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Executive Summary
The Abbott HealthSystems Division of Abbott Laboratories engaged in a 12-month study to better understand the road ahead for our nation's hospitals and health systems.  Our goal was to define the ultimate sustainable business model for thriving health care enterprises in a timeframe approximately one decade from now.  Background research was conducted for the first 10 months of the study and then nine nationally recognized health system CEOs (see list on page 3) joined the authors on a three day retreat to finalize the "Model for Sustainability."  (Note:  In this report the words "hospital", "health system" and "healthcare enterprise" will be used interchangeably.)

The anticipated cost and reimbursement environment for health systems is likely to face more change in this fixed, short period of time than even the mega changes of the three tumultuous decades just completed.  This report begins with the end points of our research journey.  Chapter One describes the eight elements of the Model for Sustainability which emerged from the discussions held at the CEO retreat near the end of the research effort.  All other work was used to build toward a crescendo at the CEO summit.  We are indebted to the works of Jim Collins, Built to Last and Good to Great, which had a profound influence on our thinking throughout the project.

The health care CEOs provided the major learnings for this project.  They were incredibly generous with their time and thoughts.  Nonetheless, the final report is an amalgam of multiple research efforts, and may not truly reflect the personal feelings of these extraordinary executives.  The burden of accountability for these following pages rests solely on the shoulders of the authors.

Other business management authors' works were included as appropriate and are cited throughout this report.  Extensive survey and focus group initiatives were completed with the assistance of HRDI (Healthcare Research & Development Institute) and HMA (Health Management Academy).  The effort also benefited from similar projects underway at AHA (American Hospital Association) and The Advisory Board.  In addition, Bill Dwyer, Divisional Vice President, Strategic Marketing, participated in Cerner Corporation's Millennium Imperative, which focused on the future state of health care delivery, with an emphasis on the likely role information technology will play to overcome some of the fragmentation experts have observed in the nation's health care delivery system.  Sue Widner, President, Abbott HealthSystems Division, sponsored this initiative at Abbott, and hosted the three-day CEO retreat. The Beckham Company (Dan Beckham, President) was chosen as project consultant, and this effort could not have been accomplished without them.

A report like this would not be complete without a review of contemporary best-of-class model corporations.  We chose four such organizations that have repeatedly been recognized as outstanding performers.  This report highlights lessons learned from the examples set by Microsoft, GE, Wal-Mart, and Southwest Airlines.  Non-health care organizations were chosen, as we believe that such lessons emerge in the largest scale enterprises and are general enough to be transferable to future health care organizations.

The Model for Sustainability describes three major areas that executives and governance must do correctly in order to attain a goal of "greatness" in the future.  First is the Core Difference of an organization.  This is defined by the unique culture, vision, values, mission, history and ethics characterizing a particular enterprise.

Next are the specific Leadership Imperatives that must be engaged in, to achieve best-of-class performance as opposed to mediocre, or near the middle-of-the-pack accomplishments.  Six Leadership Imperatives are defined in this report, primarily emerging from the Abbott CEO Advisory Panel retreat:

1. Engage Consumers

2. Become Employer of Choice

3. Develop Productive Physician Relationships

4. Redesign Structures and Processes

5. Generate Financial Strength

6. Build Strong Organization-Wide Leadership

The third element of the Model for Sustainability involves the tactics and strategies necessary to get from the present to the future.  It is primarily concerned with the priorities set by the CEO … of all the challenges and possible moves we can make – what are we agreeing to do over the next 12-month operational period?

It is important to note that an organization that is intent on following these Leadership Imperatives may start with any of the six of them.  For example, it may make the most sense to "Build Strong Organization-Wide Leadership" (in Jim Collins' words  … "Get the right people on the bus") before embarking on the other imperatives.

The Model for Sustainability can be thought of in terms of Collins' concept of a flywheel that needs external energy to begin to move.  The wheel begins to move slowly, and with added pushes, finally spins around almost on its own.  The Six Leadership Imperatives are those drivers that add energy to an organization.  A separate chapter in this report is dedicated to each of them.

There is much uncharted territory ahead for health care executives as they lead their organizations into an increasingly tumultuous and challenging environment.  The Leadership Imperatives will serve as guideposts along the way.  This work is offered to assist executives as they maneuver their teams on expeditions into the future.  Let the journey begin.

Introduction

A Focus on Sustainability

The focus of this monograph is on a single question, "What will it take to lead the hospital of today into a sustainable health care enterprise in the future?"  While it seeks to consider the implications of technology, reimbursement, political and regulatory climate and consumer attitudes, it is primarily concerned with the question of organization.  It defines organizational success in terms of sustainability.  A successful hospital organization will be an organization able to sustain its mission while enduring the complex challenges of the future.

In developing an organization that will be durable in the future, it is helpful to try to anticipate, with as much precision as possible, what the future will look like, then design an organization with that envisioned future in mind.  It is not possible, however, to predict the future with accuracy and specificity.  An organization that will be durable in the future then must be designed based upon the broad dynamics of an anticipated future.  And it will be well designed when it is likely to be sustainable across a variety of futures.  So in designing an organization for sustainability, it is important to ask, "How should we design it so that it will be durable no matter what the future throws at it?"  Or, to use a metaphor, "What kind of ship must we design in order for it to survive the future's roughest seas?"

Peter Schwartz, author of The Art of the Long View, had this kind of durability in mind when he and others pioneered the application of scenario planning.  In his book, scenario planning does not set forth alternative futures such as, "How would we succeed in Scenario A?  Scenario B?  Scenario C?",  and so forth.  Rather, scenario planning, properly applied, asks, "How should we design ourselves such that we would succeed in a variety of scenarios?"

While it is absolutely certain that there will be significant changes across a variety of fronts over the next 10 years, it is our view that the very nature of change is transforming in fundamental ways.  Today's hospitals are moving into an environment unlike that experienced by any organization before.  Basic precepts about how organizations should operate will need to be adjusted to accommodate these fundamental shifts.

This study is focused on the future of the hospital enterprise.  It does not concern itself specifically with the sustainability of other stakeholders such as physician organizations and health plans.  We recognize the influence of other players in the future but consider them only in terms of their impact on the future of hospital enterprises.  In focusing our attention on hospitals, we make a significant presumption – that hospitals will continue to exist.  That is our view, but it is tempered by the qualification that what a hospital is today may change substantially over a 10-year time horizon.  Having provided that qualification, we remain committed to the notion that there will continue to be an enterprise called a hospital, that it will serve the same general purpose served by hospitals today and that it will remain the central player.  We see a hospital in the future as defined less by its physical and functional characteristics and more by an idea that can be distilled in the following way:  "A hospital concentrates, connects, leverages and applies resources in order to improve the health of individuals and communities."
Multiple Methods Yield Perspective

This study is unique because of the diversity of its methodology.  It has not relied on a single research method.  Instead, it has drawn upon multiple methods, then coalesced the results.

Abbott's HealthSystems Division teamed up with The Beckham Company to address the question of how to lead the hospital enterprise toward sustainability.  We approached this question from several angles.  We did an extensive literature search drawing from respected journals and periodicals.  We reviewed a growing body of primary and secondary research conducted by the American Hospital Association and other organizations.  We developed surveys that were targeted to Chief Executive Officers and Chief Medical Officers at some of the most respected hospitals and health systems in America.  Bill Dwyer, Divisional Vice President, Strategic Marketing for Abbott, followed up on those surveys by conducting focus groups with some of the same CEOs and CMOs at HRDI (Healthcare Research & Development Institute) and HMA (Health Management Academy) at Spring and Fall meetings for both organizations.  

In the Fall of 2002, we convened nine CEOs, by invitation, from leading health care organizations to further develop our preliminary research.  (A list of the participants follows.)  The "Model for Sustainability" that is at the heart of this report emerged out of their thinking and input.  Mr. Dwyer continues to test the model with health care leaders throughout the nation.
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In order to better anticipate the future context in which health care organizations will have to operate, we developed an assessment of the future environment and distilled out of it the seven critical challenges hospitals are likely to face over the next 10 years.  In developing this assessment of the future, we had the benefit of Abbott's more than 15 years of ongoing research into the trends and dynamics shaping the health care environment represented by the popular executive presentations: Strategic Grand Rounds( and Technology Futures Report™.

Our research was augmented by a disciplined profiling of respected organizations in other industries to discover the keys to their sustainability.  Four corporations and their leaders were profiled including Microsoft, Wal-Mart, Southwest Airlines and General Electric.  We frequently drew from perspectives of the leaders of these organizations including Bill Gates, Sam Walton, Herb Kelleher and Jack Welch.

Further, we relied on the collective wisdom of several of today's leading management thinkers including Peter Drucker, Jim Collins, Leonard Berry, Noel Tichy and Kevin Kelly.  Drucker needs no introduction.  He is the solid rock on which much of today's management discipline has been built.  Jim Collins has emerged as worthy successor to Drucker having distilled powerful management frameworks into two best-selling books, Built to Last and Good to Great.  Leonard Berry, a professor at Texas A&M, is widely regarded as America's top expert on service quality.  Noel Tichy is a professor at the University of Michigan Business School and a former head of GE's Crotonville Leadership Development Center.  And Kevin Kelly today stands as a prescient observer of the new economy.  It is a view he honed as editor of Wired magazine and author of the best selling book, Out of Control.

CHAPTER ONE
The Model for Sustainability
"The important question to ask is, 'How are we going to lead the 'good' organizations of today into thriving, sustainable enterprises for tomorrow?'  The Model for Sustainability provides the answer in the form of leadership imperatives." 

Bill Dwyer

The Basic Model 

When the nine CEOs identified in the introduction met during a three-day idea sharing event, their focus was on distillation.  Their organizations represent excellence in American health care and they personally embody many years of proven leadership and experience.  At the end of those three days, a model emerged.  The model is straightforward.  We call it The Model for Sustainability.   

Sustainable Hospitals will have a Core Difference

Every sustainable organization has a unique core – indeed, it is the core that a sustainable organization seeks to sustain.  The core consists of the organization's fundamental commitments.  The core contains mission or organizational purpose.  The core also contains values.  Every sustainable organization has a way of being.  This way of being reflects and reinforces the organization's values.  It describes the behaviors the organization expects.

Often, a significant distance exists between the values an organization professes and those it actually demonstrates.  Organizations that behave in ways that support the positive values they articulate are usually the most sustainable.  At Southwest Airlines, part of their way is embodied in hustle.  At GE, an essential part of their way is emphasis on leadership development.  At Wal-Mart, the application of information to retailing is fundamental.  At Microsoft, setting standards is essential to the way they do things.  And at Mayo Clinic, teamwork is fundamental to the "Mayo way."  Mission and values are forever.  They should be unchanging.  Vision, on the other hand, changes.  A vision is, by definition, a picture painted with words.  It answers the question, "How do we want to look in the future as we go about fulfilling our mission and living our values?"

Taken together, these things at the core make a sustainable organization different in a way that's meaningful and valuable to those it serves.  The Core Difference for a sustainable organization is durable over the long haul.  The "core" is the heart of its sustainability.

The Sustainability Model
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Many organizations have a mission that is virtually identical to their major competitors.  For example, every fast food restaurant shares the mission of "delivering good food fast."  Every airline arguably shares the mission of "getting passengers to their destinations quickly and safely."  And every hospital shares the mission of "improving the health of the communities it serves."  Beyond similar missions, however, variation is the rule.  Values are diverse.  Visions are different.  These differences give rise to infinite variation in organizations.  From a biological standpoint, such variations make species and biosystems durable and robust.  When an industry loses its variation and becomes too reliant on a common business model, the industry becomes vulnerable overall while providing fertile territory for "mutants."  Southwest's success in the airline industry can be attributed in part to deviating from the traditional business model. That industry had almost been reduced to a single business model – the hub and spoke model used by the major airlines.  The major airlines, and the industry as a whole, have shown themselves almost incapable of responding to Southwest's challenge.  Today, its success is being emulated by other entrants like JetBlue, who is relying on variations of the Southwest model.

Leadership Imperatives will Give Sustainability its Momentum

The next part of the model consists of the Leadership Imperatives necessary for moving today's organizations toward successful enterprises of tomorrow.  Taken together, these "Leadership Imperatives" represent the single most important contribution of our research.  Indeed, the Abbott CEO Advisory Panel's proceedings directly define these Leadership Imperatives.  The Leadership Imperatives are listed below and are further specified in Chapters Five through Ten.

1. Engage Consumers

2. Become the Employer of Choice

3. Develop Productive Physician Relationships

4. Redesign Structures and Processes

5. Generate Financial Strength

6. Build Strong Organization-Wide Leadership

Taken together, these "Leadership Imperatives" represent the single most important contribution of our research.  Indeed, the Abbott CEO Advisory Panel's proceedings directly define these 

Leadership Imperatives.

It is our view that it is against these Leadership Imperatives that management must focus the preponderance of its time and its resources if it is going to build a sustainable health care enterprise.  Furthermore, we don't expect these Leadership Imperatives to change in terms of their importance over the next 10 years.  The identification of these Leadership Imperatives allows the executive to answer what should be on his or her "to do" list this year, next year and 10 years from now.  Being this prescriptive may be off‑putting to some organizations because it would seem to reduce opportunities to exercise judgment and creativity.  On the contrary, while the Leadership Imperatives provide a basis for focusing organization attention and resources, they leave open the question, "How?"  As was suggested earlier, every sustainable organization will have a Core, which makes it different.  Different Mission, Values and Vision will generate different possibilities in response to the question, "How?"  In this range of possibilities will exist plenty of room for creativity and innovation.

A Strategy Ring Defines "How"

The final component of the model is the Strategy Ring.  Here, a set of Strategies answers the question, "How?"  It is in this ring that the organization will define and pursue its "what to dos."  "How?" is answered within the context of Core Difference and the Leadership Imperatives.  The Strategy Ring defines the set of major Strategies (with varying time horizons) that specify the organization's strategic direction.  While the Leadership Imperatives will be the same for every sustainable hospital, strategic imperatives will vary significantly based on Core Difference, as well as differences in each hospital's unique environment.  This ring is the most fluid and changeable part of the model.  So the model, overall, is more changeable and gets more specific as you move from the core out.  

Think of the Leadership Imperatives and the Strategies as if they are planets circling the sun.  Unlike planets, they need attention if they are to stay in orbit.  Executives provide that attention by supplying each Leadership Imperative and each Strategy with time and resources.  Every opportunity executives have to communicate with the organization, they do so within the context of The Model for Sustainability.  They must consistently and convincingly communicate the answer to the question, "What's most important?"  It is their primary obligation to help their organization see what's most important in a way that's connected, coherent and compelling.

Jim Collins has identified three critical questions in his book, Good to Great.  He suggests any organization committed to greatness must ask and answer:    

· "What are you deeply passionate about?"

· "What drives your economic engine?"

· "What can you be the best in the world at?"
A growing number of hospitals are embracing Collins' thinking.  We expect his work to grow in importance over the next decade.  Our model is compatible with that developed by Collins.

Collins uses the metaphor of a "flywheel" to convey the sense of momentum that takes organizations from "good" to "great."  He had this to say about that flywheel as it evidenced itself in the "good-to-great" companies he profiled:  "No matter how dramatic the end result, the good-to-great transformations never happened in one fell swoop.  There was no single defining action, no grand program, no one killer innovation, no solitary lucky break, no miracle moment.  Rather, the process resembled relentlessly pushing a heavy flywheel in one direction, turn upon turn, building momentum until a point of breakthrough, and beyond."  

Applying Collins' metaphor to our model, we would suggest that these Leadership Imperatives act like drivers to propel the flywheel.  While Collins' focus is on making the jump from good to great, ours is on sustainability.  These drivers, spinning around a core that embodies differences that matter and translated into focused strategies, will provide the momentum necessary to carry the hospital 10 years into the future.

CHAPTER TWO
The Shape of the Future
"In the next 10 years, we've got to build a new chassis that finally gets it right.  We've got to get our organizations to work for patients.  There's not going to be room for the industry to move forward on good intentions and good luck."


Peter Butler

Change is Accelerating

The future into which hospitals in America are moving is different in fundamental ways from the world in which they have operated in the past.  Change is accelerating at a rate never experienced before.  Evidence of rapid change is plentiful.  Consider the following:  

· In 2002, only eight U.S. companies had AAA bond ratings, versus 58 in 1982.  

· Only two of the companies on Fortune's list of "Ten Most Admired" in 1992 were still on this list in 2002 (only four from 1997).

· Organizations less than 20 years old have toppled organizations of much greater size and longevity (Sears, GM, RCA, IBM).

· The Soviet Union is gone.

· Japan is in economic turmoil.

· The dot.com bubble has popped.

· Wal-Mart is the world's largest corporation.

There are a couple of observations that can be made about each of the developments above.  One is that they were extremely disruptive to the status quo.  The second is that they were not predicted.  Indeed, they ran directly in the face of conventional wisdom that had prevailed before they surprised the experts and the world.  What each of these developments represents is the impact of a rapidly accelerating rate of change.  This change has been so fundamental and so pervasive that it has been codified into a set of "laws," really rules of thumb, but rules of thumb that appear to be holding up pretty well.  

Four Laws 

Moore's Law, named for Gordon Moore, former CEO at Intel, suggested that the power (number of components) on a computer chip will double every 18 months.  As that power increases, the cost of computing power plummets.  An ancillary law is Metcalfe's Law, which suggests that the power of a network is the square of the number of its users.  Thus, every new person who logs onto the Internet has a disproportionate impact on the power of the Internet.  Bob Metcalfe invented Ethernet and was the founder of 3Com.  A third law is called Monsanto's Law, which suggests that the use of genetic information doubles every twelve months.  Finally, there is Gilder's Law (named for technology guru, George Gilder) which argues that for the next 10 years the total bandwidth of communications systems will triple every 12 months.  Such laws give rise to exponential degrees of change.  Indeed, futurist, Stewart Brand, has described them as representing the "convergence of exponential curves."  This convergence results in a rate of change that, when it is charted, looks not like land rising in a gentle slope from the beach but more like the cliffs of Dover or the shoreline of the Pacific Northwest – vertical and rugged.

Discontinuities are Growing

Increasingly, change is not reflected in inflection points or curves as much as it is in whipsawing ups and downs, most often called discontinuities.  In a discontinuity, any connection between the logical progressions of a past trend is broken.  While the dot.com bust is regarded by many as the inevitable end of a classic "bubble," it might also be viewed as a discontinuity – a development that jumped the tracks.  The change that characterized the dot.com bust was breathtaking and the health care industry by drkoop.com, which, at the height of the dot.com market frenzy, had a capitalization of over $1 billion.  In early 2002, the company sold for a mere $180,000.

Information and Connections are Driving Change

According to a wide range of experts, two factors are at the heart of accelerating change.  One is information and the other is connections.  The more information there is flowing into something, the more change it will exhibit.  And the more connections something has, the more change it will evidence.  These two factors feed one another and are obviously pervasive throughout the modern hospital environment.  Increase the volume of information flow and that information will seek out new connections.  The more connections that exist, the more information can flow.  If there is more change in the world today, it is because the world contains more information and more connections.  

To develop a sense of just how quickly the amount of information in the world is increasing, consider the following – in 1960, most Americans had access to:

· 4,500 magazines

· 18 local radio stations

· 4 TV channels  

By 2001, the information flooding Americans looked like this:

· 18,000 magazines each year (growing at a rate of 600 per year)

· 44 radio stations

· 200 TV channels

· 2,400 Internet radio channels

· 20 million Internet sites

· 80% more feature films per year than in 1990

· 60,000 new books from U.S. presses every year

Now take a look at the speed with which "connection technologies" have taken hold.  The following list indicates the number of years it took for a connection technology to grow from its introduction to 10 million users:

· Telephone
37

· Cable TV
24

· Fax
21

· VCR
10

· Cell phone
8

· PC
6

· CD ROM
5

· Web browser                  0.5

 (Source:  Morgan Stanley Technology Research, 1999)

The nexus for connections today is the silicon chip and the personal computer.  In 1965, there was one computer per 100,000 people in the United States.  By 1996, the number had grown to one per 2.5 people.  

How to Judge the Complexity 

To judge how complex something is, ask how much information and how many connections it holds.  A way to arrive at the answer to that question is to ask how many words are required to describe it.  The more words, the more information and the more connections it contains, the more complex it is.  Dan Beckham suggests considering a single 8½" x 11" sheet of paper.  It can be described in a few words.  Now, wad the paper into a ball and consider how many words would be needed to describe it with any level of precision.  The paper, once wadded, contains much more information and is a more complex thing than the flat sheet that gave rise to it.  This exercise also demonstrates just how quickly a simple thing can become a complex thing.

Another way to illustrate how information and connections drive complexity can be found in the comparison between two popular games, checkers and chess.  In checkers, the rules are simple.  Checkers contains less information than chess.  In chess, the connections between the squares on the board are more numerous and more diverse.  In chess, you can move more directions and the pieces are vested with varying power.  The result to anyone who has played both games is clear.  Chess is a more complex game than checkers.  It embodies more information and more connections.  More connections generate more alternative pathways for information.

Today, the information held by health care enterprises is exploding in volume and diversity.  It is beginning to seek out pathways that will result in a proliferation of new connections.  These connections will emerge within organizations and between organizations.  The number of new health care players will continue to grow and existing players will be transformed.  All of this will happen in accelerating fashion.

This is Just the Front Edge of Change

We are likely to be only on the front edge of accelerating change and the complexity that accompanies it.  The Internet embodies the leading edge of information and connection, but we've only begun to see the beginnings of its impact.  In 1998, 120 million people had Internet access worldwide – a mere 2% of the world's adult population at the time.

We are traveling into a land where we've never been before.  It is a land where old methods don't work anymore – a place where new tools and new ways of doing things will be needed.  To complicate things further, we will probably need to continue to operate in the old world as we try to make our way simultaneously in a continuously emerging new world.

Stacey's Matrix Helps Conceptualize Complexity

Ralph Stacey, a professor in England at the University of Herefordshire and a pioneer in thinking about how to manage across these two worlds, has created a matrix.  It portrays distance from agreement and distance from certainty.  (See matrix below.)  Stacey suggests organizational challenges can be arranged on that matrix in terms of how much agreement and certainty they embody.  When things are close to certainty and close to agreement, the familiar methods and tools will probably work fine.  But the further you move from certainty and agreement, the more you shift into the zone of complexity and the more the usefulness of familiar ways breaks down.  A new way of seeing challenges is needed along with a new way of addressing those challenges.  
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To determine with a little more specificity whether a challenge rests in the zone of complexity, it is helpful to ask some simple questions:

· Is there lots of information?

· Are there lots of connections?

· Is there wide variance based on perspectives?

· Is there a lot of ambiguity?

· Are things out of control?

· Are there lots of independent agents?

Answering yes to one or more of these questions suggests that the challenges are probably not characterized by either agreement or certainty.  In other words, answering yes increases the likelihood that you're operating in the zone of complexity.  It is our expectation that the hospital enterprise of the future will increasingly find itself answering yes to these questions.

There are Convergences

Something there will be plenty of in the zone of complexity is convergences.  James Burke popularized the power of convergence in his best selling book, Connections, and in a PBS series of the same name.  A convergence is what happens when previously unrelated trends and technologies collide and commingle.  For example, Burke suggests that the convergence of the printing press and the emergence of nation states gave rise to mapmaking as those nation states sought to define their boundaries.  The development of maps gave rise to more exploration including seagoing expeditions.  Those expeditions required funding and banks emerged to provide that funding.  Some of the funding was provided by investors willing to take a risk for a return on their investment.  This gave rise to stock markets.  Investors wanted to protect their investments to the extent possible from disastrous losses.  This gave rise to insurance and insurance companies.

According to Burke, increases in information stoke the fires of convergences.  Accelerating change pushes up the number of convergences as the growing commingling of information generates new insights and the growing number of connections creates more convergences.  He suggests that one result of this acceleration is that convergences are not isolated or localized in space and time any more.  Instead, they are now occurring all over the world simultaneously.  

The hospital enterprise is already experiencing one such convergence.  The rise in consumerism is converging with new medical technology and a growing volume of readily available information on the Internet.  Consumer demand for alternative medicines is fueling a market for health care worth tens of billions of dollars, while operating largely outside the realm of traditional providers including hospitals and physicians.

There are Disruptive Technologies and Competitors

It is likely that there will be lots of disruptive technology and lots of disruptive organizations in the zone of complexity.  Disruptive technologies first entered the lexicon of management through Clayton Christensen's best-selling book, The Innovator's Dilemma.  A technology is potentially disruptive when it represents a lower‑priced and under-featured offering compared to products and services provided by established market leaders.  Market leaders often develop and market products and services targeted to their "best customers."  These products and services leave unserved a substantial portion of customers who place a greater value on lower prices and for whom many of the features desired by the best customers are not as strongly desired.  Disruptive technologies and disruptive competitors respond by serving these ignored customers, thus gaining entry and a foothold in otherwise highly-competitive markets.

It has been suggested that IBM created its two toughest competitors, Intel and Microsoft, by viewing their products as not relevant to the needs of IBM's best customers.  IBM's focus was on microcomputers, minicomputers and mainframes.  What Microsoft and Intel were focused on, personal computers and microchips to power them, was seen as irrelevant to the needs of IBM's best computer customers.  Of course, those "irrelevant" products eventually displaced some of IBM's high-end products.

Disruptive competitors typically enter relatively ill-defined and uncontested markets.  That's what Wal-Mart did by focusing first on rural America.  Southwest Airlines did the same thing by focusing on secondary airports and avoiding the hubs used by major airlines.  In health care, there are plenty of players that potentially represent disruptive competitors including surgicenters, disease management companies and physician‑owned carve outs.  It is worth noting that some of the biggest companies in America have been knocked off (or at least knocked down) by organizations that arguably were disruptive competitors rather than by the companies they regarded as their primary competitors.

For example, IBM was challenged not by Burroughs but by Microsoft.  GM was undone not by Ford but Toyota.  And RCA was brought to its knees not by Zenith but by Sony.  Sears found itself staring up not at JC Penney but at Wal-Mart.  One of the central lessons of disruptive technology is that it's usually not the bogies on your radar screen that get you; it's the ones off your radar screen.

Hospitals will Face Seven Critical Challenges

On the maps of ancient mariners where cartographers thought the world ended or where the known world gave way to the unknown – they wrote simply, "Here be dragons."  Those dragons lived in a zone rich in uncertainty and tightly woven dangers.  In health care, there are seemingly intractable challenges that inhabit the zone of complexity.

All of these challenges can be characterized as being removed from certainty and agreement.  There is only speculation as to their likely trajectory and little agreement on how to address them.  It is our hypothesis that the reason these challenges are so difficult to address is precisely because they live in the zone of complexity.

The following seven critical challenges were identified as the result of quantitative and qualitative research among hospital and health system CEOs and CMOs.  They were validated and refined in conversations with the nine CEOs who participated on Abbott's Advisory Council for this report.

Challenge One:  New Competitors

Physicians have always competed with one another.  Indeed, competition among physicians is of much longer standing than intra-hospital competition.  The more scientific methods of the ancient Greeks, including Hippocrates, competed against the religious healing of priests.  Ship-based barber surgeons competed against their land bound counterparts with the latter attempting, on many occasions, to limit the privileges of their water borne colleagues.  In colonial America, the homeopathic physicians were more extensively trained, while it was the competing allopaths who started their own medical schools and flooded the colonies with allopathic graduates.

Hospitals have also faced competition.  Historically, most of that competition has arisen between hospitals.  It has been largely local and regional.  In a few instances, it reaches national and international scope as mega-brand institutions like Mayo Clinic, Johns Hopkins and M.D. Anderson jockey for patients drawn worldwide.  There has always been competition between hospitals and physicians as well, but a fundamental shift appears to be underway.  In the first half of the 1900s, many American hospitals were owned and operated by physicians.  Over time, physicians surrendered control of hospitals and focused themselves in practices independent of the hospitals.  This arrangement worked reasonably well from an economic standpoint with both hospitals and physicians able to meet their financial and patient care objectives.

"The niche providers have concentrated on transforming the underlying process.  They are using clinical protocols.  They are standardizing supplies.  They are using supply chain leverage.  They are using information technology.  And they really understand reimbursement for the specialties where they are focused.  They've got their blocking and tackling down."

Judy Pelham 
In our research, we found that when it comes to future challenges, the "disruptive competitor" is ranked first in the mind of hospital executives today.  The battle lines are already being drawn.  And to make the ensuing conflict worse, it is the hospital's essential partner that is frequently popping up on the other side of that battle line.  In Columbus, Ohio, and Indianapolis, Indiana, physicians are having their hospital privileges revoked because they have entered into the ownership of surgery centers and single specialty hospitals that compete directly with hospital services.  Each side claims the high ground in this battle.  Hospitals see outpatient services as the logical extension of their inpatient capabilities.  Physicians just as persuasively see outpatient services as extensions of their clinical office practices.

A race for increasingly scarce income now characterizes the relationship between physicians and hospitals.  What makes this competition different is the emergence of new technologies that are simpler, smaller, faster, less invasive and more precise.  This new technology converges with the already pervasive dynamics that have been driving the lion's share of care into outpatient settings.  This, in turn, converges with the continued interest of investment bankers in new ventures in health care which converges with the desire of pharmaceutical and medical supply companies to preserve and expand channels to the marketplace.  Currently, the most visible and contentious competitive battles being fought by hospitals are occurring where new single specialty hospitals have sprung up often with physicians in active roles as investors and users.  New freestanding surgery, imaging and outpatient centers threaten to erode the hospital's more profitable service lines.

Challenge Two:  Future Reimbursement

On the question of reimbursement, there appears to be two prevailing schools of thought.  One school is historical and plots the steadily rising cost of health care as a percentage of GDP.  This school argues that the percentage is headed for at least 20% of GDP and that this level of expenditure is unsustainable.  This increase is driven by rising prices on the part of providers and suppliers as well as growing demand resulting from an aging population.  Thus, it is argued that continued downward pressure on reimbursement is inevitable.

The second school is demographic.  It emphasizes the growing percentage of the population that will be over the age of 65 in the future and the high voter participation rate amongst the elderly (around 60% vs. 30% for the population in general).  The demographic school answers the question, "What kind of care will the elderly get in the year 2015?" with a simple answer, "Whatever they want."

"If we don't solve our problems related to cost and quality, somebody's going to solve them for us.  We'll have other people determining our destiny.  And that may provide a strong incentive for change."  

Ron Ashworth
The prospect of declining reimbursement from government payers and insurers must be considered within the potential for a rapidly expanding level of discretionary expenditures paid from private sources.  In 2001, Americans reportedly spent $30 billion on what would typically be described as alternative medicine.  This number becomes more relevant when it is considered within the context of a total 2002 Medicare budget of around $250 billion.

"The face of the uninsured is changing dramatically.  The face of the uninsured isn't the person living under the bridge.  Now it's working people – the middle class."

                                                                                       Joel Allison
Challenge Three:  Access to Capital

Capital will probably remain scarce for traditional health care providers like hospitals.  Like equity investors, capital markets dislike surprises and put a high value on consistency.  The financial performance of hospitals over the past decade has been unpredictable and inconsistent.  Generally, the industry's leadership has been unable to predict financial performance with any level of confidence.  The political nature of hospital reimbursement contributes to, and reinforces, this uncertainty.  Moody's Investor Service debt rating downgrades have exceeded upgrades in 12 of the last 15 years.  In the third quarter of 2002, downgrades outpaced upgrades by 8 to 1.  The relatively recent collapse of the dot.coms sent many investors searching for safer waters.  And that led some of them into health care stocks, including those of providers like Triad and HCA.  Any sustainability of this trend will depend on the ability of providers to demonstrate they can generate earnings that are attractive compared to other industries.  A lot of nonprofit hospitals' operating margins hovered around 2% in 2002 despite 8-9% revenue growth according to financial consultants, Kaufman Hall.

There is wide variability in how successful health care institutions are in garnering significant philanthropic gifts.  Our research points to "contributed capital" as a significant aspect of capital formation for hospitals and health systems.  A sustained fund development program will often make the difference between a "good and great" financial performance in any given year.

"My real fear is that we are going to end up with a significant undersupply of care – an undersupply of doctors, of nurses, of beds, of technology – because of growing demand for care.  Unfortunately, our reimbursement will not grow fast enough to meet demand.  Thus, we've got to find ways to do things less expensively or we'll be dead."

Gary Mecklenburg
In health care, hospitals face the possibility that biotech will blossom and perhaps more ominously, at least in the relative short term, that the new competitors to hospitals will capture the interest of the investment community as physician practice companies once did in the late '80s and early '90s.  Scarcity of capital is always problematic, but it may be particularly so for hospitals that will be facing a growing need for replacement of aging facilities and for advanced technology.  Competition and rising labor costs will obviously only accentuate the pressure on operating income, making hospitals increasingly less attractive on the capital markets.  Further, it is possible that a widening gap may open up between "have" and "have not" hospitals.  Those few hospitals with advantageous access to capital will invest that capital in enhancing their competitive capabilities potentially leaving the "have not" hospitals behind.

Challenge Four:  Staff Shortages

Our research found that staff shortages are a long-term problem with a time horizon of 15 to 20 years to come.  The problem has strong demographic underpinnings.  The number of people who provide the potential work force pool is rapidly shrinking.  The Bureau of Labor Statistics estimates very slow growth in the total work force in coming years.  From 2000 to 2015 it will grow only 1%, then slip to a growth rate of only 0.2% from 2015 to 2025.  In addition to shortages of all patient care staff, pharmacists and technicians, it now appears that there is an emerging shortage of physicians on the horizon.  This shrinking pool collides with an equally inevitable pool of growing demand fueled by an aging population.  Those aged 65 or older will constitute 20% of the population by 2025 (up from 12% today) but will consume fully one-third of all health care services.  By 2030, there will be 36 elderly consumers per 100 workers aged 20-64 versus 21 seniors per 100 workers today.  (See Chapter Six:  Become the Employer of Choice for further discussion of workforce issues.)

Challenge Five:  New Science and Technology

The essence of the trajectory in technology can be summed up in five notions:  simpler, smaller, faster, less invasive and more precise.  As nanotechnology, genomics, robotics, new drugs and devices and computer supported imaging converge, the results will be breathtaking.  A battle is underway that may have a transforming impact on the future of technology.  It is the race for patients.  Which entity will prevail . . . the future hospital, physician organization or for-profit start-up?  Some of these technologies may be closer on the horizon than many anticipate.  Take nanotechnology as an example.  "Nano" represents one billionth of something.  So a nanometer represents one billionth of a meter.  Up to 10 trillion nano devices, each as small as 1/200th the width of a human hair theoretically might be injected using a syringe.  Once in the bloodstream, they could carry out a number of tasks including clearing obstructions, monitoring and reporting body conditions, and interacting with the operation of a single protein.  Researchers at Washington University in St. Louis expect to have "nanotanks" ready for market in three years.  These nanotanks are containers that will be able to deliver cancer-fighting poisons with precision or carry oxygen to depleted cells.  Also, within three years, University of Michigan researchers plan to have available nanodevices with sticky, tree-like branches that can grab viruses and remove them.

Challenge Six:  Empowered Consumers

Consumers will be empowered by at least three forces in the future.  One is attitude.  The relatively compliant depression era generation is fading away and being replaced by generations that combine assertiveness with rising expectations.  Today's consumer is impatient with long waits, misinformation and inadequate response rates.

A second force that is empowering consumers is access to information.  One of the top reasons for searching the Internet is for health care information.  Those over the age of 65 are the heaviest users of the Internet in terms of total hours online per week.  And 61% of American consumers describe themselves as "very concerned" about their medical health.  Demand for improved quality, outcomes and safety will accelerate.  Today, it is difficult, perhaps impossible, to effectively judge the value of a health care service.  In the future, that will change.  Data is already becoming transparent and it will become more so in the future.

"When most people enter our new facility their first reaction is 'This doesn't look like a hospital!'  Using focus groups, we learned that patients don't like hospitals.  We had the opportunity to design and build a totally new environment for care from the patients' perspective.  The combination of 'high tech and high touch' has been wildly successful.  Unfortunately, most hospitals haven't had this opportunity and are continuing to deliver care on an antiquated chassis."

Gary Mecklenburg

While most consumers today look to the quality of their interaction with health care providers as the basis for forming their judgments of quality overall, tomorrow they will have other data points.  Various organizations with an interest in quality, including employers, the government and consumer groups, will define frameworks in which consumers will be able to assess the value of care they receive.  The Institute of Medicine has already identified some of these data points.  Leapfrog has also identified some.  What hospital CEO, for example, would fail to tout lower infection rates than a prime competitor?  So while this push toward comparative data will be encouraged by outside organizations, hospitals themselves will push the information into the marketplace.  Witness MedCath's recent disclosure of its performance data, which showed it achieving superior results on quality and cost in its heart hospitals.

Finally, the emergence of Defined Contribution employee health insurance plans puts the employee at higher risk financially for their health care purchases.  As consumers pay an ever-increasing portion of the growing health care bill, they will inevitably become more informed and empowered individuals.

Challenge Seven:  Fundamental Redesign of Organizations

The demands of a new future suggest that hospitals will need significantly different organizational structures in order to remain viable.  Notoriously fragmented, hospitals remain organized largely along functional and specialty lines.  Despite a decade dedicated in many markets to creating integrated delivery systems, the key component of those delivery systems, the hospital, remains uniquely fragmented with breakdowns in communication contributing significantly to quality problems and higher costs, as seen in IOM's report, "Crossing the Chasm."  Just as critical as the functional and specialty fragmentation is the line that has been drawn between medicine and management. 

"If we're going to have integration, what will be the basis for that integration?  It seems like for much of the previous decade the driver was 'gaining control of the whole health care dollar'.  Maybe that was the problem.  Maybe the driver should have been focused to, 'What's in the best interest of the patient?'"

Mike Wood, M.D.

Despite efforts in many organizations to bring physicians into the executive ranks, many practicing physicians remain isolated from the principles and practice of management.  Likewise, administrators remain somewhat separated from the clinical realities of medicine.  These realities are likely to be reinforced by the current trend of physicians becoming more actively involved in nonhospital settings, including ventures that compete with hospitals.  It is clear the heart of the hospital today is direct patient care with 80% of all operating revenues generated from this and clinical costs consuming 80% of the typical hospital's budget.  In order to generate higher margins from that care, hospitals will have to redesign and reconstitute the basic chassis of the vehicle that will carry them into the future.

Provider Expectations

When confronted with the seven Major Challenges described above, the Abbott CEO Advisory Panel created its own list of environmental concerns.  They are consistent with those above, but create a context for research findings that follow in this report.  They are:

· While hospital demand increases with our aging society, overnight stays per 1,000 people are likely to decline.  Advancing technologies help providers shift patient care to lower cost settings.

· Declining reimbursements from Medicare and Medicaid exacerbate the cost shift to employers.  Multiple years of double digit premium increases lead to massive transfer of costs to employees.  America's love affair with employer-based health benefits becomes vulnerable for the first time in 50 years.

· Consumers become more cost sensitive to health insurance costs.  Older, sicker and chronically ill patients will characterize the typical patient mix.

· Access to care becomes a problem even for people with insurance, including private employer-sponsored plans (not just Medicare and Medicaid), as physicians close their practices to new patients.

· Disruptive technology assists providers in treating with less invasive and advanced imaging technologies.  Prescriptions will continue to grow in share of total health expenditures.

· Pervasive and continuing issues related to workforce and physician supply will be a defining issue for the next decade or two.  Backgrounds of health care CEOs shift away from classically trained Masters of Hospital Administration to other advanced degreed men and women.

· At a national level, health care emerges as an ongoing high priority concern, leading to an extended era of heavy national policy activity, potentially shaping the domestic policy debate for the next several presidential elections.

To balance the seven Major Challenges and Provider Expectations listed above, we offer future predictions emanating from Abbott's ongoing work with Strategic Grand Rounds®.

Cautious Optimism

· % GDP rises to 20% due to aging, growth, technology and workforce inflation

· IT investment supported by federal dollars in exchange for evidential medicine reporting

· Workforce shortages create salary hikes

· Weak institutions increasingly leave market without access to capital

· Drug price pressure leads to new over-the-counter products and self care

· U.S. providers expand international offerings

· By 2010, 98% of Americans have insurance coverage

CHAPTER THREE
Four Sustainable Organizational Examples
"Great lessons can be learned from organizations who have achieved outstanding performance in regard to service and their ability to recruit and retain the best people for the job."


Ron Ashworth

Illustrating Sustainability:  Four Case Studies

Our benchmarking research led us to the four organizations from non-health care sectors of the economy referenced earlier:  Wal-Mart, Southwest Airlines, GE and Microsoft.  We examined these corporations to better understand the characteristics that engendered their enduring success.  We relied on four criteria to identify these companies.  

· They were included on multiple occasions on Fortune magazine's list of "Most Admired Corporations"

· They had achieved higher overall profitability than their industry peers

· They had demonstrated superior performance in down economic conditions

· They were known entities – there was extensive information available on them including studies by credible management experts

The four corporations are each in their way American business icons.  The youngest, Microsoft, was founded in 1975.  The oldest, General Electric, was formed in 1892.  The other two organizations, Southwest Airlines and Wal-Mart, were founded in 1967 and 1945 respectively.

An analyst for First Boston has described Wal-Mart as:  "The finest managed company we have ever followed.  We think it is quite likely the finest managed company in America..."  Today, Wal-Mart is the largest corporation in the world.  From the perspective of total revenues, it is twice as big as GE and ten times as big as Microsoft.  Today, it employs more than 1.4 million (as many people as all the U.S. armed forces combined).  Nobel prize winning MIT economics professor, Robert Solow, gives Wal‑Mart most of the credit for the increase in U.S. productivity from 1995 to 2000.  When Wal-Mart spent $4 billion to enhance its information systems, it's estimated that it set off $40 billion in information system investment by its suppliers.  

If one firm can be credited with fostering the computer revolution, it is Microsoft.  Through relentless ambition, Microsoft created the de facto standards that allowed computer users to push past the compatibility bottleneck they once faced when multiple operating systems and proprietary hardware created gridlock.  

The history of Microsoft is breathtakingly short.  In 1968, Bill Gates and Paul Allen began to write software.  Microsoft was founded in 1975 when Gates was 20 years old.  Five years later, he signed the agreement that licensed the DOS operating system to IBM.  In 1985, Windows was released.   By 1990, revenues had reached $1 billion and the company was capitalized at $219 billion.  In 2002, Microsoft revenues exceeded $7 billion and the company was worth more than $550 billion.

Southwest Airlines has been profitable every year since 1973.  In an industry infamous for being over-leveraged, Southwest has maintained a debt level of less than 30%.  It has the youngest fleet of aircraft and owns 50% of them free and clear.  It also has not had a major accident nor a single fatality in 25 years.  Since 1978, Southwest has flourished while 120 airlines have gone bankrupt.  In May of 2002, as other airlines saw passenger traffic fall from 8 to 14%, passenger loads on Southwest were up 19% over the previous year.

General Electric was founded by Thomas A. Edison 110 years ago to create a market for his new invention – the light bulb.  GE has always been a conglomerate of sorts built through acquisitions and mergers.  Today it has one of the largest stock market values in the world.  Under Jack Welch, it went from a market cap of $12 billion to $500 billion.  It is the only company remaining of those originally listed on the Dow.  Today GE operates successfully in a wide variety of industries including health care, financial services, aviation, lighting, plastics, appliances, power systems and entertainment.

These four corporations are very different enterprises operating in very different industries.  They are defined by their differences, but it is our view that they have common characteristics that have been central to their success and that will sustain them in the future.

Each Company has a Core Difference

Strategically, each of the four organizations has a Core Difference – a consistent approach to playing the game that has yielded sustainable success.  The Core Difference central to each can be summarized as follows:

· Wal-Mart

Low prices everyday
· Microsoft

Become the "de facto" industry standard

· Southwest 
Low cost airline

· GE
 

Be the leader in key segments of diverse industries

GE's Core Difference is pragmatic and focused.  It does not aspire to dominate whole industries.  Instead, it focuses on a segment of an industry in which it can profitably achieve leadership.  For example, it is focused on "imaging" within the broader health care industry.  In the aircraft industry, it is focused on jet engines.  In the consumer appliance industry, it is focused on large appliances like washers and refrigerators.  So there are three broad strategic questions always in play at GE:  "In what segments can we achieve a leadership position?"  "Can we lead in those segments at a profit?" and "What leadership and management skills are relevant to every segment we choose to be a leader?"

Despite its upstart image, Southwest is also committed to market leadership.  Like GE, it picks fights it can win. It is committed to market leadership on the routes it has chosen to fly.  On those routes, it averages 60% market share.  Indeed, integral to Southwest's strategic approach has been a commitment to establish leadership on routes rather than in hubs.  It moved methodically into uncontested airports, then flew direct routes between those airports.  The major airlines have been forced by their strategic reliance on hub airports to push passengers onto connecting flights.  As a result, only 40% of the major airlines' passengers reach their final destinations on direct flights.  For Southwest, the average is 80%.

Wal-Mart, too, has pursued market leadership in focused fashion by moving incrementally into uncontested markets.  It focused first on rural markets.  Well into the '90s, only 55% of its stores competed directly with a Kmart.  Kmart, on the other hand, found that 82% of its stores competed with a Wal-Mart.  Having built a discount retailing fortress in rural America, Wal-Mart moved methodically into the suburbs and finally into urban markets.  From 1987 to 1995, Wal-Mart's market share increased from 9% to 27%.  

In similar fashion, Microsoft has moved from segment to segment, always committed to setting the standard once it has entered a segment.  This pattern has been consistent as it has moved from operating systems, to applications, to the Internet and, most recently, to interactive games.  So, while each of these organizations has been committed to leadership, it has been a commitment pursued incrementally.

As part of their Core Difference, each of the four organizations has a "way" of doing things that is well established, well understood and consistently applied.  In many instances, this way can be traced in an unbroken line to the founder.  In others, it is a tradition that emerged early, proved valuable, and then was improved over time becoming a consistent set of behaviors that the organization applied.  This "way" defines how the organization sees and responds to its world.

The Sustainable Companies Shifted Strategies

While each of these four organizations displayed a steadfast commitment to its Core Difference, it also demonstrated an ability to make significant strategic shifts as needed.

To realize its Core Difference, Microsoft always seeks to become the "de facto industry standard."  Thus, it pushes toward shaping a market wherein the purchase of Microsoft products is unavoidable.  Everything the company does is oriented toward maintaining its influence of the field and the rules.  Such leadership allows Microsoft to shape the marketplace in its favor.  Anything that threatens its ability to establish itself as the market standard becomes the target of Microsoft's power.  That appears to have been the case with the Internet.

Initially, Gates regarded the Internet as a distraction, but he eventually came to see the potential for software to be easily and cheaply downloaded "without plastic wrap."  He also began to recognize that software might not even be downloaded but instead could be resident on the Web rather than on a PC.  Either development would dramatically change the market for software and computing.  So Microsoft turned 90 degrees and headed for the Internet in 1995 introducing Explorer one year later, then moving on to wipe out Netscape while beginning the process of establishing itself as the de facto standard for Web computing.  

A similar about-face occurred more recently when Microsoft, despite repeatedly declaring it had no interest in manufacturing hardware, set its sights on Sony and the growing possibility that its PlayStation could reshape the software playing field and the rules.  Interactive computer games were following a completely different route of development than traditional PC software and hardware.  The products were focused to younger consumers with rapid interaction and realistic graphics.  All of this took a lot of computing power, both in terms of the sophistication of software and processing muscle.  The business of interactive computer gaming was already generating a bigger percentage of entertainment industry revenues than movies (currently it's about $20 billion a year).  So in March of 2000, Microsoft aimed the Xbox at the heart of Sony's growing market leadership.  It is a battle that is still playing out, but Microsoft has become an influential player overnight.

Wal-Mart's commitment to market leadership goes beyond filling small towns with shuttered stores.  It decided in the mid-'90s to move into what most would regard as a low margin business -- groceries.  In 1995, it had 6% market share in groceries.  By May of 2002, that number had increased to 10.3% making it the largest retailer in that business.  Its rationale was not too dissimilar from that of Gates.  It was protecting and fortifying its traditional discount retail base – preserving its core.

"Perhaps we need to more seriously consider the example of organizations like Wal-Mart and ask ourselves how we're going to make the transition to become more consumer responsive.  If we don't, somebody else will respond to consumers on price, quality and convenience in terms my mother can understand.  To be responsive at that level, we'll need to get out of the ivory tower and rub shoulders with folks more."

Steve Reynolds

Wal-Mart's traditional core customer only visited its stores two times a month.  The typical grocery store shopper was shopping two times a week.  Groceries represent a market three times as big as retail and are well matched to Wal-Mart's competencies in warehousing, distribution and inventory management.  Merging groceries with discount retail in "superstores" allowed Wal-Mart to deepen its relationship with its core customers, get their grocery business and cross sell higher margin retail to those customers.  By the way, those customers who buy their groceries at Wal-Mart will save, on average, $50 on their $150 to $200 weekly grocery bill.

At GE under Welch, there was a conscious commitment to shift strategies continuously over time.  So GE moved from its commitment to "be number one or number two" to "boundarylessness," to "speed, simplicity and self-confidence," to "workout" to "Six Sigma."  Each of these shifts then created dramatic shifts at an operational level.  Because GE consisted of many operating units or divisions in highly diverse industries, industry-level strategy by necessity had to be designed and executed at the operating unit level.  But the broad strategic initiatives that have made GE famous and have sustained its Core Difference were designed and consistently executed across all of its diverse operating units.  Indeed, it was these initiatives that constituted the organizational glue at GE and have come to be regarded as the "GE way."  One thing about the GE way that has not shifted over time is its inherent discipline.  Expectations run high at GE, so high that those expectations might be regarded in other industries as bordering on brutal.  And one expectation that runs high is the expectation to do things the GE way.  In one famous exchange, Welch told Jeff Immelt, the man who eventually took his place as CEO, "I love you and I know you can do better, but I'm going to take you out if you can't get it fixed."  "It" was rising costs in GE's plastic division.  Immelt got "it" fixed.  There is a similar tough-mindedness related to GE's commitment to be able "...to learn from any source and rapidly convert it to action."  What made that work, Welch once observed, is simple, "Management appraisal systems and management compensation systems."

All Four of These Organizations Take Competition Seriously

Witness Southwest's reaction to a competitor's claim in 1992 of the best-rated airline when it came to on-time performance.  According to Kevin and Jackie Freiberg in their book on Southwest called Nuts!, the airline responded with a print ad, the headline of which read:  

"After lengthy deliberation at the highest executive levels, and extensive consultation with our legal department, we have arrived at an official corporate response to [our competitor's] claim to be number one in customer satisfaction... Liar, liar.  Pants on fire." 

Freiberg (1992)

On the routes it flies, Southwest is clearly committed to winning the market share battle.  Welch's commitment to be number one or number two had its competitive implications – somebody had to be knocked down to number three or four and then kept there.  In pursuit of competitive advantage in quality, GE has committed itself to Six Sigma performance, which translates to 3.4 defects per million operations.  Most organizations are at a 3 to 4 Sigma performance and that consumes 10 to 15% of their annual revenues.  

Microsoft's competitive behavior is legendary.  In 1995, Netscape was the overwhelming market leader in a field Bill Gates thought was irrelevant.  It was capitalized at $7 billion, had 90% market share and revenues of $346 billion.  But Gates changed his mind and by the time he was through with Netscape it was virtually worthless.  Netscape's business model depended on deriving its revenues from selling its Internet browser.  Microsoft swamped Netscape by giving away its Explorer browser free.

All four of these sustainable organizations are "passionately" competitive.  For those who have spent their careers in hospitals and other health care organizations, this passionate orientation toward competitiveness is generally foreign.  On a scale of one to ten, we would suggest that the typical American hospital has a competitiveness orientation of around five, while each of these organizations would be pushing nine or ten.  Is it a bad thing that hospitals are not more competitive?  Probably not.  But one lesson from these four organizations is that it's important to be passionate about something.  But what?  What passionate and enduring obsession should characterize the hospital?  It needs to be big enough and visible enough so that it is relevant throughout the hospital, top-to-bottom and side-to-side.

American hospitals are only now beginning to get their hands around a passionate obsession.  The obsession that is emerging with the most consistency is "demonstrated quality, outcomes and safety" (a well-known mantra espoused by Judy Pelham, CEO‑Trinity).  A growing number of American hospitals are moving toward powerful deployment of quality imperatives.  Having flirted with this obsession for almost a decade, hospitals appear to now be converging with discipline and desire.  At some hospitals, it manifests itself as an inordinate commitment to service excellence and patient satisfaction.  At others, it is taking the form of a relentless attack on infections and accidents.  And for some hospitals, it's pursuit of the National Committee for Quality Health Care Award (NCQHC), or a Baldrige Award or some other quality recognition such as the American Nursing Association's Magnet Hospital designation.

"The biggest difference between Wal-Mart and Kmart is that one figured out how to do simple things extraordinarily well while the other didn't.  The magic in getting that done is identify and prioritize the simple things that matter to consumers."

Peter Fine

At each of these Companies, Operations are Strategic

Competitiveness has two faces.  One is strategic.  The other is operational.  Both faces change over time as the environment transforms and as competitors catch up.  At all levels of these four organizations, operations are strategic.  They combine straightforward strategic direction with powerful operations.  To achieve powerful operations, these organizations fundamentally redesigned basic operational cornerstones to yield overwhelming advantages.  

At Southwest, the time it took to turn a plane around at the gate was a cornerstone of its operations.  Although Southwest's edge in turnaround time may have eroded somewhat as competitors have sought to respond, that edge remains significant.  Generally, it takes Southwest 15 to 20 minutes to turn a plane versus 40 to 60 minutes for its competitors.  Furthermore, it takes four Southwest employees to turn a plane versus an industry average of nine.  That difference means that, on average, a Southwest plane is in the air nine hours each day compared to the competitors' six hours.  That higher utilization of assets yields a huge difference in operating margins.  

There are other inherent operating advantages at Southwest.  It relies on one model of aircraft.  Maintenance, fueling, cleaning, inventory, and a wide range of other operating tasks can be much more standardized and efficient.  Most of the major airlines rely on 6 to 7 types of aircraft.  Labor costs at Southwest generally run 25 to 30% of revenues compared to around 40% at United and Delta.  Higher profitability at Southwest yields the ability to acquire new planes out of operating margins.  Newer planes mean less maintenance and greater fuel efficiency.  Less maintenance and greater fuel efficiency mean higher profits.  A cycle of higher productivity yields the ability to invest in improved operating efficiencies.  Southwest's use of secondary airports like Houston's Hobby, Dallas' Love and Chicago's Midway also yields lower costs for renting gates, as well as more operating flexibility.

A cornerstone of Microsoft's operations has always been software development.  Microsoft evolved a project-based approach to management that is distinctly different than that used by organizations in other industries.  Microsoft historically organized itself around software products and initiatives.  Rather than rely on more traditional functional or market approaches to management, Microsoft organized itself at the level of products such as Windows, Microsoft Office, PowerPoint, Word and so forth.  Its other talent has long been in integrating these various products so they work consistently with each other.  New CEO, Steve Ballmer, recognizes that having too strong a focus on products can give Microsoft a tin ear when it comes to customer responsiveness.  As a result, he has instituted a new organization design that marries the company's project approach with a focus on customer segments.

Those who see Wal-Mart's triumph as the result of low prices, low tech and low innovation have missed one of the biggest stories in business.  At Wal-Mart, operations are strategic too.  The company has long been regarded by other industry leaders as the benchmark in its operational cornerstone of warehousing and distribution.  And fueling that advantage was an inherent strength in another cornerstone, information technology applied to the company's basic operations.  As Sam Walton once observed, 

"People think we got big by putting big stores into small towns.  We got big by replacing inventory with information."  

Sam Walton

Today, the computers at Wal-Mart house more than 500 terabytes of data vs. 40 terabytes at the IRS.  According to executives at Wal-Mart, that data allows them to see the relationships in the shopper's cart.  With all that data, Wal-Mart is able to fine-tune its distribution so the right products reach the shelves at the right time and at the right price.  The critical point here is that Wal-Mart's information systems exist to support operations in a very pragmatic way.  Investments in information technology are expected to pay off at Wal-Mart within 12 months of inception.  Indeed, Wal-Mart spends a mere .5% of its annual operating budget on its information systems vs. 1.43% for its industry as a whole.  One way it keeps its investment low is by doing most of its information system development and implementation itself.  90% of its software is written in-house.

Employees are Key to Sustainability

Both Southwest and Wal-Mart put heavy emphasis on employee empowerment and culture.  Southwest has been in the top five of Fortune's list of best companies to work for since 1997.  Its emphasis on employees is the legacy of former CEO, Herb Kelleher, who was famous for cheerleading and theatrics designed to engage, motivate and direct employees to what he regarded as important.  He once observed that Southwest had something competitors were unable to match – an attitude of commitment.  When a Southwest jet nears the gate, Southwest employees run to meet it.  Its competitors' employees don't demonstrate the same hustle.  Kelleher's approach to employee relations was straightforward.  He spent time with them. 

Like Southwest, Wal-Mart focused on employees from the onset.  Despite the accusations of its critics, Wal-Mart employees appear to be a relatively satisfied and motivated lot.  Like Southwest, Wal-Mart has relied on homespun employee involvement.  Local policemen were recently called to quell what passersby thought must have been a civil disturbance.  The police arrived to find the commotion was being caused by 35 Wal-Mart employees gathered outside to practice the Wal-Mart cheer.  What makes this story truly remarkable is that it took place in Germany.  

No one would ever describe Bill Gates as an executive with particularly well-developed employee relations skills.  Indeed, in his younger days, mercurial and tyrannical might have been a better description.  And it is worth remembering that Jack Welch was once nicknamed Neutron Jack because in his early days he was said to have had the same effect as a neutron bomb explosion – after he showed up all the buildings may have been still standing but most of the people were gone.  When Welch took over at GE, it had around 400,000 employees.  By the time he left, it had about 230,000 and levels of management had been reduced from nine to four.  To Welch, fewer layers meant broader spans of control.  And broader spans of control meant executives had to hire good people and didn't have time to meddle.  But, over time, both Gates and Welch softened.  Gates has transitioned to become a sort of master mentor to Microsoft's software developers.  Welch methodically pushed ever-widening levels of employee involvement and empowerment at GE putting them front and center at all levels with methods that allowed them to provide direct and safe feedback to their bosses and their peers. 

There are companies where employees, given the option, prefer to work.  Working for GE makes you a winner because you are part of a winning organization.  In the field of discount retailing, Wal-Mart is the employer of choice.  In the airline industry, Southwest continues to rack up awards for being one of the top 100 companies to work for in America.  And as the dust has settled, the same can be said for Microsoft in the software industry, particularly when it comes to people who write computer code.  Redmond, Washington, is the "promised land" if software is your thing.

Leadership is Sustainable

For each of these organizations, leadership is fundamental.  At each, leaders are developed throughout their ranks.  There is discipline when it comes to ensuring leadership succession planning and leadership has translated into higher organizational performance.  Jim Collins downplays the importance of leadership charisma.  While leaders of each of these four organizations are famous, only two of them can properly be described as charismatic:  Herb Kelleher and Sam Walton.  Their personalities and behavior fit the definition.  Jack Welch and Bill Gates, on the other hand, have both been described as introverted and not particularly articulate.  Neither has ever been spotted cheerleading or pulling pranks on employees.  But, in their own unique way, each of these four individuals set the tone for his organization, helped it see its defining differences, and clearly conveyed what was most important and what constituted success.

Among the four organizations, GE is most distinguished by its overwhelming commitment to leadership development and execution.  Today, it spends about $800 million per year on leadership training.  That's about half of its total R&D budget.  Its training center in Crotonville, Connecticut, is often described as the "West Point" of management training.  As outstanding as Jack Welch's tenure at GE was, it should be noted that he was just one in an unbroken string of extraordinary leaders that GE developed.  Indeed, in terms of GE's performance under his leadership, Welch has been ranked 5th overall compared to his CEO predecessors at GE.  This does not diminish Welch's accomplishments.  It does give emphasis to the extraordinary competence of GE when it comes to consistently developing leaders.

Financial Results Underpin Sustainability

Financial strength emerges from each of these companies as a consequence rather than an overwhelming ambition.  It is clearly regarded as a driver of success but like the other factors, it is also seen as enabler.  Financial strength enables the investment necessary to build and sustain the Core Difference.

These organizations tend to be masters at distilling a company and its financial dynamics to terms that are not only easily understood but which give rise to high impact management.  At Southwest, Kelleher distilled things this way:  "Only when customer #75 boarded a flight did that flight break even.  Every other passenger over #75 represented profit.  So any Southwest employee could tell whether a flight was profitable by counting the passengers' noses."
Hospitals are Different

The analysis of these four organizations produce critical implications for The Model for Sustainability.  First it reinforces the need for a "Core Difference" supported by hard‑hitting strategies.  It also underscores the need for "drivers" related to leadership, customers, financial strength, and employees, as well as structure and process.  None of these four organizations, of course, could be expected to have a focus on physician relationships.  Indeed, this unique relationship is arguably what most distinguishes a hospital from the kinds of enterprises reflected by these four organizations.  

As difficult as the challenges facing these corporations may be, none of them must effectively manage such critical variables as cost, quality and access while relying on a partner as highly independent as a physician (although pilots who work independently for airlines come pretty close).  Physician independence gives rise to a breathtaking level of variation.  In 1994, research was undertaken by Intermountain Health Care to identify the best way to treat community-acquired pneumonia.  Examining 101 patient cases, Intermountain found they were treated with 68 different combinations of antibiotics.  The study concluded that in nearly every case, one combination would have been best.  Intermountain's experience is, of course, representative of health care overall.  

CHAPTER FOUR
Communicating the Core Difference

"A mission that is understood and, more importantly, lived out is one of the most powerful tools there is when it comes to attracting and retaining people.  One of the most gratifying experiences for a health care leader is to discover employees who joined the organization because they had once been patients there and were so impressed with its purpose.  Those kinds of employees don't need to be told what to do.  They know because they've already identified the kind of behavior they want to emulate."


Joel Allison

Stories Should Paint a Whole Picture for Health Care Teams

Sustainable organizations create stories about how and why they're different.  Then they tell those stories clearly and consistently.  The content for the organization's stories is made clear by The Model for Sustainability.  That story should proceed from the organization's Mission and Values out to encompass its Vision.  Leaders must consistently convey what the organization stands for and what makes it different.  Then that story should be expanded to include tales that emphasize the importance of the Leadership Imperatives and the organization's Core Differences.  

There are many ways to tell this story but the plot or storyline should stay on message.  It picks up power in the retelling.  Every opportunity to communicate with stakeholders, whether employees, board members or physicians, should be used to tell the organization's story.  It is the responsibility of an executive team to get on the same page when it comes to communicating the organization's story.  The goal should be 100% understanding of Mission, Values and Vision throughout the organization.  Leaders will reach into their organization for stories of how real people are getting the real work of the organization done in ways that align with the Core Difference, the Leadership Imperatives and the Strategies.  Leaders will craft a storyline that fits The Model for Sustainability.

Hospitals are Fortunate to Have Stories Worth Telling

Hospitals are fortunate to have at their core a purpose that lends itself so completely to heroic stories and occasions for celebration.  Consider other industries.  Few of them have a purpose as compelling and as noble as that of a hospital.  Their opportunities for heroic behavior are limited.  Gary Mecklenburg, CEO of Northwestern Memorial HealthCare, has shared many times a story from his days as CEO of a hospital in Milwaukee:  
"As I became more familiar with the organization, I realized that the religious purpose of St. Joseph's Hospital was a great motivator and the underlying reason why many of our physicians and employees chose to work there.  For many employees, their role at St. Joseph's was not just a job, but daily fulfillment of their beliefs and values.

Over time, I learned that a large number of our staff, whether Catholic or not, worked harder and longer, volunteered for many activities, and came in on weekends and holidays because they fundamentally believed in the importance of the organization's work and their personal role within it.  Translation of the Sisters' mission into strategies, decision‑making, and resource allocation became clear.  Simply stated, if we did 'the right thing' for our patients and the community, business success would follow."

Gary Mecklenburg

A Good Strategic Plan Tells the Organization's Story

The development and telling of the organization's story should be a disciplined and ongoing process.  Taken together, Mission, Values, Vision, Strategies and the Six Leadership Imperatives shape an organization's strategic plan.  A strategic planning process that creates consensus on the organization's past, present and future environment and what to do about it is an important tool.

An organization is truly aligned when its Core Difference is alive in every individual.  For that Core Difference to be understood, there needs to be a commitment not only to communicating the message over and over again but also to engaging in dialogue about it in every nook and cranny of the organization.  A way to start these conversations is to ask questions – questions that relate to the organization's Core Difference, its Drivers and its Strategies.  The outcome of such an ongoing conversation not only builds understanding, but with it, a greater sense of ownership.  The answers to the questions will vary and a richer sense of meaning will emerge for the organization overall – a sense of organization-wide citizenship – individual responsibility for the entire institution.

The organization's strategic plan tells a story not only of what the organization will do but also what it will not do.  In a world of uncertainty, scarce resources and multiple opportunities, it is important to define boundaries.  A well-deployed strategic plan allows everyone in the organization to have confidence about where they should and should not dedicate their time and resources.  A solid strategic plan should enable them to do this day in and day out without continuously waiting for direction from the executive suite.

"Maintaining core values is key to success.  At Baylor, core values have been in place for more than 100 years.  Those core values are integrity, servanthood, quality, innovation and stewardship."

Joel Allison

Executives Set Direction and Then Explain Why

It is the job of executive leadership to set overall strategic direction.  Indeed, this is the fundamental executive skill and responsibility.  Wise executives perform this responsibility by soliciting ideas and input continuously in dialogue with others outside the executive suite.  But, ultimately, executives must decide and then make the case.  Generally, others in the organization appreciate this decisiveness.  They expect leaders to lead toward a place worth going.  They get anxious and demoralized when they feel that the organization is adrift.

The story embodied in the strategic plan becomes most relevant when it begins to answer the question, "How do I fit in?"  There is a hierarchy in a strategic plan that begins with Mission and Values, moves to Vision and then on to Strategy and finally to Tactics.  Tactics should be shaped and remade continuously by every employee in the organization.  The strategic plan and the hospital's leaders say, "Here is where we are going, why we are going there and generally how we intend to get there."  Then they look to the rest of the organization to participate fully in the tactics of defining "what to do" and "what not to do."

The Organization's Story Must be Told Inside and Out

Finally, a sustainable organization has to tell its story not only inside but also outside.  For hospitals, the need to tell a compelling story has never been greater.  Seldom has public skepticism about health care and hospitals been more pronounced.  Hospitals have not done a particularly convincing job in telling their stories.  As a result, they are often mistrusted and are near the bottom of the list when philanthropists are handing out money.  In December 1999, in an article in Atlantic Monthly entitled "The Healthcare Economy is Nothing to Fear," Charles Morris provided a script that should be in every hospital leader's hip pocket:  

"...Until a decade or so ago, gall bladder surgery was an open-abdomen procedure, and many patients put up with chronic pain and discomfort rather than risk the operation.  Now gall bladders are almost always removed laparoscopically.  The patient goes home the same day and usually misses only a day or two of work.  Arthur Leibowitz, the Chief Medical Officer of Aetna U.S. Healthcare, says that fees for gall bladder surgery are about half what they used to be, and inpatient hospital costs have been virtually eliminated, but the company's total gall bladder bill has risen because surgeons are now more likely to recommend the procedure and patients are more willing to undergo it...

...Health care was once a low-wage, dead-end field, with doctors roosting comfortably at the top of a job pyramid filled out with underpaid nurses, orderlies and aides.  In 1950, health care workers earned about two-thirds the average wage.  By the mid-1990s, however, with rising capital investment per worker, health care wages had risen to about 109 percent of the economy-wide average.  Health care spending, moreover, unlike spending for cars, television sets, clothing and oil, tends to stay home.  The alarm over rising health care spending suggests that the money is somehow dribbling away into outer space rather than being recycled into the pockets of a growing new class of professional workers..."

Corps of Discovery

In 1803, President Thomas Jefferson commissioned Meriwether Lewis and William Clark to seek an all-water route from civilization (St. Louis, MO) to the Pacific Ocean.  This expedition was financed by a very young Congress and their team became known as the Corps of Discovery.  The Northwest Passage did not exist, and thus was not discovered.  However, the Louisiana Purchase and the subsequent mapping of the drainage of the Missouri River opened the West for American settlement, where half of today's population now resides.  There are many relevant lessons of leadership we can draw from these explorers' experiences as they relate to following the Leadership Imperatives discovered in our research.

The Leadership Imperatives are likely to take you into uncharted territory.  Managers will bemoan the fact that there are no benchmarks to follow, no trailblazer that has laid out the route.  Creating new directions in health care is tough organizational work.  It will involve the creation of visions of "the possible" and move organizations and the community toward them.  Leaders will be discoverers of new ways of doing things, most likely with higher productivity, greater use of information technology, broader diversity in the workforce and other attributes described elsewhere in this report.

Executives will do this as much to achieve current success as to assure the availability of future opportunities for the next generation of leaders.  Most great organizations boast a succession of great leaders and all of us owe our forefathers/mentors for laying out a path for us to begin our own unique journeys.

Leaders will focus on the greater good of the organization, as opposed to their own personal aggrandizement.  Better organizations lead to serving our communities more efficiently and compel us to build the necessary competencies to achieve that.  The Leadership Imperatives may disrupt tribal behavior and this will require courageous leadership to take on challenges that threaten the sustainability of the health enterprise business model.

Currently, physicians dominate clinical medicine, while administrators dominate health management.  The growing role of information technology is occurring in a field of shared collaboration … a true meeting ground for these two traditional camps to achieve breakthrough strategies in their organizations.

Today's hospitals are far from resource rich.  Achieving the Leadership Imperatives will require advocacy for more national and state resources to create healthier communities (think of solving the problem of 42 million uninsured neighbors and family members).  State and federal reimbursements have not been carrying their fair share of costs.  As a result, employers are bearing an increasingly unfair burden of the rising costs.  The Corps of Discovery worked because a young nation funded an effort that changed history forever.

CHAPTER FIVE

Imperative #1:  Engage Consumers
"Inducing people to work together is a central challenge.  At the heart of that work must be a set of shared principles.  That's where you've got to start -- with identifying and embracing a set of shared principles.  And one of those principles will need to involve the primacy of the patient and the consumer."


Mike Wood, M.D.

The Abbott Advisory Council identified six Leadership Imperatives ("Drivers") critical for bringing organizations of today forward through the expected realities of tomorrow.  These Leadership Imperatives are discussed below beginning with "Engage Consumers."  The other Drivers are "Become the Employer of Choice," "Develop Productive Physician Relationships," "Redesign Structures and Processes," "Generate Financial Strength" and "Build Strong Organization-Wide Leadership."

Consumers are Changing Fast

Consumers have changed dramatically over the past four decades.  Martha Farnsworth Riche, former director of the U.S. Bureau of the Census, once reflected on the level of that change by comparing the '60s to the '90s:

"Back in 1960, we had mass media.  There were only three television networks and at 8 p.m. every Sunday night, as much as 87 percent of the viewing audience tuned in to Ed Sullivan.

We had mass products.  With the exception of the Corvette, Detroit only made a gas-guzzling family car.  And we had mass distribution systems – national retail chains like Sears, located in large regional shopping centers.  

Over the last three decades, both mass markets and mass marketing have fragmented.  Consumers became more diverse; so did marketing.  We have fragmented media now – 50-plus TV channels, and the 1990 Super Bowl audience hit a 20-year low.  We have fragmented products like diet raspberry ginger ale.  We have fragmented distribution.  Specialty shops are out-pulling department stores in most shopping centers, and catalogs are a world unto themselves."

Consumers Now Drive a Service Economy

Not only have consumers changed, so has the economy they drive.  It has dramatically transitioned from a "tangible product" economy to an "intangible service" economy.  Leonard Berry is recognized today as one of the world's top experts on service quality and services marketing.  He is a professor at Texas A&M.  Berry has advocated a unique model for understanding and serving consumers when it comes to services.  He begins with a fundamental premise:  "services are different" compared to tangible products.  He describes that difference:  

"Human beings deliver a more variable service than machines.  This is the reality of the human condition.  Servers not only differ from one another in their technical skills, service attitudes and personalities, but the same server can provide quite a different service from one customer to the next depending on the circumstances of each situation – customer attitude, server fatigue, complexity of the service requested.  Labor-intensive services are more error-prone."

Berry's observations are critical to understanding the complexity of delivering quality health care services.  If "labor-intensive services" are inherently more error-prone in enterprises where the service is relatively straightforward than in health care, where the focus is on the complex human organism within complex social and organizational contexts, the ingredients for errors must be even more prevalent.

Consumer Design

The health care enterprise of the future will design facilities and services so that they work for patients.  Investments in Patient Safety Initiatives take on new importance when seen in the light of consumer-friendly organizational redesign.  Consumers will seek out providers who can provide evidence that their care will have the best consistent outcomes compared to benchmark organizations.
In consumer marketing, it is well known that the strength of your "brand" is the lifeline of your company.  Consumers will have more options about how and where to get their health care in the future.  It is incumbent on hospitals to generate the most powerful brand in their market area.  In order to attract a steady stream of patients (who can take their business anywhere), they will need to become trusted sources of health information, even before a healthy person requires serious medical care.  In this, they will be challenged by countless Internet sites offering unqualified information, not to mention daily press and weekly journals who have misplaced hospitals and doctors as the "go-to" source for health questions.

Service Quality is Different

Demonstrating quality appears to be the emerging focus for health care providers today but the road to quality has not been direct.  Hospitals went through a significant flirtation with continuous quality improvement in the '80s.  An honest observer would have to admit that many of these efforts eventually stalled out. The reason for the lack of traction in quality improvement for health care may result from a basic failure to distinguish between what hospitals and physicians produce (intangible services) and what those organizations that created significant results out of their quality improvement efforts produce (tangible products).  Surprisingly, few managers in hospitals have recognized that what constitutes "service quality" might be significantly different than what constitutes "product quality."  Berry has identified what his research suggests are the critical ingredients of service quality, beginning with the most important:

Reliability – The ability to perform the promised service dependably and accurately.

Tangibles – The appearance of physical facilities, equipment, personnel and communication materials.

Responsiveness – The willingness to help customers and provide prompt service.

Assurance – The knowledge and courtesy of employees and their ability to convey trust and confidence.

Empathy – The caring, individualized attention provided customers.

According to Berry, "Services lack the inherent physical presence that facilitates individual product packaging, labeling and display."  For a hospital, it may not make sense to think in terms of "product" brands or "service line" brands.  Instead, the institutional brand becomes the thing consumers relate to.  In many ways, this increases the burden on a service organization as expansive and comprehensive as a hospital, for it must be consistently reliable in all of its parts or else the power and integrity of its brand is degraded.  Thus, the employees who are the embodiment of the brand have to always look you in the eye, always explain delays, always seek out solutions and always follow up. 

"Baby boomers will force us to change from 'diagnosing and treating' to 'predicting and preventing' chronic conditions.  Reduction of variation and application of protocols will relate to processes focused on chronic conditions rather than being applied to an episode of care."

Peter Butler

To capture the attention and preference of a consumer related to services on the acute end of the continuum, increasingly will require that the hospital demonstrate a high concentration of expertise and superior outcomes.  The former will be evidenced by training, reputation and staffing levels, while the latter will be evidenced by comparative performance data.  For example, a hospital with fewer board certified physicians, less nursing staff per patient and slow response times will suffer on this playing field.  At the other end of the continuum, where discretion and expectations are highest, health care providers will need to meet the level of service excellence that has come to characterize preferred hotels, restaurants and retailers.

Health Care Demands Trust

While there are enormous opportunities to apply hard-edged technology and automation in health care, the relationship with the consumer will continue to rely heavily on trust.  In no enterprise is as much trust asked of consumers and as much trust given as in the intimate settings of health care.  In the coming decade, the consumer may be increasingly sensitive to the question of trust.  

It is impossible to overemphasize how important trust is when it comes to the power and integrity of a service brand.  The importance of reliability is central to this, of course.  Reliably meeting consumer expectations involves fulfilling a kind of trust after all.  But for the patient, trust often means surrendering to the hospital and its employees, to a degree, not duplicated in many of life's experiences.  So for a hospital's brand to have integrity, it must say to the consumer:  "You can trust us."

One of the things the hospital can and should stand for is a trusted source of information.  People may use Internet sites like WebMD but when it comes to trust, they want to know there's someone with a name and face they can relate to and they prefer that person to be down the street instead of embedded in silicon someplace.  In some ways, hospitals have squandered the public trust over the past decade.  In the coming decade, they have an opportunity to restore that trust, not only by providing quality care, but also by helping consumers deal with an avalanche of information on health care.  Hospitals have an opportunity to become trusted guides in the increasingly complex environment of health care.

The Difficult Challenge of Engaging Consumers

The challenge of engaging consumers in a trusting relationship will be difficult for hospitals.  For more than five years, the American Hospital Association's (AHA) "Reality" project has been assessing consumer attitudes regarding hospitals.  The results have remained consistent.  Consumers see hospitals as "costly and organized primarily for the convenience of the providers and practitioners."  The AHA's Strategic Planning Committee, in 2002, made these observations and recommendations:

· "Consumers are not all the same.  Hospitals need to develop more sophisticated techniques for identifying consumer subgroups and developing services to meet each subgroup's needs.  Consumers want choice and hospitals must provide it."

· "Consumers will want comparative information.  Hospitals should lead the movement toward collecting and publishing comparative performance information.  Only through leading the effort can hospitals assure that the information is meaningful and accurate."

· "Consumers believe their time is not respected by hospitals.  Consumers value organizations that make scheduling appointments easy and provide on-time services.  They understand the impact of medical emergencies on schedules.  They don't understand why no one explains the delay or why every visit is late.  Hospitals have to recognize that waiting time is seen as lost time and develop systems that minimize it."

· "Patients are confused by the multiple bills of physicians and hospitals.  Hospitals should work with physicians and insurers to simplify billing.  In a society where organizations have developed "package pricing" for purchases as distinct as vacation travel and automobiles, patients seek a single, understandable and timely bill for an inpatient stay or ambulatory visit."

CHAPTER SIX

Imperative #2:  become the employer of choice
"A team of people committed to a common vision can accomplish great things.  There is strength in mission if it provides a consistent framework for decision-making and allocation of resources.  Finally, a common sense of purpose, whether religious or secular, can be a powerful motivational force for even the largest and most complicated organizations."


Gary Mecklenburg

People Caring for People

Last year, the Strategic Policy Planning Committee of the AHA concluded "health care is fundamentally about people caring for people."  Later, the AHA's Strategic Planning Committee suggested that: "Hospital sustainability is dependent upon an adequate number of motivated and well-trained caregivers and support personnel . . .  Concerns include inadequate staffing, high stress, too much emphasis on paperwork, not enough emphasis on training and career development and an inadequate voice in the design of work."  

Employee relations and job satisfaction are often considered part of an organization's soft side, but the current state of the health care workforce generates some numbers with a hard edge.  According to a Voluntary Hospitals of America (VHA) study released in November, 2002, turnover rates for survey respondents were running about 20.7% for all positions.  Other findings include:

· Hospitals with 20% or more turnover experience substantial cost increases. 

· Replacement costs, lost productivity and temporary staffing cost between 50 and 150% of an individual's base salary.  That translates to a cost of about $5.5 million per year for the average hospital.  

· Hospitals with improved employee satisfaction experience increases in revenues per employee and reduced turnover rates often below 10%.

· Nursing shortages have been shown to contribute to longer length-of-stays in the ICU and increased levels of complications.

The AHA's concern gave rise to the formation of a Commission on Workforce for Hospitals and Health Systems (chaired by Gary Mecklenburg) which delivered its recommendations in April of 2002.  An overview of those recommendations is provided on page 49.

Out of the volumes of research that have been completed on the question of workforce recruitment and retention, central truths emerge.  
Meaningful work matters.  Attracting the youth of tomorrow into the health care field requires an ability to emphasize the importance of meaningful work.  There are special personal benefits for us when we go home at night knowing we have made an important difference in another person's life.

Compensation matters.  It does matter what you pay employees.  But when all things are equal from a compensation standpoint, employees favor work environments where they are given the trust and freedom they need to make their work their own.  This clearly makes the work more satisfying.

"Get the best people – don't let stragglers stay in the organization.  Get outstanding service from everybody and foster teamwork that translates into best practices.  Then support these priorities by checking your ego at the door, by not being over bound by the chain of command, by setting examples of service at all levels of the organization and by not fearing risk and change."

Ron Ashworth

Traits of the Employee of Choice

With extraordinary vacancy and employee turnover rates, health care organizations have entered an era of crisis in workforce shortages.  It is in this context that leaders today are shaping strategies to recruit and retain best "fit."  Not being content with filling an empty seat with the first applicant, breakthrough organizations are developing human resource practices to create competitive advantage in their markets.

It is not just about being the best place for a trained health care worker, such as a registered nurse or pharmacist, but all workers.  Can you attract a CFO or CIO from a significant employer in town because you are the best place to make a difference for the community while developing a career?  Likewise, can we compete for entry-level service jobs with the hotel industry?  Answers to these questions will become more critical as the available workforce shrinks with impending baby boomer retirements.

The challenges of providing a work environment with well-paid, meaningful career paths is essential for attracting the next generation of workers and leaders into the health care field.  A greater commitment to mentoring and leadership development is now being viewed by many industry leaders as a key element for achieving a positive future reality.  In other words, leadership matters.

Most organizations are paying more attention to improving factors that enhance employee morale and motivation.  For hospitals, above all employers, creating an environment of dignity and respect for the individual employee should be of paramount concern.  In the past, this has not always been the case.

Complex hospital organizations are notorious for developing insular departments and units; i.e., silos.  Increasingly, these inefficient structures will give way to leaders who can operate across boundaries to achieve the better organizational good.

The Necessity of Clear Metrics 

Leaders have responsibility to communicate that improvements in quality and reductions in cost are expected.  While employees at all levels of the organization should be given latitude in designing their work, the purpose of that work should be clearly defined and communicated along with organization-wide performance metrics that every employee is expected to manage to.  Examples of how performance characteristics can be translated into consumer metrics is conveyed below:

· Quality – Our caregiver turnover rate will not exceed 20%.

· Speed – No one sits in the ER for more than 2 hours.

· Safety – Reduction of Medical Error Rate 75% below year 2000 base.

· Responsiveness – When a patient requests assistance or asks a question, they receive a response within 20 minutes.

· Comfort – There will always be a chair available for every family member.

· Accessibility – No one will drive more than 30 minutes to see a primary care physician.

· Communication – Every patient will get an update on his or her status twice a day.

Baptist Health Care in Pensacola is recognized for its performance related to patient satisfaction.  One of the methods that Baptist uses to achieve that high performance is very specific standards of behavior which, in turn, lead to high performance against the organization's metrics. 

· Employees introduce themselves promptly.

· Phone calls are answered within three rings.

· Customers get assistance in finding their destinations.

· All employees are responsible for answering patients' call lights.

· Fellow employees are not chastised or embarrassed in front of others!

· If there must be a wait, it will not exceed 10 minutes.

· Employees will not monopolize the middle of an elevator.
Sharing Information Empowers and Motivates

Research suggests that employees in all industries consistently overestimate the level of profitability of the organizations for which they work.  Helping employees understand the economic dynamics of the organization at a macro and a micro level will make them more responsible and accountable owners of the enterprise.  

It is important to convey financial information within a context.  That context should be balanced.  With their book, "The Balanced Scorecard," Robert Kaplan and David Norton have popularized the notion of the "Balanced Scorecard" wherein financial information is balanced against other key metrics.  Below is the standard Kaplan format for a Balanced Scorecard:

	Perspective
	Generic Measures

	
	

	Financial
	Return on investment and economic value-added



	Customer
	Satisfaction, retention, and market share



	Internal
	Quality, response time, cost and new product introductions



	Learning and Growth
	Employee satisfaction and information system availability




At Wal-Mart, a commitment to sharing balanced performance information widely has been a key to its success.  According to Sam Walton: 

"In our individual stores, we show them their store's profits, their store's purchases, their store's sales, and their store's markdowns.  We show them all that on a regular basis, and I'm not talking about just the managers and the assistant managers.  We share that information with every associate, every hourly, every part-time employee."

Flat Organizations Reduce Career Ladders

Over the past decade, hospitals have been successful in reducing the levels in their organizational structures.  This has made a significant contribution to reductions in overhead as well as the distribution of work accountability and authority to those closest to the work.  Unfortunately, it does have the consequence of reducing the number of rungs on the career ladder for hospital employees.

In an increasingly flatter, delayered organization, the options for upward movement may be limited.  Out of necessity, providing employees with the benefits of new learning and responsibilities will not be "vertical" in terms of moving up in the organization but horizontal in terms of moving around in the organization.  Hospitals have only just begun to experiment with horizontal movement of employees and to benefit from the advantages such movement can provide.  In other industries, this horizontal movement has long been employed and has created significant advantages.  One of the greatest recognized failings in modern hospitals today is the existence of well fortified functional and specialty silos.  To the extent that employees never venture out of these silos, their lack of understanding about other areas of the organization is reinforced and perpetuated.  

The specialty nature of health care contributes substantially to the fragmentation of hospitals.  This specialty orientation has its roots in medical training but has been carried over into other areas including the training of other caregivers such as nurses, lab techs, rad techs and others.  It would seem almost unthinkable that an individual who has been trained to be a rad tech and has developed significant experience as a rad tech might benefit from moving into an area as disparate as pathology.  Yet, this may be the most powerful way to break down the walls that create so much fragmentation.

Leadership that Matters is Visible and Engaging

Example is important in any organization, but it is particularly important in a service organization.  Because service is intangible and situational, it is very difficult to describe everything in a training manual.  At Southwest, employees learn by watching.  Here's how Southwest's Customer Relations Director, Jim Ruppel, once put it:

"Southwest equips people to do the right thing by giving them opportunities to learn through watching.  Observation is the key to an employee's desire and willingness to do the right thing.  When an individual who is new to Southwest actually observes somebody taking that extra step or going the extra mile, it becomes contagious."

Sustainable organizations need leaders who are visible and accessible.  David Glass, who followed Walton as CEO of Wal-Mart, describes the kind of visibility and accessibility Walton embodied at Wal-Mart:  "If you've ever spent any time around Wal‑Mart, you may have noticed that it's not unusual for somebody in Philadelphia, Mississippi, to get in his pickup on the spur of the moment and drive to Bentonville, where you can find him sitting in the lobby waiting patiently to see the chairman.  Now, really, how many chairmen of $50 billion companies do you know who are totally, 100 percent, accessible to their hourly associates?  I know lots of people in big companies who have never even seen their chairman, much less visited with him."
And those visible and accessible leaders demonstrate that they value their people.  Of the four CEOs whose organizations are profiled in this monograph, Herb Kelleher was the most direct, the most consistent and the most eloquent about the importance of valuing the organization's employees.  The importance of the employee is reflected in Southwest's Mission statement:  
"Southwest Airlines is dedicated to the highest quality of Customer Service delivered with a sense of warmth, friendliness, individual pride, and Company Spirit.  We are committed to provide our Employees a stable work environment with equal opportunity for learning and personal growth.  Creativity and innovation are encouraged for improving the effectiveness of Southwest Airlines.  Above all, Employees will be provided the same concern, respect, and caring attitude within the Organization that they are expected to share externally with every Southwest Customer."

That Mission was translated into a rule that has come to symbolize the notion of employee empowerment at Southwest:  

"No employee will ever be punished for using good judgment and good old common sense when trying to accommodate a customer – no matter what our other rules are."  

Herb Kelleher

Success Deserves Celebration

Celebrating a hospital's accomplishments and particularly the employees who have created those accomplishments can get lost in the pressure of day-to-day operating responsibilities and challenges.  Yet, celebration was emphasized by the Abbott CEO Advisors.  Here is how it plays out at Wal-Mart:  It was evident in the recognition of employees who won in-store competitions and in the Wal-Mart cheer.  When Microsoft introduces new products, it is always done in an environment of great drama and celebration.  Welch was specific about what he felt deserved celebrating.  He used Six Sigma standards and created new recognition in the organization in the form of a warrior class of Six Sigma green belts, black belts and master black belts to establish accomplishments worth recognition.  

But when it comes to making celebration part of the culture, few can touch Herb Kelleher and Southwest.  The Friebergs drive home the importance of celebration at Southwest: "Under the cloak of 'professionalism,' we've become too serious.  Seduced by the mentality that says business, if conducted responsibly and effectively, must always be serious, we have grown heavy-hearted.  One, we still celebrate, but in many organizations, celebrations lack real impact and joy."  At Southwest, celebration provides an opportunity to:

· Build relationships

· Develop a sense of history

· Envision the future

· Recognize major milestones

· Reduce stress

· Inspire, maturate and reenergize people

· Mourn losses associated with change

People as the #1 Asset

The Abbott CEO Advisory Panel emphasized "people as the #1 asset."  Not coincidentally, the AHA has arrived at similar conclusions.  As the AHA's Strategic Planning Committee observed: "Caregivers and support staff are the hospital's #1 strategic asset."  To preserve and cultivate that asset, the AHA's Commission on the Work Force for Hospitals and Health Systems made five recommendations in April of 2002:

· "Foster meaningful work by transforming hospitals into modern day organizations in which all aspects of the work are designed around patients and the needs of staff to care for and support them."

· "Improve the workplace partnership by creating a culture in which hospital staff are valued, have a sustained voice in shaping institutional policies and receive appropriate rewards and recognition for their efforts."

· "Broaden the base of health care workers by designing strategies that attract and retain a diverse work force."  

· "Collaborate with others including hospitals, health care and professional associations, educational institutions, corporations, philanthropic organizations and government to attract new entrants to the health professions."

· "Build societal support including adequate payment rates for hospital care, financial support for the introduction of information technology that facilitates improvements in the way hospital work gets done, and regulatory reform that reduces administrative burdens and promotes effective team approaches to providing quality care."

CHAPTER SEVEN

Imperative #3:  Develop Productive Physician Relationships
 "Meeting the challenges the future holds will require active partnership between physicians and hospitals.  We cannot develop computerized order entry, respond to initiatives like Leapfrog or provide competitive pricing unless we're able to work shoulder‑to-shoulder on the cost, quality and accessibility of care we provide."


Steve Reynolds

Doctors Make Hospitals the Most Complex Enterprises

Jack Welch, Herb Kelleher, Bill Gates and Sam Walton have much to teach hospitals about sustainability.  But none of the challenges they faced approaches the complexity of a hospital.  There are two primary reasons for that high level of complexity – one is the complexity of the human body, and the second is the unique role of the physician.  

Concentrations of information vary across various fields of human endeavor.  A university that offers advanced degrees and significant levels of research represents a higher concentration of information than a four-year community college.  Likewise, a hospital represents a higher level of concentration than a bank.  While banks may make proportionately greater use of information, they are not particularly complex enterprises compared to hospitals.  

Arguably, one of the reasons banks and other business enterprises have been more successful in organizing and using their information is that the objects of their concern, financial transactions and the various uses of capital, are relatively noncomplex undertakings easily described with very few notations in a ledger book.  Hospitals and physicians, on the other hand, deal with the most concentrated and complex aggregation of information, the human organism.  And they deal with that aggregation within the complex context of social, cultural and political dynamics.  The second reason hospitals are so complex relates to the unique role of the physician.  Physicians, even physicians directly employed by the hospital, are an unusual breed.  Part of their uniqueness obviously derives from the complexity of the patients with which they contend.  But much of the unique physician character relates to the way physicians are acculturated.  That culture is derived from a combination of historical traditions, training, and work environment, as well as social and economic status.

"A critical question will be how to involve physicians more effectively.  Not only in large hospital settings where many physicians may be employed but also in small rural hospitals.  Our ability to create meaningful involvement for physicians will be the key to our ability to manage costs and quality in the future."

Steve Reynolds

Restoring and maintaining health of the human body is one of the most complex of all challenges.  So the object of a hospital's concern, a patient, makes the challenges of leadership, management and work several orders more complex than in other fields.  

Physicians' work requires them to be experts.  Increasingly, that work has driven them more deeply into narrower and tighter silos of expertise.  Physicians care first about their patients and their area of expertise.  As experts, they value intelligence, competence and commitment.  How did they get to be that way?  Pre-selection is important.  It takes a particular type of person to be oriented to medicine – smart, disciplined, achievement oriented.  People without those basic ingredients don't make it through the medical school admission process.   After becoming a medical student, there are well-known acculturation processes that reinforce and strengthen these personal attributes.

Medical School Transforms Physicians

In medical school training, the socialization process begins in earnest.  Fitzhugh Mullan, M.D., reflected on the impact of his medical training:  

"It is an experience matched by few life situations – the line of battle, the religious retreat, childbirth...  But few life circumstances parallel internship for duration of demand on the individual...  Living and working for 48 hours with a person crippled by asthma teaches more about the disease than any text ever could...  Moreover, the physical challenges of internship teaches a brand of confidence that is helpful under stress.  The absolute destruction of the nine-to-five mentality enables the practicing physician to labor at whatever hour of the day or night he is called."
Lucian Leape, M.D., a professor at the Harvard School of Public Health and an expert on medical errors, reflects on the unique character of physicians that is built in medical training and later in practice:

"Physicians are socialized in medical school and residency to strive for error-free practice.  There is a powerful emphasis on perfection, both in diagnosis and treatment.  In everyday hospital practice, the message is equally clear:  Mistakes are unacceptable.  Physicians are expected to function without error, an expectation that physicians translate into the need to be infallible."

- Lucian Leape, M.D.  

Physicians are not all the Same

It is important to recognize that physicians are not a homogenous lot.  There are significant differences across specialties, age and gender.  Surgeons have unique personality types compared to internists. 

The differences between physicians on the basis of age are significant.  There is general agreement that the younger physicians now entering practice are less entrepreneurial than their predecessors and more oriented to the security of employment.  This orientation toward employment versus independent practice is being reinforced by the growing number of women entering medical practice.  Those women who are choosing medicine as a career are opting for cognitive specialties like family medicine, internal medicine and pediatrics rather than the procedural specialties like general surgery and gastroenterology.  The implications of these differences are potentially profound.

It is possible that two already emergent camps will solidify in medicine – the "proceduralists" who will earn more and the "cognitives" who will earn less.  Because medical licensure has stronger protections around procedures than around cognitive services, it is likely that the latter group will find itself more directly challenged by nonphysicians, including the growing army of practitioners in the various fields of alternative medicine.  Navigating the differences between physicians over the next decade will add another layer of complexity to the already complex challenge of leading an organization that depends on productive relationships with physicians.

Medical Relationships are Key to Success

Medical staff development strategies will play a key role in the sustainable health care enterprise of the future.  Some industry experts are predicting shortages by type and geographical location of doctors, if not a national shortage.  Thus, maintaining the correct mix and number of doctors in the community will be necessary.

Hospital-to-physician relationships are becoming quite testy in heretofore copacetic institutions.  Some leaders report that common ground can be achieved when each group can uphold a shared commitment to such things as achieving best-of-class patient care.  Alignment around clinical quality initiatives, particularly when there are shared economic incentives, can be a good place to start.  It is clear that few have solved this riddle in its entirety and that it will take new, creative hospital-physician partnerships to achieve the correct balance.

Compared to the essential role physicians play in the health care setting, they are somewhat under-represented in upper management and governance.  In academic medical centers, the top tier leadership positions are often ably filled by physician leaders.  Our research points to further opportunities for physician leaders in the future.

Lessons from Lawrence of Arabia

Peter Drucker was once asked to identify his pick of the best books on management and leadership.  His response was interesting.  It included only one book that might be generally regarded as grounded in the business world, My Years With GM by Alfred Sloan.  The others were The Men Who Ruled India about British rule of India, Swords Around a Throne about Napoleon's governance of France, and A Prince of Our Disorder, a Pulitzer-prize winning biography of T.E. Lawrence - Lawrence of Arabia.  All four of these books had a common theme – they dealt with outsiders who brought purpose to cultures of which they were not a part.  Sloan came to GM from the outside.  Napoleon was a Corsican.  And India was physically and culturally far removed from England.  Of these, Lawrence was the most different from those he sought to lead.  He was a British officer who caught the imagination of the world and demonstrated how much a single individual can matter. 

In an article published in the Health Forum Journal in January of 1991, Dan Beckham describes how Lawrence faced a challenge remarkably similar to the one represented by today's physicians.  His mission was to unite the Arabs against the Turks.  The Arabs were a bickering collection of nomadic tribes who were much more dedicated to killing one another than triumphing over a common foe.  Lawrence changed that.  He laid the groundwork that King Faisal and others would later transform into Arab nations.  What were Lawrence's unique talents?

In his biography of Lawrence, John E. Mack characterized Lawrence as having the "capacity of enabling."  "He enabled others to make use of abilities they had always possessed but until their acquaintance with him had failed to realize."  This ability to "enable" was perhaps Lawrence's greatest talent but he had others.

He embodied "personal heroism."  This earned him respect from men who put a high value on heroism. The Arabs needed to know Lawrence was as willing to face danger as the bravest among them.  Heroism is more than strength at the critical moment.  It is an image that inspires.

Lawrence also knew the value of prizing what was most important to those he sought to lead.  He embraced all things Arab and by so doing, established himself as a champion of the things that mattered to them.  He dressed like an Arab.  He slept like an Arab.  And, he rode a camel as well as any Arab.  He "connected," in visible fashion, with the Arabs and on their terms.

Most physicians are genuinely committed to doing good but they are also increasingly alienated and uncertain.  It has been the great vulnerability of physicians that they are so intent on medicine they ignore politics and economics.  Now they are being whipsawed by both.  Beckham suggests Lawrence of Arabia provides useful lessons to those who seek to lead physicians:

· He could bring together disparate and squabbling tribes in pursuit of a common purpose.  Doctors are greatly divided – most dramatically along specialty lines.  As a result, they are very difficult to get moving in the same direction.  

· He could "enable" change and accomplishment through personal example and facilitating leadership.  The Arabs could not be commanded to cooperate or march.  They had to be convincingly persuaded.  Doctors demand the same kind of leadership style.  

· He was able to command trust and respect.  Doctors don't trust hospital administrators as a rule, and they usually don't trust each other.  But they need to be able to trust somebody.  You don't build trust and respect from "outside the circle."  You have to crawl in and demonstrate a genuine respect for the values of those you hope to lead.  There can be no trust without mutual respect.  

· He provided a "common enemy."  In the Turks, Lawrence had a common foe against which he could focus Arab energy.  A common foe diffuses internal inter-group conflict and helps define the common goal.  Doctors and hospitals have common foes, yet remain divided in facing them.  

· He helped the Arabs help themselves.  Lawrence recognized the need for identifying and cultivating leadership beyond his own.  Doctors are molded by training and experience that makes them unique.  They never completely accept an "outsider."  Leaders must be cultivated "within the circle."

Strong leadership in the mold of Lawrence has not been completely absent in medicine and health care.  The Mayo Brothers represented such leadership and so did William Osler and the other early physicians at Hopkins.  Hospital leaders will have to play a stronger role in the future than they have in the past.

Consider Physicians a Dealer Network

In order to build a more productive relationship with physicians over the coming decade, hospitals will need to look at that relationship in a different way than in the past.  Regarding itself as a manufacturer and its affiliated physicians as a dealer network provides powerful new perspectives on how to make the hospital-physician relationship more productive.  Some of the world's most successful manufacturing companies like Caterpillar and Harley-Davidson rely on independent dealers to get their products into the hands of customers.  They have come to recognize that their success as manufacturers depends on the success of their dealers.  As a result, they invest heavily in helping their dealers create more attractive and persuasive environments for selling and servicing their products. 

"What hospitals want to integrate is different than what the doctors want to integrate.  Hospitals want to reduce variation, eliminate errors and improve institutional performance.  Physicians want secure incomes and removal of the 'hassle factor.'  They've seen their incomes beaten down by reimbursement and they've seen the hassle factor go from consuming 15% of their day to 40% of their day.  And there's variation based on physician age as to how sensitive they are on income versus hassle factor.  Those things do get in the way of practicing good medicine."

 Peter Butler
One of the most difficult, yet important commitments that is necessary to establishing a powerful dealer network is standardization.  A strong dealer network operates under a common brand identity.  But that brand must stand for something at the dealer level.  When it comes to hospitals and their physician networks, one thing they can stand for, of course, is access to medical expertise, technological capabilities that are differentiated on the basis of its quality.  But the brand must also stand for reliability – the patient experience at the primary care physician's office must be the same as at the specialist's office.  Signage and décor should be the same, as should the interaction of staff with the patient.  Consider the consistency of the retail experience at various Starbucks outlets.

Physicians Deserve Respect

In the future, as in the past, building a productive relationship with physicians will require that leaders recognize and respect their unique characteristics as Melvin Konner, M.D. has here.  He observes that physician are:  "...tough, brilliant, knowledgeable, hard-working and hard on themselves.  They are reliable and competent in situations ranging from 18-months-long management of cancer chemotherapy through 18-hour-long brain surgery to emergencies in which life may hinge on what they can do in 18 seconds.  Without exception they have endured great challenges and they have done so without entirely losing their sense of humor.  They have experienced many things that are closed to others.  With very few exceptions, they are professionals."
In the future, hospital leaders who are unable to muster such respect and put it to work may find they are in the wrong field.

Recommendations from the AHA

In 2002, the AHA's Strategic Planning Committee made four critical observations about physicians and supported those observations with some recommendations:  

· Hospitals need to demonstrate their understanding that physicians are not homogenous.  They vary by specialty, practice arrangement, age, and interests at a minimum.  In a real sense, no one physician speaks for the medical staff.  No single message from the hospitals to the medical staff will be heard the same by all physicians.  Hospitals must communicate with each of the multiple perspectives if they wish to be heard clearly.

· Physicians tend to place less emphasis on organizational structures than hospital executives.  Because the hospital is an organized system of work, the development of routine processes for conducting work has a high value to the hospital executive.  To the physician, more emphasis is placed on the trust characteristics that have to be built up over time.

· Physicians are more interested in involvement in decision-making than in involvement in the process of formulating and evaluating the options.  Hospitals need to create new approaches that increase physician involvement but minimize time away from practice and personal activities.

· Physicians find the hospital discussion of "alignment" confusing because alignment has multiple dimensions:  financial alignment, clinical alignment, information technology alignment, governance alignment and more.  Hospitals need to use clear and specific language, which separate these multiple meanings in communicating with physicians.

CHAPTER EIGHT
Imperative #4:  Redesign Structures and Processes
"Some factors are givens:  An aging population, workforce shortages, and growing costs associated with increased demand and new technologies and drugs.  Our challenge is how to fulfill society's expectation for improved quality care at a reasonable cost.  That will require the fundamental transformation of how we deliver healthcare:  Transformation of the clinical and management processes for care and significant cultural change."


Judy Pelham

Clinical and Management Processes

Modern health care institutions are famous for achieving breakthrough, miraculous patient outcomes.  Unfortunately, this is not as true as often as it should be.  Echoing the charge from IOM, Abbott's CEO Advisors believe we will not achieve a new reality in clinical and management processes without elimination of fragmentation and standardization across the patient care experience.  Clearly, the information technology investments of this decade are going to make a difference.  Those organizations that are integrating enterprise-wide decision support and clinical decision support systems are likely to establish a sustainable business foundation for the future.

The field acknowledges that we have focused on clinical service excellence without a similar effort in management excellence.  This is now beginning to change with countless initiatives to improve the quality and efficiency of operations.  The hospital of the future will maintain an unwavering focus on quality, not just in patient safety and outcomes, but increasingly with improved efficiency of business processes.  Both of these categories of system improvements will require serious cultural changes by clinicians and administrative staffs as they enter into more interconnected relationships.

No one likes surprises.  Executives who encourage their management teams to anticipate and leverage changes that occur in the marketplace are likely to be long run winners.  Exchanging opportunities for challenges will mark the hospitals that are sustainable in the future.

Structure Follows Strategy

When it comes to structuring an organization, Drucker put it best:

"... management work, management jobs and management organization are not absolutes but are determined and shaped by the tasks to be performed.  'Structure follows strategy' is one of the fundamental insights we have acquired in the last 20 years.  Without understanding the Mission, the Objectives, and the Strategy of the enterprise, managers cannot be managed, organizations cannot be designed, managerial jobs cannot be made productive."

The Importance of Being Fast and Slow, Loose and Tight

An organization that is fit to survive in an environment of rapidly accelerating change and complexity clearly must be able to change itself and quickly.  This capability will be most necessary at the organization's interface with the environment.  Organizations are unlikely to find themselves operating exclusively, either in a complex, turbulent environment or a stable predictable environment.  Instead, they will find themselves operating in both worlds simultaneously.  A sustainable organization will be simultaneously fast and slow.  According to the futurist, Stewart Brand, it is a "combination of fast and slow components that make the system resilient...all durable systems have this sort of structure...it is what makes them adaptable and robust..."

An organization's slow components maintain "the steady duties of system continuity" while the fast components allow the organization to deal with "... the surprises and the shocks – the discontinuities."  In their book, Built to Last, Jim Collins and Jerry Porras advise organizations to not feel compelled to make false choices.  The question of fast and slow fit nicely into their notion of escaping the tyranny of the "either/or."  The sustainable organization is both fast and slow.  

A sustainable organization will need to be not only simultaneously fast and slow, it will need to be simultaneously loose and tight.  There is perhaps no better example of loose-tight integration than the Roman Empire as it stood at the time of the Emperor Trajan's death.  By then it contained over 2 million square miles and Rome was connected to the key cities of its empire by 50,000 miles of roads, by Roman justice and by a uniquely decentralized form of governance.  According to Richard Luecke in his book, Scuttle Your Ships Before Advancing, the Roman Empire consisted of 43 provinces peopled by tribes and nationalities that had little in common and were separated by 126 days of travel.
Luecke identifies as fundamental to the Roman success, "the Roman tradition of unifying the diverse peoples of the empire with a universal language, a common culture and a set of civic values."  About these things, the Romans were exceedingly tight.  About everything else, they were exceedingly loose.  Depending on how you count, the Roman Empire lasted a thousand years and for much of that in relative peace and harmony.

So what will the sustainable organization be fast about?  What will it be slow about?  What will it be loose about?  And what will it be tight about?  It is our view that the sustainable organization will be fast and loose in dealing with dynamic accelerating change.  It will branch and experiment at the interface with complexity.  There will be a high level of autonomy provided to enable such fast, looseness.  

"Why don't we create our own disease management companies?  The problem I have is that nobody ever steps forward and takes any risks among hospitals.  We know what the problems are.  Let's do it."

David Bernd
On the other hand, the organization will be very slow and very tight about what comprises its Core Difference.  It will not often change its commitments to Mission and Values.  Its Vision will be constant over relatively long periods of time (3 to 7 years).  Its core competencies will be built for the long run.  The commitment of employees to the organization's Core Difference will be unyielding and non-negotiable.  Either commit or leave.  Leaders will transform that commitment into coherent stories and set the definable organization-wide metrics that will make performance clear.

Thinking "Small" May Be Better

Size and structure can have significant impacts when it comes to the ability to be simultaneously loose and tight, fast and slow.  When it comes to large versus small and centralized versus decentralized, the lessons of the four sustainable organizations we profile in this report come down on the side of preserving the virtues of small and decentralized, while leveraging size and centralized support systems such as information processing and training.  Walton reflects here on Wal-Mart's philosophy:

 "The bigger Wal-Mart gets, the more essential it is that we think small.  Because that's exactly how we have become a huge corporation – by not acting like one... For us, thinking small is a way of life, almost an obsession.  And I suspect thinking small is an approach that almost any business could profit from.  The bigger you are, the more urgently you probably need it... For several decades now we've worked hard building a company that's simple and streamlined and takes its directions from the grass roots."

If there is an overall direction in the emerging service economy, it is toward demassification and disintegration.  The U.S. economy is demassifying.  It is shifting away from hard products toward intangible ones.  Exported goods lost 50% of their physical weight per dollar value in just six years.   And organizations are losing weight too.  At its peak, GM employed 850,000 people.  Today, GE employs 230,000 and Microsoft just 20,000.

Allocate Your Best People to Opportunities

In structuring for the future, it's important to consider how talent is allocated to problems and opportunities, as well as to the present and the future.  On this challenge, Drucker weighs in with this advice:  "Don't solve problems.  Seek opportunities.  Almost without exception, the best performers are assigned to problems – to the old business that is sinking faster than had been forecast."  Then Drucker asks, "'And who takes care of the opportunities?'  Almost invariably, the opportunities are left to fend for themselves."  And as George Gilder has suggested, "When you are solving problems, you are feeding your failures, starving your successes and achieving costly mediocrity."  The best talent in an organization should be dedicated to reinventing its work and generating new perspectives.  For example, instead of sending top managers on field trips to other health care organizations, it makes more sense to send them to study the assembly of a Saturn automobile or experience how The Ritz-Carlton delivers superior service.  Or encourage them to follow Kelly's advice, "Don't read trade magazines in your field; scan magazines of other trades.  Talk to anthropologists, poets, historians, artists, philosophers.  Hire some seventeen-year-olds..."
Hospitals Will Need New Structure

A new kind of structure will be required if the hospital of the future is to be sustainable.  That means the current organization will need to be restructured to be fast and slow, as well as loose and tight.  Restructuring can be hard on people.  It is almost always resented and resisted.

"I believe even the well-insured are going to face access problems in a decade or so.  With growing numbers of elderly and a mindset of high expectations, we won't have the required work force and facilities capacity.   The exercise we need to go through involves thinking about serving twice the number of people in our existing facilities with our existing staff.  How would we address that challenge?"

Mike Wood, M.D.

But the alternative to restructuring is almost always a slow death.  Such change is eventually accepted, at least by the survivors, as James O. Pollock, a manager at a GE plant, relates in reflecting on Jack Welch's changes at GE:  "Now we're at the recovery stage where it still hurts a little bit.  You still remember the operation but you can see things getting better.  We trimmed fat; we took out layers of management and bureaucracy.  Things really are simpler, faster, more effective."

Collaboration and Sharing Will be Necessities

The hospital of the future will require more infrastructure, not less.  Tomorrow's hospital will require an investment in facilities.  It will require an investment in medical technologies.  And it will require an investment in information systems.  It will become increasingly difficult for smaller institutions and stand-alone institutions to bear the full costs of these investments in infrastructure.  There will be "Have" and "Have Nots."

In addition to the need for "hard" infrastructure, there will also be a need for investment in "soft" infrastructure.  Today, hospitals, unlike other business enterprises, have no significant infrastructure dedicated to key management resources such as leadership development and training or research and innovation.  In order to compete in the future, hospitals will need to be able to make investments in this soft infrastructure.  Those organizations that are able to create an advantage in terms of a better trained work force, and better leadership development, as well as new service development and more consistent innovation, will have a significant strategic advantage.  

"We've put in a series of 14 clinical indicators, two of which are related to patient safety.  We've seen remarkable progress because everyone's seeing data every month – their own data by hospital, compared to other hospitals in the system, and compared to national benchmarks.  The community boards are looking at the numbers and asking why there are differences.  Those questions create a new dynamic.  The information is very powerful."

Judy Pelham

But like investments in hard infrastructure, needed investments in soft infrastructure will surely exceed the financial capacity of smaller and stand-alone institutions.  A new era of sharing and collaboration will be necessary.  Today, the wheel gets reinvented many times in hospitals throughout America – the wheel related to information systems, the wheel related to technology, the wheel related to facility design and construction.  The opportunities for sharing and collaboration are immense.  To take advantage of these opportunities, hospitals will have to be intentional about collaboration and sharing in a way they never have in the past.  The 2002 launch of NCHL (National Center for Healthcare Leadership) by HRDI, AUPHA and ACEHSA is evidence of an urgency and willingness to address some of these thorny issues in collaborative structures.  It is a commitment toward leadership development that will have to increase substantially.

Quality, Speed and Cost are the Megametrics

There are three challenges that must be addressed in any set of metrics an organization adopts to assess its performance – quality, speed and cost.  These three challenges are relevant across each of the Leadership Imperatives. 

In the past, there was a presumption that all hospital care is more or less equal in terms of quality.  That presumption is already eroding and will likely wash away completely over the next decade.  Vast variances in outcomes and incidence rates have been well defined and some payers are already beginning to put in place incentives designed to favor better outcomes.  Hospitals that outperform their competitors on factors which represent higher quality such as lower infection rates, fewer errors and better outcomes will prosper.  Such performance will not be accidental.  It will only occur because it is managed for and designed into the institution's processes.  As much focused attention as safety, accidents and errors are currently getting, these are manifestations of the broader challenge of quality.

"It's the lack of standardized clinical information that keeps the industry from improving."

David Bernd

Cost is always a derivative.  It results from various factors.  Two of the most powerful influencers of cost are quality and speed.  Although well established, the connection between quality and cost is often not recognized in many organizations.  There continues to be a prevalent view that a tradeoff must be made between quality and cost.  That view holds that, "If you want to increase quality, you will necessarily incur additional costs" or, inversely, "Reduce costs and you will reduce quality."  There are many reasons this view rarely holds up.  Improved quality results from reductions in variation.  Variation costs more to manage and results in errors.  Quality improves when processes are simplified and standardized.  Simpler, standardized processes also cost less to manage.  Standardization reduces production costs, learning curves and expenses while providing more flexibility and speed because it reduces the need for reinvention and redesign.  Simpler processes add up to a more robust and durable whole.  As Kelly has suggested, to create complex things that work you have to build them out of simple things that work.

Likewise, things are more valuable (or less) depending on how expeditiously they are provided.  Going fast means streamlining and streamlining means going with the simplified and the lean.  Speed means more iterations across a given time span.  Build feedback and learning into each iteration and speed helps you learn faster.  Learning faster helps you improve faster.  Learning and improving faster, combined with simple and lean, drives down costs while driving up quality.

Variations in Output Represent Performance

Processes have outputs.  Those outputs arise with varying quality, speed and cost.  Together those variations represent differences in organizational performance.  To judge performance, you obviously have to measure.  How you measure and what you measure is critical.  According to author Joan Magretta:

"Welch began GE's transformation in the 1980s with clear strategic measures.  Convinced that success had left the company's management too internally focused and in need of shaking up, he demanded that every GE business be the number one or number two player in its market, a lesson Welch learned from Peter Drucker.  Market leaders, by virtue of their greater market power and scale, were more likely to achieve superior performance.  If you weren't number one or number two you had to fix the business, or else close it or sell it. 

'Fix, close, sell' was the simple message that told everybody where GE was headed.  Welch began with strategy rather than execution, choosing a measure that forced people to face the reality of their business's competitive position and its prospects for superior performance."

Later, Welch would introduce new strategic measures intended to achieve different impacts.  His restructuring of GE had demoralized key segments of the surviving GE so he shifted his focus to growth and centered measurement on "speed, simplicity and self‑confidence" with measures related to customer satisfaction, employee satisfaction and cash flow.  Later, he shifted again – this time to quality and specifically the application of GE's own notion of "Six Sigma."  One sigma, a statistical measure that represents one standard deviation.  At six sigma, you've achieved acceptable output 99.999997% of the time.

As reflected in the Institute of Medicine's (IOM) report in 2001, "Crossing the Chasm," the most significant barrier to higher quality, increased speed and lower costs in today's hospitals is fragmentation.  The greatest enemy of streamlined patient-focused processes is also fragmentation.  The anecdote to fragmentation is integration, but not the kind of integration that consumed so much time and money in the '90s.  Integration will need to be seen not as a financial deal linking disparate organizations under a common corporate umbrella but as a mindset that seeks to continuously deliver a stream of value to the consumer and payer with ever increasing quality, at ever increasing speed and at ever decreasing costs. 

Errors are Processes Gone Wrong

An emphasis on quality brings an emphasis on its direct manifestations including errors.  Few individuals are more central in the current discussion of errors than Harvard Professor Lucian Leape.  His thinking will likely shape the direction of hospital and physician responses for the coming decade.  Leape made the following recommendations related to error reduction in the December 1994, issue of JAMA:

Design to minimize errors –Tasks should be simplified to reduce reliance on human functions that are known for their fallibility, such as short-term memory and vigilance (prolonged attention).  Physicians and nurses can benefit from tools such as checklists, long in use in the cockpit of an airplane, and "force functions," which make it impossible to undertake a task without meeting a precondition (the inability to start a lawnmower unless the blade is disengaged).

Standardize things so variation is automatically reduced – As Leape suggests, "There is something bizarre and really quite inexcusable about "code" situations in hospitals where house staff and other personnel responding to a cardiac arrest waste precious seconds searching for resuscitation equipment simply because it is kept in a different location on each patient care unit."
Provide for "absorption" of accidents – It is impossible to prevent all errors.  Because of this, what Leape calls "buffers," should be designed in so that an error can be absorbed before it harms the patient.  Examples include auditing medication orders before they are delivered to the patient and having back-ups for life‑and‑death technologies.

Drive out fear and exhaustion – As Leape observes, "While the influence of the stresses of everyday life cannot be eliminated, stresses caused by a faulty work environment can be.  Elimination of fear and the creation of a supportive working environment are potent means of preventing errors."
Institutionalize safety – It would not be practical to have a national safety board investigate every accident related to patient care.  But such investigations are practical, suggests Leape, at the individual hospital level where efforts could be broadened to include all errors that caused or potentially could have caused injury, and then seeking out the system failures at the root of the accident.

CHAPTER NINE
Imperative #5:  Generate Financial Strength
"Like many management issues, successful financing requires extraordinary discipline, organizational accountability, and unwavering focus.  You've got to tune out the static and get everyone focused on the highest priorities."


Peter Fine

A Limited Set of Financial Levers

At some point, the financial lessons from other industries start to break down for hospitals.  Most industries don't rely on the federal government for half their revenues.  Most industries don't have to rely on an independent, often reluctant (or competitive) partner, in order to manufacture and deliver what has been called the "most intimate of all human services" to people whose lives are sometimes balanced on the precipice.  The factors that combine to create financial viability for a hospital enterprise are unique and unlikely to change substantially over the coming decade.  The critical variables that drive a hospital's operating profits include:

· The patient mix – the socioeconomic composition of the population served 

· The payer mix – the sources of payment, private and public

· The service mix – the service provided by the hospital and its physicians

· Operating expenses – the cost of delivering services

· Cost of capital – what it costs to borrow money

When it comes to financial performance, these are really the only levers the hospital can pull.  Each of these variables is interconnected and is highly dependent on two factors – physician behavior and the composition of the communities served by the hospital.  The latter is obviously very much the result of geography.  

Nonetheless, a good portion of today's hospitals are achieving solid balance sheets from operations.  Many Boards describe an operating income goal of 3-5%, the latter often being described as that level necessary for reinvestment in maintaining the current assets, upgrades, etc.  A realization that standalone community organizations may be more financially volatile than larger systems has contributed to the growth of networks over the past two decades.

In determining the cost of capital, lenders will continue to rely heavily on the status of the first four variables.  Organizations with more attractive patient, payer and service mixes combined with lower operating costs will receive better bond ratings and a lower cost of capital.  Hospitals will increasingly seek access to capital to fund expansions and rebuild deteriorating facilities.  Many will discover that their worsening financial picture will prohibit such sources.  This will contribute to a future world of winners and losers.  It behooves hospitals then to focus on optimizing their mix while continually striving to reduce their operating expenses, yet balancing their charitable missions to serve the uninsured.  To accomplish this, they will need to rely on expanding access in geographic areas characterized by positive demographics, judiciously signing managed care contracts which provide adequate margins and focusing on the development of services with higher than average profitability.  Historically, the most profitable services have been those that have a strong procedural component.  Generally, procedural services (e.g., surgery) are about twice as profitable as nonprocedural services (e.g., medicine).

Reimbursement will Follow Politics and Demographics

When it comes to the financial strength of a hospital, one of the most significant considerations is the potential for dramatic swings in reimbursement.  With so much revenue dependent on government sources, a flick of a legislator's pen can turn a profitable service into a loser.  This is more than speculation, of course.  Already, hospitals have seen mental health and ophthalmology go from profitable services to losers almost overnight.  This level of uncertainty leads hospitals toward two strategic commitments – one, they must stockpile reserves.  Only by building their cash positions can they develop the flexibility they'll need to weather the vagaries of reimbursement.  Such stockpiles of cash will give a hospital the breathing room it needs to shift its mix of services, products and payers.  

The second thing the hospital must do is to understand future demographic trends.  An aging population will cause the demand for key services to grow significantly including cardiology, oncology and orthopedics.  Today, government reimbursement is determined more than anything by political forces.  The safest bet hospitals can make today about reimbursement tomorrow is that it will follow voting power.  And voting power will move ever more surely toward the elderly.  If older Americans determine that they need care for threatening age-related diseases and chronic afflictions, then politicians are likely to make sure the money is there.

A Good Sense of Timing is Always Critical

New methods and new technologies in health care often have a very limited window of profitability.  As a new method or technology reaches the market, there is often no reimbursement for it because it is an unknown.  Even if the technology is clearly cheaper or more effective, reimbursement will continue to flow toward established technologies.  Once reimbursement is established for the new method or technology, there will often be a period of profitability.  Demonstrated profitability inevitably causes growing numbers of providers to begin offering the new method or technology, which in turn causes the total reimbursement spent on it to swell.  This growth in total expenditures captures the attention of payers who then often respond by reducing reimbursement and driving the technology into unprofitability.  This boom and bust pattern has played itself out repeatedly and is likely to persist as long as reimbursement methods remain relatively unchanged.

Cost Reduction Must be a Passion, Not Just a Strategy

Cost reduction is a continuing ongoing organizational obligation just like turning on the lights in the morning.  There is a fortunate confluence of factors which should be able to be harnessed by hospitals in the future to create ever-diminishing operating costs.  That confluence of factors includes quality and productivity improvements, speed and error reduction.  Improving quality reduces cost.  Speeding up the delivery of care also reduces cost as long as the organization learns from each interactive task and the process it undertakes.  As long as there are feedback loops built into the work, the faster the organization goes, the more quickly, effectively and fully it learns.  And the more it learns, the more it can lower its costs while improving its quality. 

While not "technically" a strategy, cost management must be an organizational passion … something like an unwavering focus.  Improving operational-efficiencies to earn productivity improvements has been responsible for much success in American manufacturing over many decades.  Health care institutions are entering an era where productivity improvements will differentiate those who achieve sustainability, and those who do not.

Sustainable Organizations Build Financial Strength Incrementally

How does one build financial strength in the long run?  There are arguably two schools of thought on this question.  One holds that you build financial strength incrementally over time.  This approach could properly be called the conservative approach.  The second school might be described as the bold approach.  It suggests that financial returns are directly proportional to risk – the bolder the move, the greater the risk, the higher the return.  The four sustainable organizations profiled in this study argue for the conservative approach.  

Even though it is a relatively young organization, Microsoft might be described as conservative.  It has expanded out incrementally from its core products – DOS, Windows and Word.  Today, one product bundle, Office, constitutes 60% of Microsoft's revenues.  It rarely adjusts its course drastically.  Microsoft has often been described as a "fast follower" rather than an innovator. 

In its way, Microsoft is a "weaver" when it comes to building financial strength.  It steadily weaves together a bigger and denser blanket through product development and refinement as well as acquisition.  Newly acquired products like the graphics program, Visio, are absorbed and gradually converted to fuller, more seamless compatibility with Windows, Explorer and the rest of the Microsoft product line.  It picks products that it can push to the status of "industry standards."

Southwest has demonstrated a similar incrementalism, moving out gradually but irrepressibly from its initial Texas triangle of three cities to encompass the nation.  Wal‑Mart did the same thing moving out of rural America into the suburbs and now into large cities.  In similar fashion, it has expanded from discount retailing to buyer warehouses (Sam's Club) and into groceries.  Jack Welch's moves to remake GE can be described as constituting an intensive trimming to the core, then a steady incremental strengthening and build out of what remained.  

Each of the four sustainable organizations we profiled built their financial success in a culture of scarcity.  Microsoft was a classic underfunded startup in its early days.  Southwest continues to operate in a no frills manner despite its consistent profitability.  And Wal-Mart is famous for throwing nickels around like manhole covers.  And it was an environment of scarcity that Jack Welch brought to GE.  He wanted to create a big company that thought and acted like a small company.  Small companies keep an eye on how they spend their dollars.  They are conservative.

A Solid Balance Sheet Yields Many Rewards

The need to create a solid balance sheet is obvious enough.  The full implications of such financial strength are often less clear; e.g., need for focus on cash flow.  One implication of a solid balance sheet is obviously the ability to attract capital at affordable rates.  At the end of the year, the difference between an attractive bond rating and a less attractive bond rating may be the difference between an acceptable margin and an unacceptable margin.

Partners are attracted to organizations they view as having financial strength.  This is particularly true for physicians.  In many instances, hospitals whose financial positions have eroded have found themselves abandoned by the physicians on whose commitment they were dependent.  Unfortunately, when this pattern of abandonment begins to occur, it tends to accelerate as more physicians move their commitment to organizations they view as more financially stable, creating an ever-growing death cycle.  A strong financial balance sheet remains the standard that investors and partners can examine in the context of comparative data from other organizations.  What the balance sheet ultimately says is this, "Here is an organization that has operated in an environment that has impacted all the players in generally the same fashion and this enterprise, as evidenced by its solid balance sheet, has succeeded in performing well."  

Money in the bank provides a strategic advantage because money provides flexibility.  There is a danger in making large, irreversible strategic investments for the long term.  That danger resides in an inability to be able to predict the environment in the long-term.  Having money in the bank gives the organization the flexibility to undertake incremental initiatives in response to sudden and unexpected changes in the environment.  

Philanthropy Remains an Untapped Opportunity

Faced with the prospects of growing competition, falling reimbursement and rising costs, the hospital of the future will have to build its ability to attract philanthropy.  Today, despite its status as one of the largest sectors of the U.S. economy and a record of dispensing billions in charity care, hospitals and other health care providers receive only about 15% of philanthropic dollars.  There is a strong consensus among Abbott's CEO Advisory Panel that this underperformance reflects insufficient investment in fund development capabilities as well as an inability to tell the hospital story effectively.  The sustainable hospital of the future will have capable professionals continuously engaged with the community of givers and those professionals will tell a consistent story built around their organization's Core Difference.

People give money for two fundamental reasons:  Because they have developed a positive relationship with an individual or individuals associated with a charitable organization or because they find the organization's story compelling.  Of these two reasons, the latter is more important as evidenced by the extent to which many donors make substantial gifts yet have no, or few, meaningful personal connections to the organizations to which they contribute.  This obviously reinforces the importance of having and telling a compelling organizational story.

Successfully attracting philanthropic dollars in the future will require hard-headedness.  For example, it will require an ability to recognize other charitable organizations for what they are – competitors for the philanthropic dollar.  As such, they will need to be "outcompeted."  These competitors may include the local YMCA, art institutes and museums, not to mention other health care organizations – local, regional and national.

There is the potential for an ever-widening gap between hospitals that attract philanthropic dollars versus those that don't.  Already the mega brand power of institutions like M.D. Anderson and Sloan Kettering, for example, set them up to be a more or less automatic default for dollars contributed to cancer care and research.  Such an accumulating attraction is a reflection of "increasing returns."  The rich get richer.  Moving into the next decade, hospitals will need to get their fundraising apparatus in place and humming if they are to avoid being marginalized by the organizations that already occupy the high ground when it comes to top-of-mind awareness among those in a position to contribute dollars.

CHAPTER TEN

Imperative #6:  build Strong Organization-Wide Leadership
"A CEO can no longer live in an ivory tower and talk only about strategy and not know what is going on in the organization.  He needs to know the people who work at all levels of the institution and the work, processes and systems they are part of.  And if those systems are not functioning or need to be improved, the CEO should be involved in the problem solving, particularly as it affects clinical care."


David Bernd

Leaders on Leadership

On retreat, the CEO Advisors repeatedly brought us back to the topic of leadership.  While their thoughts and reflections are woven throughout the monograph, they described some more personal attributes which are worth sharing here.

· Effective executive teams will be led by individuals who are visionary and not risk‑averse.  Bold actions, which are disruptive to the standard operating traditions, can be expected.

· Individuals chosen to lead such management teams will exhibit strong personal values in alignment with organization culture and/or religious traditions.  Such leaders will be expected to have high personal integrity, even beyond the rising standard of the public, after the events at Enron, WorldCom and AHERF.

· Physicians will become more involved in the fabric of leadership throughout the enterprise.  New leadership structures will be designed to appropriately contribute to the ongoing progress at sustainable organizations.

· The Board of Trustees, and other governance structures, will become more involved in oversight of the business initiatives.  Effective governance will be seen as a differentiating factor in future success.

· Leadership will extend through all layers of management and patient care services.  A network of connections will permeate the depths of the organization with well‑understood (and personalized) Vision, Mission and Values.

Commitments Leaders Must Make to Ensure Sustainability

Based on research conducted to support this study and the model that has been developed based on our research, we feel there are 12 critical commitments relevant to effective leadership in a sustainable hospital.

Tell the Story – The CEO must serve as Chief Story Teller.  He or she should tell stories that relate directly and consistently to the organization's Core Difference as well as the Leadership Imperatives and its Strategies.  The CEO should also help key stakeholders "see things whole" by relating stories within the context of environmental realties.  Hospitals are rich in stories that are reflective of desired behaviors.  These stories need to be captured and told.  Stories should be shared inside the organization and outside the organization.  Inside the organization, it is employees, physicians, board members and patients who should hear the stories.  Outside the organization the storyteller must put a human face on the organization's most critical messages as well as those of the industry.  Outside the organization, the audience for the stories is likely to be the community, employers, philanthropists and political leaders.

Define a Stretch Goal - A Stretch Goal focuses and energizes the organization.  It embodies the essence of success and has a shorter time horizon than Vision. The Stretch Goal should relate to just one of the Leadership Imperatives.  Once substantially complete, it should be replaced by another Stretch Goal that relates directly to another Driver.  The organization should not have more than one Stretch Goal at any given time.

Negotiate Alignment – It is not reasonable to expect that key stakeholders, particularly physicians, will readily embrace the organization's story.  Leadership will need to engage physicians one-on-one and help them understand the mutual benefits of success.  In a way, the CEO becomes an "ambassador" personally and persistently making the case for the organization's commitments.

Set the Metrics – Measures that clearly relate to the work of everyone in the organization must be set.  As much as possible, these metrics must be universal in their relevance.  Fewer metrics will be more valuable than many.  To the extent there are multiple metrics, they should be balanced (financial, consumer, employee, community).

Ask the Questions – As Peter Drucker has suggested, great leaders ask questions, the right questions.  As the CEO and the leadership team ask questions, these questions should be focused on the Core Difference, the Leadership Imperatives and the Strategies.  The questions should be supported by a framework of consistent metrics.

Facilitate Innovation and Learning – For organizations that are short on time and money, innovation and learning can seem like a distraction.  The key will be to innovate and learn in a way that is fast and efficient.  That probably means borrowing heavily from others and, wherever possible, collaborating so that common processes aren't getting reinvented by multiple organizations.  It will be important to design mechanisms for innovation, learning and collaboration into the day-to-day work of the organization (letting employees and physicians continuously improve their work processes and outcomes).

Maintain Momentum – The sustainable organization will accumulate successes, some small and some large.  These successes need to be recognized and celebrated on a continuous basis.  For employees, for physicians and for the community, it will be important to demonstrate the organization's progress so they feel they are part of a successful organization that is destined to be sustainable.

Be Opportunistic – The hospital may find itself continuously under attack by niche players over the next decade.  Leadership must make judgments about how to anticipate and respond to such attacks.  Appropriate responses may include directly competing with them, partnering with them or somehow neutralizing them (perhaps through political means).

Adjust the Architecture – A sustainable organization will have both "fast and slow" as well as "loose and tight" attributes.  At the interface with a rapidly changing and complex environment, the organization will have to adjust and respond quickly.  Employees and operating units will need the authority and the tools to move quickly and decisively at the interface with change to pursue Strategies.  (This is the "fast and loose" part.)  On the other hand, they will need to be continuously anchored to the organization's Mission, Values and Vision (Core Difference) as well as the Leadership Imperatives.  These anchors will be relatively unchanging, aligned and very well understood.  (This is the "tight and slow" part.)  Clear definition of the "tight and slow part" allows the "fast and loose part" to self organize and respond in a disciplined way so that the hospital can experiment and evolve.

Build Trust – You build trust by awarding authority and requiring accountability, then being open and fair about how you judge and reward the results.  And you engender trust by representing in yourself the values that are espoused for the organization and demonstrating a fierce resolve in pursuit of the organization's Mission and Vision.

Display Confidence – There are two kinds of confidence that matter, confidence in self and confidence in the organization.  Followers will not commit to leaders who are not confident about themselves.  Nor will they perform effectively if they feel that their leaders lack confidence in the abilities of their followers.  They will live down to expectations.

Select and Develop Other Leaders – In a complex organization operating in a complex environment, one leader will never be enough.  Decisions will have to be made at the edges of the organization when there is no time to check in.  Leadership inevitably requires letting go.  A good leader makes sure that there are other leaders to let go to.

Great Questions Make Great Leaders

Drucker has suggested that good leaders ask the right questions.  And those questions must always circle back to the story executives tell.  One critical qualifying question will always be, "What is the organization's real work?"  Which is another way of asking, "How does the organization create value?"  Harvard Professor, Theodore Leavitt, has succinctly suggested that the purpose of a business is the "getting and keeping of customers."  It is along this chain of work that sustainable value is created and maintained.  For an airline, the real work relates to "getting passengers on an aircraft, into the air and safely back on the ground."  Everything else is, arguably, overhead.  For a hospital, it is the "getting and keeping of patients."  We can, perhaps, tolerate some ambiguity when it comes to defining what we mean by "patient" – but it should be defined no more broadly than this – "A patient is someone to whom we provide services which help maintain or improve their health."  So it is around that unambiguous core that hospital executives must articulate a compelling, coherent and connected set of questions.

"I believe Drucker's right.  It is important to ask questions.  We have 12 questions we ask in our organization.  We don't ask them all at once – it may be only two questions a year.  But then we ask our employees to develop their own action plans in response to those questions.  It's had a remarkable impact helping get us focused on doing the simple things extraordinarily well."

Peter Fine

Drucker uses the term, "business theory," to describe the essence of a story that describes how the organization will be different in a way that's meaningful and valuable to those it serves.  These are Drucker's "right questions":

· "What are your assumptions about your organization's environment, mission and core competencies?  Do they fit reality?"

· "Do the assumptions in all three areas fit one another?"

· "Is the theory of the business known and understood throughout the organization?"

· "How often and how well does the CEO test the theory of the business?"
An important aspect of any sustainable theory of business is that it will consist of some ideas which will be intrinsic to the Core Difference while other ideas will be less central and, therefore, more subject to abandonment.  Abandonment is essential to making a theory of the business sustainable.  Thus, Bill Gates was willing to abandon his idea that the Internet was irrelevant to Microsoft's success in 1995.  Such abandonment often requires "thinking the unthinkable."  When Welch assumed responsibility at GE, it was in 241 businesses and the company's performance in many of them was mediocre.  He systematically abandoned many of those businesses.

Executives Deal in Strategy

The descriptors, "executive" and "manager," get thrown around frequently but little time is spent distinguishing between the two.  Both executives and managers must lead.  The distinction rests in scope.  Executives have wider organizational scope than do managers.  Executives deal with the design and execution of strategies.  Managers attend to tactics and actions.  It is the executive's job to set and communicate the framework against which those tactics and actions will align such that the organization achieves its vision.  Given this distinction between executives and managers, it is useful to distinguish between strategies and tactics.  The most common distinction is derived from military thinking.  Strategies describe how you intend to win the war.  Tactics describe how you intend to win the battle.  Tactics are in service of strategies.  And strategies are directly related to the organization's Core Difference.

Every sustainable hospital will have a set of "Core Competencies" that will have a lifespan of a decade or more.  It is our view that those Core Competencies should center on Leadership Imperatives – those things the organization will need to be really good at to succeed over time.  The sustainable organization will develop its leaders with these competencies in mind.  These competencies will need to be present in every leader.  Every leader, for example, will need to be competent at developing leadership in others, attracting and retaining excellent employees, building financial strength, redesigning clinical and management processes, creating productive physician relationships and engaging the consumer.  When it comes to the executive suite, each executive should be a competent generalist, not a focused specialist.

Charisma is Not Necessary, but it Doesn't Hurt

Jim Collins, Peter Drucker and others have emphasized that leaders do not need to be charismatic to lead.  Certainly this is borne out by examples of men not known for their charisma who have led ably.  Dwight Eisenhower fits into the category of the uncharismatic leader.  But relieving a leader of an obligation to be charismatic does not provide a license to be incoherent and uninspired.  Charisma may not be a necessary prerequisite of leadership, but it doesn't hurt.  While neither Jack Welch nor Bill Gates has been generally described as charismatic, both Kelleher and Walton have been.  Walton's theatrical charisma was in evidence in the famous Wal-Mart cheer.

Kelleher understood the power of theater and entertainment and once arm-wrestled another CEO to win the rights to the slogan, "Just Plane Smart."  He was known to show up in ads dressed as Elvis.  As Magretta observed: 

"There are plenty of charismatic people who don't leave effective organizations behind, and vice versa.  Personalities come and go, but only if leaders create distinctive cultures will there be a lasting context of values to guide and motivate people.

Culture building is hard work.  It requires communication, communication and then more communication.  It thrives on simple messages, repeated again and again – one of Jack Welch's special gifts.  It often takes a talent for overacting, big gestures that can be seen in the back row.  It also takes a flair for symbol and storytelling... Similarly, story, ritual, and symbol are powerful ways of making values tangible."
Leaders Need to Get Out of the Executive Suite

When the environment is changing quickly and the organization is changing quickly to meet it, leaders that don't get out of the executive suite and out to where the value is being created, put their organizations and themselves at peril.  The danger of becoming isolated, disconnected and irrelevant grows quickly.  Leaders of sustainable organizations involve themselves on the front lines.  Walton always remained deeply involved in new site selection.  For many years, he personally flew small aircraft to scout for the best locations for new Wal-Marts.

Leaders Need Trust

Effective leadership requires other ingredients.  One is trust.  A leader must be viewed as trustworthy.  In an environment of accelerating change and complexity where quick and fluid organizational responses are required, employees don't have the time or emotional energy to be constantly watching their backs.  They've got to be able to do the work with the assurance that they have the support of their leader and that they will be treated fairly.  The same challenge exists relative to physicians.  According to Kelly:  "Trust is a peculiar quality.  It can't be bought.  It can't be downloaded.  It can't be instant – a startling fact in an instant culture.  It can only accumulate very slowly, over multiple iterations.  But it can disappear in a blink."

Leaders Need Confidence

Finally, a leader in a sustainable organization must have confidence.  In Wal-Mart's early days, a stock analyst by the name of Margo Alexander made these damning comments in January, 1977 about the company's prospects: " We would very much like to recommend purchase of the stock...Unfortunately, however, the future of the company appears uncertain and we think that Wal-Mart is one of those threshold companies that runs the risk of stumbling."

Sam Walton demonstrated the requisite confidence in his statement about Alexander and other stock analysts:  "If we fail to live up to somebody's hypothetical projection for what we should be doing, I don't care.  It may knock our stock back a little, but we're in it for the long run.  We couldn't care less about what is forecast or what the market says we ought to do.  If we listened very seriously to that sort of stuff, we never would have gone into small-town discounting in the first place."
Bill Gates demonstrated a similar level of confidence in stating Microsoft's vision and direction:  "I thought we should do only software.  When you have the microprocessor doubling in power every two years, in a sense you can think of computer power as almost free.  So you ask, why be in the business of making something that's almost free?  What is the scarce resource?  What is it that limits being able to get value out of that infinite computing power?  Software."
To take an organization from good to great, Jim Collins has suggested it takes a very special kind of confidence – the kind of confidence that he has ascribed to "Level 5" leadership, which combines "humility" with "fierce resolve."

Developing Leaders

While business schools teach many valuable things, it is possible to get a business degree without ever taking a course in leadership.  As of today, the same is true for most health administration programs.  In far too many hospitals, there are no mechanisms for systematically selecting and developing leaders.  A recent study by the executive search firm of Witt/Kieffer (Oak Brook, IL) indicates that more than half of health care executives surveyed believe that potential leaders are driven away from careers in health care.  The study tied this breakdown in leadership development to the demands of operating day-to-day and to financial pressures.  The study mentions specifically a lack of mentoring by health care executives.  Too many hospital executives fail to dedicate time or dollars to building a pool of leaders for the future.  An organization that invests little or nothing in leadership development can expect its overall quality of leadership will be low.  Leadership must occur throughout the organization, not just at the top.  Leadership development is broader than just growing a successor to the current CEO.  It requires growing successors throughout the organization.

Leadership development doesn't just happen.  It requires commitment of time and money.  "Tagging along" with the CEO doesn't do the trick, although mentoring is obviously part of the answer.  But the number of people an executive can mentor is finite.  A more comprehensive and structured approach is needed.  At GE, that meant providing extensive support for the Crotonville Leadership Development Center, often described as the "West Point" of corporate leadership development.  Each year, GE spends $1 billion on its training and development programs and some 5,000 to 6,000 employees attend those programs.  At Crotonville, there are three types of courses taught:

· Those that make GE personnel more expert in a technical specialty such as finance or information technology.

· Those tied to career stages including programs such as "Influence with Authority," "Peer Leadership" or the "New Manager."

· Those that help GE executives implement a corporate priority such as Six Sigma.

According to University of Michigan professor, Noel Tichy, and once leader of training at Crotonville:  

"While winning leaders must have strong ideas and solid values, and the energy and edge to pursue them relentlessly, they must also be able to teach, to listen to others and to let them lead as well.  This requires that they be strong and vulnerable at the same time.  They must have strong beliefs, but they must hold them loosely.  They must be strong enough to not fear vulnerability.  They must be willing to take the risks of pursuing their firmly held beliefs, understanding that they will not always be on the mark, and will sometimes fail.  They risk their own images of strength and infallibility in order to help others develop their own strengths." 

Conclusion

Through the course of this research, the authors were struck by a large number of relevant learnings that should have utility for health care executives as they lead their organizations forward.  There are too many to repeat in this summary, but a couple of examples may be instructive, and encourage the reader to reexamine one or more of the chapters above.

There has been much conversation about future workforce issues in this industry.  One important idea emanating from our non-health care, best-of-class examples, is the need to provide employees new learning and responsibility challenges through horizontal, developmental job moves.  As our organizations shrink management layers, we still need to offer opportunities of career development along a career ladder that will involve some sidesteps.  Both the organization and the individual benefit by such moves, as fresh insights are brought into previously "siloed" departments.

As another example, consider an initiative in which the organization's most promising people are put in charge of the best new opportunities, as opposed to fixing lagging parts of the business doomed to less relevance in the future.  These high-performing individuals should be intentionally dedicated to reinventing the work of the organization and the generating of new perspectives on the role of their organization in the communities they serve.  These are two brief examples of the relevant learnings presented in this work.  We trust you will mine it for other such gems.

The hospital enterprise of the future will be sustainable because of how it is organized and led.  There will be dramatic changes in technology, the marketplace and government policy.  These changes will converge with often uncertain impacts and in accelerating fashion.  This accelerating change and its attendant complexity fit into what Jim Collins calls the "brutal facts."  They are future realities – the specifics of which are probably beyond prediction.  So the question remains, "What kind of hospital enterprise will be sustainable no matter what the future throws at it?"  

This monograph represents our answer to that question.  It is an answer that recognizes the uniqueness of the hospital while seeking to capture the wisdom of enterprises that have demonstrated their durability in health care and in other industries.  

The solution lies in the six Leadership Imperatives which emerged over the course of this work.  They are not so much professional competencies for individuals, but more organizational capabilities which engender continued sustainability even after the current team of leaders pass on the gauntlet to their successors.

The Sustainability Model
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We believe organizational momentum can be created by activating the Leadership Imperatives.  We don't think it matters where you start on the wheel, e.g., "Engage Consumers" or "Build Strong Organization-Wide Leadership."  Applying selective resources to these Imperatives will build sustainable health care enterprises across time.  For some executive teams this report will serve as confirmation of the correctness in what direction their organizations are already headed.  For others, it will serve as a source to create dialogue among the leadership to check their organizational priorities.  The lessons are worth taking seriously, as they are built on multiple inputs such as surveys and focus groups, and especially the contributions of the nine members of Abbott's CEO Advisory Council, representing some of America's most influential hospital enterprises.

It is an answer that combines the thinking of some of modern management's most highly regarded thinkers with that of various executive and physician leaders.  It is an answer in the form of a framework to guide leadership.  We hope this report contributes to the field of health care management and to those who are called to be in positions of leadership and governance within it.
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“If we don’t solve our problems related to cost and quality, somebody’s going to solve them for us.  We’ll have other people determining our destiny.  And that may provide a strong incentive for change.”   





                                                                                 -Ron Ashworth
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