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AS A STRATEGIC ADVISOR TO MORE THAN

60 health systems and several medical
groups, I have been able to identify the
common drivers of peak performance in
these organizations. Unfort u n a t e ly, I have
found that much of the industry litera-
ture upon which many health care orga-
nizations rely to improve their
p e r f o rmance  focuses on fads, not fa c t s .

H i g h - p e r f o rming health care orga n i-
zations and their boards understand that
good business outcomes result from
a n a lysis based on empirical ev i d e n c e ,
not from following the latest fad. Boards
that routinely request evidence to sup-
p o rt the decisions they are being aske d
to make will be in a better position to
separate these fads from fact. Fo l l ow i n g
are some currently prevalent examples.
Fa d : T h e re is a one-size-fits-all set of
simple strategies to position hospitals
to succeed in the future.
Fa c t : E ve r yone is looking for answe r s .

The health care industry is in transi-
tion. Hospitals and physicians have to
l e a rn new competencies in order to suc-
ceed in the new environment. These key
competencies include employing larg e
numbers of primary care physicians and
specialists; demonstrating measurabl e
quality; and managing service lines. T h e
ability to develop key strategies success-
f u l ly is specific to each orga n i z a t i o n ’s
m a r ke t . Most key strategies require fre-
quent corrections in midcourse. 
Fa d : Quality and patient safety will
determine a hospital’s success over the
next three to five years.
Fa c t : E ffe c t i ve contracting and a high-

p e r forming re ve nue cycle are today ’s
drivers of success.

Health systems that are achiev i n g
peak performance all have top-of-mar-
ket payer contracts and exceptional rev-
enue cycle results. High revenue per unit
of service is driving the ability of health
systems to work through and eve n t u a l-
ly address their critical issues. A c h i ev i n g
high payer revenue per unit: 

• Fuels investment in quality infra-
s t ructure, physician employment and ser-
vice line development.

• Funds physician recruitment.
• Funds the deficit created by most

physician-hospital joint ventures.
• Compensates for losses from com-

peting physician-owned ventures.
• Provides funds for eve r- i n c r e a s i n g

physician demands for payment to take
e m e rg e n cy department call and clinical
department head positions.

Some hospitals do not possess the
ex p e rtise to negotiate managed care con-
tracts eff e c t ive ly, and an even gr e a t e r
percentage lack the ability to maximize
their revenue cycle performance. Rather
than recognizing the need for help in
these highly complex areas, chief fi n a n-
cial officers (CFOs) may regard the need
for outside assistance as an admission
of failure and block any outside support .

This “CFO Paradox” means that the
ve ry people who should be ex p l o r i n g
eve ry opportunity to enhance the health
s y s t e m ’s revenue are standing in the way
of progress. Remember, net income/cash
p r ovides the fuel to drive a health care
o rganization toward improving quality.

And net income/cash is maximized
through eff e c t ive managed care contract-
ing and optimizing the revenue cy c l e .
Fa d : Hospitals can “s h r i n k” to pro f-
itability.
Fa c t : Expense control is necessary bu t
not sufficient.

Hospitals that try to reduce their
expenses to achieve greater profitabili-
ty soon reach a point of diminishing
r e t u rns. A system that focuses primari-
ly on expense control (rather than rev-
enue enhancement), will have diffi c u l t y
r e c ruiting staff and will experience phy s i-
cian dissatisfaction, as well as lose the
t e c h n o l ogy “arms race.” These probl e m s
will eve n t u a l ly result in market share
decline.
Fa d : C o n s u m e r - d i rected health care
and tra n s p a rency will be the key dri-
vers for health care industry ch a n ge.
Fa c t : C o n s u m e r - d i rected health care
and transparency are overrated.

Thus far the evidence (not the anec-
dotes) indicates that consumers will shop
for the lowest-priced outpatient service
unless their physicians direct them to a
specific provider.

There is no evidence that consumers
will change their purchasing behav i o r
for inpatient and emerg e n cycare. T h e
shortage of both beds and physicians is
becoming critical, and this will have a
greater impact on provider selection than
“consumerism.” In many markets, con-
sumers will be lucky if they can find a
bed and/or physician when they need
one.
Fa d : Joint ve n t u res engage phy s i c i a n s
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and improve strategic position.
Fa c t : Most joint ve n t u res enhance
p hysician income, but hurt a hospital’s
bottom line.

Hospitals have more market powe r
than do freestanding prov i d e r s. T h e r e-
fore, managed care companies reimbu r s e
a hospital significantly better than they
r e i m burse a freestanding prov i d e r, eve n
if that provider is part i a l lyowned by a
hospital. In addition, a joint venture typ-
i c a l ly duplicates the hospital’s ove r h e a d,
adding additional cost. 

Commenting on joint ventures, some
CEOs have stated that it is better to ow n
50 percent of something than 100 per-
cent of nothing. As a result of dictated
managed care rates and duplicated costs,
most hospitals end up with 10 percent
to 20 percent of the income they origi-
n a l ly generated in a service line in wh i c h
t h ey have c r e a t eda joint ve n t u r e . In most
c a s e s, a joint venture is not a strategy to
boost performance, but rather a stopga p
to retain a relative ly small percentage of
a service line’s income in exchange for
often fleeting good will from select
members of the medical staff.

Health care is an industry that rou-
t i n e ly engages in “systematic self-d e c e p-
tion” and where the presumption of
k n owledge often has done far more dam-
age than true ignorance. Successful
health care providers and their boards
focus on the facts and avoid acting on
anecdotes or strategies that sound good
in theory, but that many times don’t
achieve positive, lasting results. Ω
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