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Diffusion of Innovation (Part Ill)
By David L. Sundahl

first considered theimportance of diffusion. Wea so introduced thefive most

salient characteristics of successfully diffused innovations. In the second
ingdlation, weanayzedtwo casesof diffuson. Eachinnovationreiesonessentiadly
the same technol ogies— computer hardware and software— but have disparate
diffusonrates. Thedifferentid adoption/diffusonratesfor ElectronicMedicd Records
and onlineshopping make perfect senseinlight of their performanceonthecritica
dimensonsof diffusion.

Today will condludewithjust onepieceof advicefor how toimprovethediffusory
adoption of aninnovation.

PeopleDon't Buy Innovations(but they might hirethem todoajob)

For yearsacertain fast food restaurant chain had tried to improve milkshake
sadesand profitsby focusing onthe product and the customer. They tried to bemore
sophisticated in segmenting their customersaong avariety of psycho-behaviora
dimensions. Andin panescomprised of most-likely consumers, thefirm'smarket
researchersexplored whether making the shakesthi cker, more chocol aty, cheaper
or chunkier would reversethe product'sfortunes. Eventhough many of theproposed
product featuresmet with apositive consumer response during theresearch phase,
noneof thenew variationsof milkshakesthey introduced intest marketssignificantly
dtered sdlesor profits.

Somecolleaguesof ourswerehiredto doasmaller-scademarket research project.
They approached the marketplacein an entirely different way. To learnwhat jobs
thecustomerssought to get done, theresearchersspent an 18-hour day inarestaurant
carefully chronicling who bought milkshakes. They recorded for each milkshake
customer thetimeof purchase; what other products he or she purchased; whether
the customer was a one or with agroup; whether he or she consumed it onthe
premisesor droveoff withit; and soon. Themost surprisinginsight fromthiswork
wasthat fully one-third of al milkshakeswerebought inthemorning, for breakfast.
And most often, the milkshakewasthe only item these customers purchased.

Theresearchersthen returned to interview customerswho purchased amorning
milkshaketo understand what they weregoing to dowithiit. They a so asked what
other productsthey purchased instead of amilkshake. Most of these morning
milkshake customershad hired themilkshaketo doasmilar job. They wererushing
towork, didn't havetimefor breakfast, and needed to eat inthe car to get to work
ontime. They faced along, boring commute and needed something to makeit more
interesting. They weren't yet hungry, but knew that if they did not eat something now,

I nthefirst two partsof thisthree-part serieson thediffusion of innovation, we
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Diffusion of Innovation (Part Ill) (Continued...)

they'd be hungry by 10AM. They weredriving, sothey
could only eat one-handed.

Thecustomersthey talked to had tried bagels, but this
got ther clothesand car dl crumby. They had tried breskfast
sandwiches—greasy seeringwhed . Banana?Hungry again
too soon. Donutsweretoo sticky and gonetoofast. And
soon. Milkshakes, ontheother hand, could be eaten with
one hand, were not usually messy, took some time to
consume, and kept customers bdliesfull until lunchtime. A
milkshakewaan't particularly hedlthy, but wasnoworsethan
mogt options. All inadll, it wasapretty good solution for the
jobof thelong, boring commute.

Customers of milkshakeswere not so much buying
milkshakes asthey were hiring milkshakesto do certain
jobs. Therearemany lessonsto be drawn fromthisfact —
whichishow customersseetheworld. Themost important
lesson, however, isthat innovators should observe the
behavior of customersdirectly. Intuit® hasdonethisfor
years, it'show they got theideafor QuickBooks® and how
they developeditsfunctiondity.

Inrelaiontothefivecriteriaof successful diffusion of
innovations, direct observation of customersisabsolutely
critical.

e Relative Advantage. Most of the effort and energy
diffusing aninnovationisspent here. Innovatorswho
understand thered —whether practicd or, especidly,
emotiona —jobsthat cusomerswant donewill essily
best the competition.

e Compatibility. Rather than creating agreat innovation
that doesn't fit with the values and behaviors of
customers, direct observation enablesinnovatorsto
fitinnovationsperfectly intousers lives,

e Complexity. Whether somethingisoverly complex
or suitably smpleiseasly discovered and improved
through direct observation.

e Trialability. Direct observation dlowsinnovator and
user totry things. Successful trilscan"'roll out” ona
larger scale.

e Observability. Direct observation not only enables
innovatorsto seethejobspeopleneed done, it helps
innovatorsto understand how to market virally and
toincrease current users likelihood to recommend.

Most innovatorsrecognize and put much emphasison
"relative advantage." But asthelast three columnshave
shown, successfully diffusing aworthwhileinnovation
requiressuccesson most of thefivecriteria. Furthermore,
by observing customer behavior directly, aninnovator can
understand thejobs customers need done, furthering each
dimensonof successtul diffuson of innovations.

David Sundahl is an associate at
Kenagy Associates and can be reached at
dsundahl @kenagyassoci ates.com.
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PHNSisaninnovative hedthcare servicescompany providing strategic outsourcing
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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Crystal Ball for 2007

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

s2006 rollsto an endit'stimeto think about where

A hedthcareisgoingin 2007. Condder thefollowing

hedlthcareindustry trendsfrom " Top seven hedth

industry trendsin'07" published by PricewaterhouseCoopers
Hedlth Research Indtitute:

1. Satestaketheinitiative—statestakethelead on

such tough issues as coverage for the uninsured,
funding stem cell research and regul ating pharmeas,

2. Transparency could berevealing— 32 states now
require providers and payers to disclose charge
information for certain proceduresand six othershave
voluntary programs, which could lead to consumers
making more educated healthcare choices,

3. Timetowalk thetalk on technology — President
Bush continuesto pushfor e ectronic medical records
and sofar 38 statesare participating in statewide or
community electronic sharing projects,

4. Consumerstakethewheel —anincreasing trend
among employerstowards consumer-driven health
planswill beginto temper or reduce hedlthcare costs;

5. Price check — increased market and regulatory
pressure on pharmasto reduce drug costs;

6. Obedty isthenew smoking—obesity isprojected
tolead to 400,000 deathsannually, and individuals
classified as obese have 30-50 percent more chronic
medical problems than those who smoke or drink
heavily, which will causeanew focusonthispublic
hedlthissue; and

7. Small isbig—increased innovationin servicesand
treatments through new, smaller and more agile
healthcare service entities, not thetraditional large
established entities.

Theconclusion inthe PricewaterhouseCoopers report
isvery direct:

"Whether we stand on theinside of the health
industry looking out, or outsidelookingin, weall
agree-the current stateisn't sustainable and major
changeisrequired. Now morethan ever before,
hedlth leaderswill need to enhancethelr operations
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and their reputations. Failure to close the gap

between how consumersview theindustry and how

theindustry viewsitself could bedevastating to both.

There are a myriad of issues facing health

organizationsand opportunitiesfor executivesto

address them, but solutions must move beyond
business issues. Rather, healthcare is a people
business. To be sustainable, health organizations
must communicateand connect withtheir customers
through innovative approaches and fresh

perspectives-beginningin 2007."

That's PricewaterhouseCoopers list of 2007 hedthcare
issues—I'd appreciateitif youwould e-
mail your additionsor deletionssowe
can come up with our own FYA list of
thetop seven hedlthcareissuesfor 2007
from healthcare CEOs.

Please send your suggestions to me
at 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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Nurse Staffing Ratios Find Proponents and Opponents

to patientsimprovethe safety and quality of care.

But that'snot stopping anincreasing number of ates,
including Massachusetts, Texasand lllinois, from congdering
legidation to ensure minimum staffing ratios. The concept
of staffing ratiosbecamelaw in Cdiforniain 2004 requiring
nursesin medical-surgical unitsto carefor no morethan
five patientsat atime. A bill introduced in Congress|ast
year would set national standardslimiting the number of
patients each registered staff nurse can care for in each
hospital unit, based on the severity of illness.

Many hospitals and nursing societies oppose these
mandated ratios, contending that they don't provide enough
flexibility torun hospitassafely and efficiently, and may force
hospitals to close unitsif they can't meet the minimums
because of nurse shortages—especially because many states
aready have or are considering laws that would ban
mandatory overtimefor nurses.

At the sametime, mandated ratios have strong support
from nurses unionsaround the country, who say that forcing
hospital sto meet minimum staffing requirementsistheonly
way to ensure patient safety, reduce patient deaths, recruit
new nursesand stop the onesa ready on thejob fromburning
out and leaving the profession. In Massachusetts, wherea
nursesunion supportslegidationto establishminimumratios,
hospital sare supporting acountermeasureto ensure public
reporting of nurse staffing, and havedready launched aWeb
site with hospital staff plans. You can view the site at
www.patientsfirstma.org.

The Wall Sreet Journal reports that in California,
managed-care company Kaiser Permanente agreed to meet
ratios before the state law was enacted as part of an
agreement with its nurses. It says its hospitals now
congistently exceed theratios set by law, with onenursefor
every four patientsin themedical-surgical units, and meet
or exceed mandated ratiosfor speciaty unitssuch ascritical
careand intensive care, which by law must have onenurse
for every two patients.

Opponentswarn that agrowing nursing shortage will
makeit harder to comply with minimumratios. Hospitals
areunabletofill about 118,000 positionsnow —or an 8.5
percent vacancy rate. By 2020, the shortageis projected

Thereislittleevidencethat mandated ratiosof nurses
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toriseto morethan onemillion nurses.

Opponents of mandated ratios say none of the studies
of gtaffing and quality haveidentified the optimal ratio, and
thereisnodirect evidencethat setting minimum staffing ratios
improvescare, especialy when ratiosdon't takeinto account
differing skillsof nursesand the severity of patients illnesses.

Pat Rutherford, a nurse and vice president at the
nonprofit Institute for Healthcare Improvement (1HI), told
TheWall Sreet Journal, " Theintention of those advocating
nurse-to-patient ratiosis right — they want to make sure
thereisenough professiona nursing careto intervenewith
their loved onesinthehospitd." "Theright solutionisto get
rid of thewasteful and unnecessary work nurseshaveto do
so they havemoretimefor patient care.”

Atlast week'sIHI patient-safety conferencein Orlando,
Florida, Ms. Rutherford presented an alternativeto ratios:
aredesign of medical-surgical units so nurses, who may
spend only a third of their time on direct patient-care
activities, can reduce time spent on paperwork, charting,
finding suppliesand resolving operational problems.

Hospita sared so turning to more sophisticated computer
programs and modelsto help them analyzetheir staffing
needs and allocate the nurses on staff more efficiently.
Overlook Hospital in Summit, New Jersey, usesa" Traffic
Light" systemwithred, orange, yellow or green signa sthat
enablesthem to see on acomputer screen where nursing-
care shortages are mounting and move nurses from other
unitsas needed.

Others are working on solutions to hire nurses from
temporary agenciesor shufflestaff from oneunit to another
even if they don't have the right skills — such as putting
obstetricsnursesinintensivecare. Theaimisto ensurethat
nurseswith theright training and background arein specific
unitswhen needed.

Researchersat VillanovaUnivergty, IndianaUniversity
and the University of Florida are developing computer
simulation models to help hospitals identify the most
appropriate nurse-to-patient ratio for each type of unit and
create computer-generated nursing schedul es.

Butinthe end, most agreetherea needistoincrease
thenumber of availabletrained nurses.
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