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Extrinsic Rewards Can Destroy Intrinsic Motivation
By Fred Lee

eral yearsago | helped ahospital get arecognition program

oing. | had warned the steering committee about the dangers

f trying to attach rewards to the system. | guess not all

managerswerewarned, or somedid not seewhat waswrong witha

littleincentive oncein awhileto get more of what you want from
employess.

Thedirector of the emergency department wasdisappointedin
thelack of compliment cards put inthe box in the emergency area.
Shetried to encourage her empl oyeeteam to compliment each other
more, but only afew more cards came in. Finally she decided to
offer atiny reward. Surely there could be nothing wrong with a
small reward. So she told her employees if a person filled out a
compliment card, shewould givethereceiver afree Peps.

What do you think happened? Did this director get more
compliments in the box? Of course she did. The box was stuffed
with complimentsevery day. |sn't thiswhat shewanted?Yes. Well,
if she got more of what she wanted, why did she pull the plug on
the offer within aweek? And when shedid, why wasthe group up
in arms? "What! No more Pepsi? Well, just see if we put any
complimentsinthebox now!" The cynicswon theday. But worse,
the cynicsdestroyed everyone'simpul se to show appreciation, even
whenit wasgenuine.

The steering committee chairperson called meto find out how
to rescue the recognition system that had turned into ajokein the
emergency department. | told her it could not be rescued. One of
the unintended consequences of offering areward isthat you can
never take it back, because rewards quickly become seen as
entitlements. Peopl€e's attitude is, "You told us if we did this we
would get that. Now you'retaking that away. Why should we continue
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Extrinsic Rewards Can Destroy Intrinsic Motivation (Continued...)

todothis?' Inan astonishing reversal of desired
outcomes, rewards can actually extinguish
intrinsic motivation and with it the values the
reward was supposed to encourage in thefirst
place!

The story istold of an old man who wasan
expert in human motivation and behavior. He
liked to work in hisgardenintheafternoon when
kidswere heading home from school. One day
a couple of boys came by and yelled some
insults at the old man, laughed, and ran away.
Thenext day they did it again. Thiskept up for
severa days, and the group was growing and
getting bolder. The old man ignored them,
knowing that one way to extinguish an
undesirable behavior is to ignore it because
attention is a potent intrinsic reward. But the
boys were having too much fun and getting
plenty of attention from the other kids. The
insultsdidn't stop.

Theold manaso knew that extrinsc rewards
can often extinguish intrinsic motivation, so he
came up with another plan. The next day when

the boys came by, the old man spoke to them
andsaid, "l havegottentowherel look forward
toyour insultseveryday. Andjust to show that |

am serious, tomorrow, whoever comesup with
somereally good insultswill get aquarter. The
next day the boys hurled their most outrageous
epitaphs. Sure enough, they each got aquarter.
The second day even more boys showed up
and got quarters. Just think, they could get paid
for having fun! On the third day there was a
large crowd joiningin, so theold man had totell

them, "L ook, this crowd is getting too big. |

can't afford to give you all quarters, so from
now on | will just giveyou apenny per insult."

Theboyswereindignant. "If you think we are
goingto dothisfor apenny, you'recrazy," they
said and refused to insult the old man again.

Fred Leeis a highly popular speaker;
and the author of "If Disney Ran Your
Hospital." His book was named the 2005
book of the year by the ACHE.

You can contact Fred at
FredLee@patientloyalty.com
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PHNSisaninnovative hedthcare servicescompany providing strategic outsourcing
% P"N s servicesininformation technol ogy, health information management and receivables
management to over 400 hospitals. PHNSisnot aconsultant, vendor or software
company but apartner, asolution. PHNSunderstands healthcare because our partnersarehealthcareand hedthcare
only. Unlikeitscompetitors, PHNS strategically alignsitself with ahospital'sclinical and financial goalsand
objectives. Throughitsuniquebusinessmodel, PHNS reduces costs by aggregating, consolidating and sharing
resourcesamong itsparticipating hospital partners. PHNS hel pshospitalsmanageinformation systems, computer
technol ogy, patient records, coding and patient billing toimprove patient care, safety and efficiency and increase
profitability and efficiency. For moreinformation, visit www.phns.com.
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Offshoring vs Onshoring

By: Rick Kneipper, Chief Administrative Officer and Co-Founder of PHNS

henyour hospitd requestsvendor proposas, do your
requestslimit or prohibit theuseof offshorevendors?

Last week | wasin ahospital board meeting at which
we were being asked to approve a large transcription
contract. The vendor quoted a price that | knew was
significantly higher than we could obtainit if an offshore
vendor wasused. When | asked whether offshorevendors
had been invited to submit proposals, | wastold that the
RFP had specifically excluded offshore vendorsand thus
nonewereinvited. Inaddition, when| further asked who
had authorized such an exclusion of offshore vendors, our
management team acknowledged that it had not checked
authorizations, but assumed that the board would want to
keep all transcription onshore. Further questioningrevealed
that therewasno policy and no reason for the exclusion of
offshorevendors. It had not even been considered even if
they could providebetter TAT (turnaround time) or accuracy
or costs. We have since adopted apolicy that specifically
permitsoffshorevendorsto submit proposals.

What is your hospital's position on offshoring its
services? Do you permit, or prohibit, servicesprovided by
offshorevendors? If you prohibit offshoring, why? Isthis
anissueinwhichyou employ logical analysis, or political
analysis, or emotiona analysisor patriotic analysis?

AsPulitzer Prize-winning New York Times columnist
Tom Friedman said in hisbestseller, TheWorld IsFlat:

"Clearly, itisnow possiblefor more peoplethan
ever to collaborateand competein real timewith
more other people on more different kinds of
work from more different cornersof the planet
and onamoreequal footing than at any previous
timeinthehistory of theworld-using computers,
e-mail, networks, teleconferencing, and dynamic
new software.”

What if Tom Friedman isright -- what if you could
receive better quality serviceswith better TAT at abetter
pricefromaforeign vendor? Would you hire such vendor?
If not, how do you justify that decision to your key
stakeholders?

Our company has spent over fiveyearsconsidering the
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possibilitiesof utilizing offshoring of transcription services,
and we have found that we can obtain better quality and
better TAT and better pricesby offshoring thanwecan obtan
inthe U.S. That makesit very difficult to say no to an
offshore alternative, yet we find many hospitals are
categorically opposed to offshoring any servicesregardless
of quality, TAT or cost.

But such mindsetsare coming under increasing scrutiny.
A WAl Sreet Journal articlethisweek reportsregarding a
globalization symposium held by the Federal Reservein
Jackson Holeinwhich Chairman Ben Bernanke stated that
"further progressin global integration is threatened by
protectionist pressure from those who
stand to losethemost.”

If your hospital isn't open minded |
about offshoring yet, maybeit'stimefor
you to reconsider that alternative.

I would like to hear your comments.
Send them to:
Richard.Kneipper@phns.com

About
TrendLeader —
[ Connections

FYA - For Your Advantageis brought to you
by TrendL eader Connections. The function of
TrendL eeder Connectionsisproducing educationa
materials and seminars that help healthcare
executivesdifferentiate between fadsand trends,
andmaking connectionswith" Trend Leaders' within
thehedthcareindustry.

We are committed to delivering new
perspectives and ideas, creative and innovative
healthcare sol utions, provocative concepts and
qudity educational materialstotoday'shedthcare
leaders. Wewant to concentrate on "what comes
after what comesnext.”
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END PIECE: Fewer Workers Can Afford Health Insurance

ewer American workers are enjoying the
generous health insurance benefits once
offered by the country's biggest employers.
Thiswill likely impact the bottom lines of hospitals
and hospital systems as levels of bad debt increase.

For generations, companieswith morethan 1,000
employees have been ahaven for employees. These
companies assured their workers generous health
insurance even as healthcare costs were soaring and
causing smaller businesses to drop coverage.

The number of small companiesproviding health
benefitshasfallen dramatically in recent yearswhile
98 percent of these bigger companies still offer
them.

But in recent yearsthese big companieshave aso
increased the premiums, deductiblesand co-paysthat
employees must contribute under these programs,
leading many workers to forgo their employers
insurance. Between 1996 and 2004, the number of
private-sector employeeswho enrolled in the health-
benefits plans offered to them declined from 87.7
percent to 81 percent at big employers, according to
new government data.

Talking to the Wall Street Journal, Jim
Branscome, survey statistician for the Agency for
Healthcare Research and Quality, which conductsthe
annual survey said, "Largeemployersaren't stopping
coverage, but what they're doing is passing on more
of the cost of insurance to their workers."

One reason for the declining proportion of
employees covered at big companiesisthat far fewer
working married couplessign up for benefitsat each
spouse'scompany, aswastypical just afew yearsago.
Premiumsand costs have risen high enough that more
of these couples pick whichever plan offers the best
deal and sign the whole family onto it.

But the biggest reason appears to be that even
company-subsidized health care is proving
unaffordable or providing too little upfront value to
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many workers. The sharpest drop in participation rates
wasamong largeretailers, wherethe share of eligible
workers opting for company benefits fell to 67.3
percent from 83.8 percent over the eight years. But
health-plan participation in other industries also has
declined, even at companies with unions, many of
which havefiercely fought employers effortsto shift
more health-care costs onto workers.

For many workers, it isamatter of the premiums
employers require them to contribute. Last year,
familiespaid an average $226 in monthly premiums,
aquarter of thetotal, according to the Kaiser Family
Foundation, a nonprofit California health-policy
research group. But many companies are requiring
workersto contribute athird or more, or areno longer
subsidizing the premiums of spouses or children. In
those cases, participation rates drop off even more.

Health planshavetypically beenthegreat leveler
within companies; no matter the wage, nearly
everyone got the same health benefits. But now,
disparities are emerging because low-paid
employees are dropping coverage.

Beyond premiums, other changes in the way
health plans are being designed may also be
dissuading particularly low-paid workers from
signing up. In an effort to control medical spending,
agrowing number of companiesare moving to high-
deductible plans with savings accounts that are
designed to givethe plan member more of afinancial
stake in his or her healthcare consumption.

But some policy experts argue that with
deductiblesthat go as high as $5,000 in agiven year,
lower-wage workers may be reluctant to pay a
premium for a benefit they are unlikely to receive.
Few such workers have enough money to saveinthe
tax-free accounts these plans often come with.

These factors will contribute to higher levels of
bad debt for hospitals and systems.
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