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Four Megatrends for the Next Five Years

In order to plan effectively, it is essential that a healthcare organization
develop its best prediction for the healthcare market of the future. The
following are components of a highly likely scenario that can guide a

healthcare provider's planning:

1) Arbitrary/Significant Cuts in Medicare: The federal government will soon
be faced with either cutting Medicare and/or raising taxes. The $25 billion in
proposed cuts to the Medicare Budget for 2007 foreshadow the government's
intentions. In addition, it is anticipated that some component of the Medicare
payment will be based on quality metrics. This will force hospitals to standardize
care around best-practice protocols, optimizing length of stay and rationalizing
the use of expensive resources, e.g., implantable devices and “designer drugs.”
This usually results in the development of hospitalist and intensivist programs
in hospitals. In addition, hospitals must continue the three-decade old strategy
of cost shifting so that commercial payers subsidize underfunded government
reimbursement.

2) The Proliferation of High Deductible Health Plans and a Rush to Critical
Mass: The commercial payers have two tricks up their sleeves:  1) become
dominant in a market so that they can pay providers less and 2) make the
patient pay significantly higher out-of-pocket for their health care, i.e., high
deductible health plans. This will challenge a hospital's ability to cost shift at a
time when it is even more critical to do so.  Hospitals that are not “geographically
indispensable” will be forced to accept inferior rates from payers. Eventually
these hospitals will either become part of a “must-have” system or become
insolvent. Given the pressures on both commercial and government rates,
hospitals will have to:

Negotiate margin-based contracts

Operate at industry-best-practice-efficiency benchmarks

Eliminate deficit-generating non-core services

While theories abound about how high deductibles will miraculously transform
patients into educated, rational consumers, one certain outcome of high
deductible health plans is more bad debt. The collection policy of all health
care providers must become more disciplined or their cash flow will become
jeopardized.

3) Physicians Will No Longer Voluntarily Engage With a Hospital:
Physicians continue to experience significant reductions in fees from Medicare
and below-inflation increases from the commercial payers. Most practices
are approaching capacity so seeing more patients is not an option. In order to
maintain their income, physicians are attempting to increase their revenue per
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PHNS is an innovative healthcare services company providing strategic outsourcing
services in information technology, health information management and receivables
management to over 400 hospitals.  PHNS is not a consultant, vendor or software

About

company but a partner, a solution.  PHNS understands healthcare because our partners are healthcare and healthcare
only.  Unlike its competitors, PHNS strategically aligns itself with a hospital's clinical and financial goals and
objectives.  Through its unique business model, PHNS reduces costs by aggregating, consolidating and sharing
resources among its participating hospital partners.  PHNS helps hospitals manage information systems, computer
technology, patient records, coding and patient billing to improve patient care, safety and efficiency and increase
profitability and efficiency.  For more information, visit www.phns.com.

unit of time worked. Key tactics to accomplish
this include:

Developing freestanding and in-office
ancillary services

Demanding pay for services they
traditionally provided voluntarily, e.g.,
emergency department (ED) call

Entertaining employment by a hospital
system as a mechanism to stabilize their
income

The potential loss in high-margin ancillary
services combined with call pay and the new
willingness to become employed is creating a
new breed of hospital-based inpatient
specialists, who like ED physicians will take
primary responsibility for the care of the
inpatients, calling in community-based
specialists on an as-needed basis. In addition,
hospitals will be faced with this new cost of
engaging physicians, which must be absorbed
by the efficiencies and contracting strategies
above.

4) Strive for Optimal Census Not Maximum
Census: In the past, most hospitals attempted
to maximize volume and market share.
However, the new market will challenge this
practice. First, the staffing shortage (combined
with staffing mandates and unions) makes it

extremely expensive, and in some cases nearly
impossible to staff beds in many markets. It is
not uncommon to find hospitals that have
expanded their facilities, and have increased
market share, but cannot afford to attract the
personnel to staff for the increased demand.
Their challenge is further complicated by the
fact that construction costs have surpassed $1
million per bed and that reimbursement for the
incremental patients is poorly funded Medicaid
or the patient has no insurance at all. Thus bigger
is not always better. Hospitals need to configure
their facilities to optimize their income so that
they can afford the infrastructure necessary to
deliver care of the highest quality.

One can view future challenges as thrills or threats.
Those who embrace the megatrends above as
“thrilling” will be prepared to excel in the new
environment. Those who are threatened and dismiss
the predictions as “not likeable” will likely be late to
the game.
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Medical Guesswork?

That's the name of an excellent, thought-provoking
article in the May 29, 2006 edition of Business
Week.  The article quotes many well-known doctors

and health quality experts who say that "the portion of
medicine that has been proven effective is still outrageously
low-in the range of 20 percent to 25 percent."  It chronicles
numerous examples of medical treatments that have been
handed down for decades as accepted medical protocols,
only to be shown later to have little or no beneficial effects.

"What's required is a revolution called 'evidence-based
medicine'" says Dr. David Eddy, a heart surgeon turned
mathematician, healthcare economist and major proponent
of the need for statistically driven evidence to justify medical
treatments.  For example, Dr. Eddy used his sophisticated
computer model to show that annual chest X-rays and yearly
Pap smears for women at low risk of cervical cancer were
a waste of resources, which caused the American Cancer
Society to change its guidelines and won him the Frederick
W. Lanchester prize, "the most prestigious award in the field
of operations research."

The article's overall conclusion:  "The consequences for
the U.S. are disturbing.  This nation spends 2½ times as
much as any other country per person on health care.  Yet
middle-aged Americans are in far worse health than their
British counterparts, who spend less than half as much and
practice less intensive medicine..."  According to Gerald
Anderson, director of the Center for Hospital Finance &
Management at Johns Hopkins' Bloomberg School of Public
Health, "The investment in health care in the U.S. is not
paying off."

What's needed, according to the article, is educating
patients about the uncertainties of alternative medical
treatments--more transparency--and then letting the patients
make informed choices of treatments.  According to Dr.
Paul Wallace, a senior adviser to Kaiser Permanente's Care
Management Institute, "it is really about transparency-being
clear about what we know and don't know."

That thinking has created an entity called the Foundation

By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS
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for Informed Medical Decision Making, which produces
booklets, videotapes and other material to help enlighten
patients about the evidentiary basis for alternative medical
treatments.  And an interesting result from studies in which
one group of patients gets full transparency and the other
group gets only the doctor's instructions:  "The well-informed
patients opt for more invasive, aggressive approaches 23
percent less often, on average, than the other group.  In
some cases, the drop is much bigger-50 percent to 60
percent."

Maybe that's not such a good financial result for the
physicians and healthcare providers, but
it could be for the patients and ultimately
for the overall cost of healthcare in the
U.S.
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We Need To Shift the Service-Excellence Paradigm

Hospital work is theater whether we call it that or not.
In this context the word "theater" is not a metaphor.
Scores of management metaphors abound-soaring

with eagles, leading like geese, flying with the buffalo, herding
cats, swimming with sharks, dancing with elephants, training
whales, moving with the cheese-to name a few. But even
though each of these spotlights a particular aspect of
leadership, none is a comprehensive model. Hospital work is
not like theater; it is theater. It is a business model, every bit
as differentiated from services as services are differentiated
from goods.

For a comprehensive analysis of and detailed process
for applying the power of the theater business model in the
latest evolution to gain and keep customers, read The
Experience Economy, by B. Joseph Pine II and James H.
Gilmore. They describe four ascending levels of economic
offering: commodities, goods, services and experiences. With
each offering, value and profits increase exponentially. Take
coffee for example. As a commodity, it goes for about two
cents a cup. Packaging it and selling it as goods, jumps the
price to 20 cents a cup. Sell it as a service in a coffee shop,
and it's worth about a dollar. However, include that cup of
coffee as part of an experience staged with all the ambience
of an exclusive restaurant or the stimulation of a bookstore
that encourages you to "have a cup of coffee with your
favorite author," and consumers will gladly pay $2 to $5. As
the authors state:

Experiences are a fourth economic offering, as
distinct from services as services are from goods, but
one that has until now gone largely unrecognized.
Experiences have always been around, but consumers,
businesses and economists lumped them into the service
sector along with such uneventful activities as dry
cleaning, auto repair, wholesale distribution and telephone
access...

But this doesn't mean that experiences rely exclusively
on entertainment; entertainment is only one aspect of an
experience. Rather, companies stage an experience
whenever they engage customers, connecting with them
in a personal, memorable way.

While commodities are fungible, goods tangible and
services intangible, experiences are memorable...

All prior economic offerings remain at arms-length,
outside the buyer, while experiences are inherently
personal. They actually occur within any individual who
has been engaged on an emotional, physical, intellectual
or even spiritual level. The result? No two people can
have the same experience-period. Each experience
derives from the interaction between the staged event
and the individual's prior state of mind and being.

Can there be any question where a hospital fits along this
continuum? To paraphrase the authors' definition: Hospitals
are providing experiences that engage patients on an
emotional, physical, intellectual, and, yes, spiritual level,
whether the patients frame it as such in their minds or not.
Hospital guests do not talk about the services they received.
They talk about the experiences they had. Poor service is the
surest way to turn a service into a bad experience, remembered
and talked about for years.

When hospital personnel view their work as engaging
the patient in a memorable experience, instead of just trying
to give "excellent service," the shift is one of substance, a
true paradigm shift. And no business provides better proof of
the value of this shift than Disney, where, according to Pine
and Gilmore, the idea originated and is now being emulated
by bookstores (Barnes and Noble, Borders), airlines
(Southwest), restaurants (Chucky Cheese, McDonald's), car
dealers (Saturn, Lexus), and retail stores (Brookstone, Sharper
Image) and a host of other businesses.

In our own industry look at the success and recognition
attained by the hospitals that have adopted variations of the
Planetree model, where every aspect of the patient's and
family's interactions and accommodations have been carefully
scripted and staged to provide a memorable, total experience.
They exemplify the conceptual shift that the Disney business
model brings to a hospital, the shift from providing services to
staging experiences.

By Fred Lee
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