participate in their particular networks.
If 10,000 doctors contract with 10 insurers, that creates 1 million pieces of paper.
The Coalition for Affordable Quality Healthcare, a group of 25 of the largest health
insurers in the U.S., has standardized the forms and put them in an electronic
databank where physicians can fill them out and approved payors can access them.

TACTIC #5
Public and Private Responsibilities to Patients Will Blur, Creating Opportunities
and Dilemmas for Payors.

Aging puts more patients into the government’s risk pools and fewer ones into
private insurers’. That means that the market for private insurers is shrinking while
the market for government plans is growing. That trend increases during a recession
when more consumers depend on public support. Some forces blur that trend, such
as governments contracting with private companies for managed care services, as
they do in the U.S. for Medicare and Medicaid. 
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Best Practices:

• Make communication and training 
of users a priority when establishing
enterprise data warehouses.

• Employ standard industry data 
models and evaluation tools to 
develop and maintain the data 
warehouses.

• Use industry metrics to measure 
performance.

• Use open, flexible IT architectures 
that easily adapt to new products 
and partners.

• Work with competitors to standard-
ize processes that increase overall 
costs without adding value.

Trends to Watch:

• Competition among organizations 
that want to be standard-setters may
cause confusion and delay progress.

• IT infrastructure is a consideration in
mergers and acquisitions.
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To what degree governments will relinquish control of healthcare to private
organizations will vary with the whims of politicians. The ratio of public-private
spending on healthcare will be a topic of political and social debate with increasing
frequency. (See chart 20.) Private spending in the U.S. outweighs public spending,
but in most other countries the reverse is true. Yet, in the United Kingdom,
politicians are debating how much to increase public spending on health and how
to increase the private portion as well. 

In the U.S., changes in tax law could signal new opportunities for insurers.
President Bush has proposed refundable tax credits for health insurance. Tax credits
could be a bridge to bring the uninsured into more private healthcare products and
relieve the burden of public hospitals and other providers that provide care to the
uninsured. Tax credits also may be viewed as a popular solution during the current
recession when individuals are losing health benefits previously provided by their
employers. 

Governments Consider More Consumer-directed Services and Payment Methods
True efficiency of the healthcare system could hinge on integration of public and
private interests. Regulations, whose intent can harm or heal, are increasingly
impacting the provision of private healthcare services. As a private health system
flourishes, government may be called on to tailor the provision of services or to
incentivize this public-private cooperation. Joan Rodes, M.D., president of an
advisory committee to the Spanish Ministry of Health commented, “Drivers toward
better decision making in terms of cost and quality will lead to a higher crossover
relationship between public and private agents.  Decisions will be made based on a
more open market, and branding and client relationships will be a key issue for
players that are not now very focused on these issues.” 

In the preface, we discussed the infusion of funds in private health insurance in
Australia, a development spurred by the nation’s Lifetime Health Cover scheme. The
law came as the nation’s health insurers were on the brink of collapse in 1998. 



In a similar development in South Africa, new regulations were implemented in
2000 that mandated a compulsory minimum benefits package for all health
insurers, called medical schemes. They mandated coverage of certain conditions,
such as AIDS and organ transplants that were excluded in the past. While privately
owned, these schemes operate under strict legislation. For example, claims must 
be processed and paid by the medical scheme, either to the member or to the
provider, within 30 days. In addition, claims must be submitted within 3 months 
of the date of service.

At least 50% of the scheme’s board of trustees must be elected from the members,
an aspect that injects consumerism into the business. The government also
encourages purchase of private insurance through penalties for late joiners. As of
April 2001, the later a person joins a medical scheme after the age of 35, the higher
the premium. For example, if a consumer waits between 10 and 19 years after the
age of 30, the contribution is 1.25 times the premium of those who paid for
coverage prior to age 30.viii

For countries with government-run health systems, the emergence of private health
insurance introduces market dynamics and fickle consumerism. “In the future,
people will be able to switch insurers more easily. Insurers will have to make their
products distinctive and competitive. This means that insurers will look for the
cheapest health care or for the best guarantee of total healthcare delivery. They will
start taking the price and organisation of the health care into account,” said Floris
Sanders, chairman of the Board of the National Council for Health Services in The
Netherlands.

When government payors push more costs and responsibilities to consumers, they
must provide vehicles so that consumers can provide feedback. In Australia, the
Consumer Focus Collaboration was established to improve information to health
consumers, facilitate consumer involvement, and improve consumer accountability.ix

At the national level, the Consumer Health Forum and Australian Consumers
Association provide ways for healthcare consumers to voice their concerns and
make recommendations. In addition, an ombudsman mediates consumer
complaints.x

Governments Embrace Care Management
The fragmentation of the healthcare system in the U.S. is costly and can be
damaging to patients, who are often lost in the shuffle. In the 1990s, the Medicare
program moved to managed care, which was extremely popular with seniors, but
broke down when government funding failed to keep up with medical cost
increases. Government officials worry about what aging patients with chronic
conditions will do to their budgets. About 80% of Americans over age 65 have at
least one chronic condition. 

Meanwhile, state programs for the poor are accelerating the use of managed care.
The number of Medicaid beneficiaries covered by managed care nearly doubled
during the 1990s, and now 56% of Medicaid beneficiaries are covered under
managed care plans. 
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Table 2: Which of the Five Spending
Categories Will Receive the Most
Cost Pressure from Payors?

1. Drugs

2. Hospital care

3. Medical technologies

4. Specialist physicians

5. Primary care physicians

Source: HealthCast Tactics Survey, 2002,
HealthCast 2010



Many governments will look to private industry as a safety valve to fund what
taxpayers will not pay for or manage it better than bureaucratic government
agencies. As a response to rising drug costs, the U.S. is considering partnering with
pharmaceutical benefit management companies that already negotiate for deep
discounts with pharmaceutical makers. 

Medical Technology Advances Tempt Providers and Patients 
All payors are trying to figure out how best to pay for new technologies. In the
HealthCast Tactics poll, respondents indicated that drug spending would receive the
most cost pressure from purchasers. (See table 2.) The amount nations spend on
drugs differs, but perhaps more important is the rate of increase. For example, in the
U.S., only about 9% of spending is on drugs, but the rate of increase was 19% in
1999 and 17% in 2000.

In most countries, pharmaceutical spending is increasing faster than other health
spending categories. Research is driving it, bringing more drugs to market. What’s
also alarming to payors in the U.S. is the correlation in increased drug spending and
direct-to-consumer advertising. 

Yet, even without the rising advertising budgets of pharmaceutical manufacturers,
providers and patients will increasingly be tempted by technologies that make it
easier, cheaper and quicker to treat diseases. 

“We’re scared because the new technologies are good technologies. How can you
withhold some of these?” noted Ron J. Anderson, M.D., president and CEO of
Parkland Health and Hospital System, a large tax-supported hospital in Dallas,
Texas, that consistently ranks in published lists of top hospitals. 
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Respondents to our HealthCast Tactics survey said medical technology would have
the biggest impact on the health system between now and 2010. (See chart 21.)
Because of that response, we asked executives what medical technologies would
have the biggest impact. The list follows. 

Medical Technologies that Will Impact Healthcare Between Now and 2005

Digital imaging. Most market-leading hospitals will convert to digital imaging by
2010. While bandwidth is a problem for some facilities to transmit digital images,
one U.S. vendor has developed a technology now being used by 80 hospitals to
transmit using standard bandwidth.

Drug-coated stents. These stents automatically release a drug that overcomes
rejection and reduces restenosis. The average stent procedure uses 1.5 stents at a
cost of about $1,000 per stent. The drug-coated ones will cost $3,000 each. They
will be available in Europe in 2003, in the U.S. in 2004.

Oral cancer treatments. The FDA approved Gleevac, an oral treatment for chronic
myeloid leukemia by Novartis, in less than three months, a record for the U.S.
agency for a cancer therapy. Gleevac is the first drug to target specific genetic
abnormality in cells, thus bringing the genomic revolution even closer to patients.
Although approved for leukemia, its usage may widen to other cancers. Cost is
about $24,000 a year. Estimated sales are $500 to $800 million a year, globally.

Minimally invasive surgery. Many cardiovascular, urological and orthopedic surgery
procedures are moving to endoscopic ones that are less painful and traumatic to the
patient. In 2000, the U.S. Food and Drug Administration approved the first robotic
system allowed to be used in U.S. hospitals. The system costs $1 million, although
competitors are now marketing less expensive alternatives. 

Sepsis treatment. Xigris, a genetically engineered version of a naturally occurring
human protein, treats the most serious forms of sepsis, a life-threatening disease in
hospitals. Some 225,000 patients die from sepsis in the U.S. hospitals annually.

Implantable devices. Medtronic is leading the development of smart heart devices.
Biotronik Home Monitoring System is the first implanted pacemaker that includes a
tiny transmitter capable of automatic, remote data transmission. The device collects
data on the patient’s heart condition and automatically sends it to the patient’s
physician. 

Microscopic cameras. U.S. hospitals have already begun purchasing the M2A
Capsule Endoscope, made by the Israeli firm Given Imaging. A vitamin-sized
capsule contains a camera, which snaps pictures twice a second as it is moved by
natural muscular waves of the digestive track through the small intestine. Some
experts believe endoscopies may increase rather than decrease because the
camera’s pictures will raise more questions. 
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Diabetes devices. Venture capitalists and manufacturers are investing in smaller and
cheaper insulin pumps, monitoring devices and antidiabetic drugs. Diabetes
patients are notorious for not following proper regimens, so the focus is on devices
and drugs that require little patient intervention. 

At-home health test kits.  At-home pregnancy testing has been available for years,
but now consumers are buying kits that test for prostate cancer, osteoporosis, and
Alzheimer’s disease. U.S. sales are estimated at more than $2.8 billion this year. The
availability of tests, spurred by major lab and pharmaceutical marketing, could
create more demand for healthcare services.

Embryonic stem-cell research and cloning.  Perhaps the most controversial medical
research is being done in this field. Proponents cite the advantages such as drug
manufacture, transplants and research while opponents denounce it as unethical
and disrespectful of human life.

i “Survey Shows that Medical Errors and Malpractice are Among Public's Top measures of Health Care 
Quality,” press release, Agency for Healthcare Research and Quality, Rockville, Md., Dec. 11, 2000.

ii The HealthInsider, spring/summer 2001, PricewaterhouseCoopers.
iii “The Online Health Care Revolution,” Pew Internet & American Life Project, Nov. 26, 2000.
iv Broadband Net Surfing Accounts for More than Half of All Time Spent Online, according to 

Nielsen/NetRatings, press release, March 5, 2002.
v The Concentration of Health Care Expenditures, Revisited, Health Affairs, March/April 2001.
vi Medicaid Disease Management: Seeking to Reduce Spending by Promoting Health, State Coverage 

Initiatives, Academy for Health Services Research and Health Policy, by Ben Wheatley, August 2001.
vii Building the Foundation for e-Health in Ontario: A Pathway to Improved Health Outcomes, Ontario 

Hospital Association, May 2001.
viii Council for Medical Schemes Official Website, www.medicalschemes.com.
ix Lister, Graham. The Patient's Forum 2001 Conference: Shaping the Agenda-the UK Movement.  

15 Feb 2001. p. 4.
x Ibid.
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Best Practices:

• Financial incentives that encourage 
consumers to buy health insurance 
by penalizing them if they wait until
they’re older.

• Establishing appropriate co-payments
for patients to manage demand.

Trends to Watch:

• Creative incentives for consumers to
participate in disease management.

• Government payors streamline 
processes and lower administrative 
costs for providers in exchange for 
lower reimbursement.

• Governments releasing previously 
unavailable information about 
providers, such as criminal convic-
tions and jury awards on physicians.



Getting to the Future First:
Action Steps for Healthcare Organizations

While not recommended, doing nothing about tomorrow’s healthcare concerns is
always an option for healthcare organizations. For now, the pressures to maintain
the status quo may be stronger than those to implement disruptive, sometimes costly
solutions. 

The issues we have discussed create a climate for change, but the crisis may be too
far from sight for organizations occupied by short-term thinking. True, demand is
gradually rising; supplies are slowly being usurped; disaffection with the system
ebbs upward. Still, taking a wait-and-see attitude will be the preferred course for
many organizations. 

Market leaders, however, are already anticipating the needs of healthcare’s demand-
driven system and implementing new solutions. We discussed many of those tactics
in this report. Market leaders recognize that the pressures on the system are causing
fissures in patient quality and safety. Waiting until the end of this decade to change
administrative and clinical processes will be like being at the receiving end of a fire
hose as millions of Baby Boomers stream into the system with expensive diseases
and high expectations.

Move to “Evidence-Based Management” Models 
We believe healthcare leaders must turn to “evidence-based management”
solutions, a business variation on the success of evidence-based medicine among
leading provider and payor systems throughout the globe. Evidence-based medicine
draws on research-based solutions with positive outcomes. 

We advocate a similar move by healthcare executives to “evidence-based
management” in administrative as well as clinical processes. Healthcare managers
should evaluate the best practices and solutions implemented by market leaders
both inside and outside of the industry. For example, some service industries, whose
profit margins are no better than those of healthcare, have far out-distanced
healthcare’s use of information technology. Innovative staffing and retention
strategies used by other types of employers keep workers happy and healthy. 

Predictive model is being used by manufacturing companies to anticipate future
demand. Within healthcare itself, organizations can learn from proven solutions dis-
cussed earlier in this report by peers in the U.S., Canada, Europe and the Pacific Rim.
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As the graphic below demonstrates, the future healthcare system must build on the
success of proven solutions in evidence-based management to achieve success.
Otherwise, organizations will be bogged down in timeworn problems against which
they find limited success, then backtrack, more limited success, then backtrack
again with no overall gain.

Moving toward such solutions requires action steps, which we suggest below:

All Sectors
• Narrow your list of partners to those with high quality and efficiency to improve 

overall care to patients.
• Work collaboratively within and across industry sectors to eliminate costs and 

coordinate care for patients.
• Adapt infrastructures and resources to real market needs.
• Measure performance.

Hospitals
• Reduce your organization’s information “float” to get data to patients and 

clinicians more quickly.
• Move toward a stable organizational structure with clear incentives that enable 

progress and discourage turf-building. 
• Concentrate on your main competitive assets and define a “real center of 

excellence” portfolio for the future.
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Private insurers
• Move discussions with physicians, providers and drug makers from discounting 

to making care delivery more efficient.
• Appropriately price out-of-pocket costs to consumers so they understand the 

value of healthcare services.

Governments
• Develop incentives for providers to invest in IT and drive standard-setting to 

eliminate wasteful variations.
• Assess options to use the private sector more effectively to control the impending

demand surge.

Physicians: 
• Be prepared for increasing questions about genetic testing and gene-based 

therapies.
• Prepare for cash-paying patients with efficient collections and market pricing.

Employers
• Upgrade the healthcare literacy of employees with relevant, customizable content.
• Assess total employment benefits strategy to empower employee decision-making.

Preface Footnotes:
i Understanding the Effects of Direct-to-Consumer Prescription Drug Advertising, Kaiser Family 

Foundation, November 2001.
ii Nielsen/NetRatings Reports a Record Half Billion People Worldwide Now Have Home Internet Access,  

press release, March 7, 2002.
iii Health Funds are in Recovery, Strategy, Sept. 20-26, 2001.
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