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Preface

The healthcare system is facing numerous challenges. These include the explosion in sci-
entific knowledge, the link of pay to performance, and, most importantly, the shift to
“patient-centered” care approach. Attempts to circumvent these challenges and improve on
the quality of care have been invariably mitigated by a prohibitive rising cost. All the
aforementioned has fostered a transition in the understanding and delivery of health care
from an industrial economical view that focuses on services and products as outcome
measures to a modern view that highlights the importance of customer’s perception and
experience as determinants of quality of care provision.

This transition in the healthcare industry mandates the adoption of a strategic plan
that anticipates the dynamic changes in patient’s needs and the rising cost in the
provision of those needs. Physicians in administrative positions and managers have
to acquire and develop different types of strategies commonly used in health care
and other industries in order to maintain their financial viability and defend their
market’s share. To this end, this book is intended to equip physicians and
administrators with the right strategic tools and frameworks. The focus of this book
is on the different strategic directions commonly adopted by strategist in different
industries. The different strategic views conceptualized in health care in addition to
a crafted strategic framework that can be used to draw a summary of the market
competitive dynamics will be described. Once the strategist has chosen the strategic
direction for its firm, a strategic plan must follow. The application of the most
common strategies used in other industries to develop and sustain a competitive
advantage will be discussed with special focus on Porter’s strategies, namely
low-cost leadership and service differentiation. These strategies have been descri-
bed thoroughly in the literature as dominant typologies adopted by many firms in
various industries; however, few are the reports on the application of these strate-
gies in hospital settings. In the last two chapters, this book highlights the application
of Porter’s strategies in a set of Lebanese hospitals with emphasis on the limitations,
constraints, and correlation factors between types of strategies used and
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performance of these hospitals. Last but not least, eight strategic tactics will be
discussed thoroughly with special attention to the operational initiatives, indicators,
and goals of each.

Beirut, Lebanon A. L. Hamdan
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Chapter 1
Introduction

The Health Care System is facing numerous challenges. These include the
explosion in scientific knowledge, the link of pay to performance, and most
importantly the shift to “Patient Centered Care” approach. Attempts to circumvent
these challenges and improve on the quality of care have been invariably mitigated
by a prohibitive rising cost. The healthcare expenditure estimated to be $26 billion
in 2003 has exceeded one sixth of the GDP in the United States [1] and is still
draining the economy with an increase to 2.97 trillion in 2014 [2] Similarly, the rise
in health care expenditure in 2014 has reached the figures of $271.99 trillion in the
United Kingdom and $14.382 billion in the United Arab of Emirates accounting for
3.6% of its annual budget. Add to this exuberate cost is the frequency of medical
errors which represents the eighth leading cause of death with 98,000 mortalities a
year from medical errors in the United States [3].

That being said, the healthcare system is in crisis. It has failed to meet patient’s
expectations with more than 40 million people having no medical coverage in the
United States. Based on “Crossing the Quality Chasm” by the Institute of Medicine,
“—the nation’s healthcare delivery system has fallen far short in its ability to
translate knowledge into practice and to apply new technology safely and appro-
priately” [4]. These shortcomings in healthcare delivery were brought further to
light with the public reporting of healthcare measures by the “Hospital Consumers
Assessment of Healthcare Providers and Systems (HCAHPS)”, and the public
expression of views on medical service, an act that was formally endorsed by the
National Quality Forum (NQF) in 2015 [5]. All the aforementioned has fostered a
transition in the understanding and delivery of healthcare from an industrial eco-
nomical view that focuses on services and products as outcome measures to a
modern view that highlights the importance of customer’s perception and experi-
ence as determinants of quality in care provision. It has set ground for a new phase
in healthcare described by the National Health Service (NHS) as the “Next Stage”
with high quality care for all [6]. In this stage, pay became linked to performance as
stated by the Affordable Care Act, and patient’s reported measures of care became
critical to Pay and performance [7]. To this end, many cross cutting patient-reported
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measures have been described and these include patient satisfaction, patient per-
ception, patient participation and patient preferences. Despite the complexity in the
definition of patient’s engagement, there is a unanimous agreement on the con-
structs that need to be incorporated in the healthcare reform plan, with emphasis on
clinical and managerial quality.

This transition in the healthcare industry with the focus on quality in patient’s
care mandates the adoption of a ‘Strategic Plan’ that anticipates the dynamic
changes in patient’s needs and the rising cost in the provision of those needs. Given
the high degree of interdependence in the current global economy, hospitals after
thorough examination of the various industry profitability and growth, must posi-
tion themselves in the right market, be it primary, secondary or tertiary care. Once
in the proper strategic position, the corresponding resources must be allocated and
capabilities must be exploited towards the delivery of better services and the
development of new offerings. To this end, knowledge exploitation and the avail-
ability of resources for innovation must lead to technological advances, a major
attribute that challenges all healthcare providers who wish to remain at the forefront
in medical care.

Similarly, given the blurred boundaries of Physician’s role in Hospital settings,
medical practitioners, from their own conceptual term, must also properly position
themselves in the right industry. This can be any venue in the healthcare arena,
including third party providers and pharmaceutical companies. In order to gain
competitive advantage, physicians in key administrative or leadership positions
must reinvent themselves to meet the changes in healthcare. A shift in value from
salaried employee to strategic thinkers must take place in order to better manage the
global market in healthcare. This mandates enhancement of Physicians’ strategic
competencies in addition to their leadership, managerial and communication skills.
Again, once rightly positioned, they need to allocate their own resources to achieve
the strategic goals intended. The resources can be personal such as inherent com-
petencies, tacit information and business acumen, or financial. If properly cultivated
into capabilities of strategic relevance, these resources can help achieve not only
individual goals as mentioned previously but also the vision and mission of their
medical institution at large. For this reason, proper alignment of both physicians
and administrators interest through the development of physician integration pro-
grams and strong liaison between the two is crucial for the success of any strategy.

Given the constantly growing needs in healthcare and the increasing challenges
of globalization, there is rarely uniformity in the vision of the various staff and
faculty within a medical organization. The discrepancy between the vision
embraced by the leader and the actual stand of the organization creates tension and
assumptions. A good strategist will convert these assumptions to values and will
capitalize on the discrepancy between factuality and expectations to gear the energy
of all staff and physicians towards that vision. By drawing a concrete image of the
organization’s goals and objectives, embracing that image by all the key players,
and allocating resources towards the achievement of these goals, strategists can
succeed in sailing the organization to its right destination.
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That being said, this book will focus on the different strategic directions com-
monly adopted by strategist in different industries. The different Strategic views
conceptualized in healthcare in addition to a crafted strategic framework that can be
used to draw a summary of the market competitive dynamics will be described.
Once the strategist has chosen the strategic direction for its firm, a strategic plan
must follow. The application of the most common strategies used in other industries
to develop and sustain a competitive advantage will be discussed with special focus
on Porter’s strategies, namely Low cost leadership and service differentiation. Last
but not least eight strategic tactics will be discussed thoroughly with special
attention to the operational initiatives, indicators and goals of each.

In the last two chapters I will highlight the application of Porter’s strategies in
a set of Lebanese Hospitals with emphasis on the limitations, constraints and
correlation factors between types of strategies used and performance of these
hospitals.
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Chapter 2
Strategic Directions and Views

Once the goals and objectives of an enterprise have been set, different strategic
views and directions ought to be solicited in attempt to meet those goals. Two main
views are traditionally used in any industry and these include the positional view
and the resource based view [1].

In the Positional view, strategic planning primarily lies in envisioning the
position of a given healthcare provider in the healthcare arena whether it is a
primary care or tertiary care provider. The strategist tries to answer the question
“where do we stand, what is our market share, and how can we defend it?”. The
main Competitive advantage of the firm or hospital is its current position in the
market with the industry structure being the arena for competition. In this per-
spective marketing information system is often deployed as a competitive advan-
tage and used to determine the hospital market share and position. This fact
mandates proper understanding of the various industry’s attributes as well as the
competitive forces that shape the position of the firm and its long term profitability
[2]. The main Industry attributes that are analyzed are the rate of growth and
profitability, geographic accessibility, strategic alliances, in addition to the weight
and impact of technological innovation on its performance.

In the healthcare industry both growth and technological advances carry sig-
nificant weight on the Performance of healthcare providers. A fast growing industry
is inclined to empower both suppliers and consumers. This is attributed to the
demographic changes, advances in research and explosion in medical knowledge at
large. Demographically, the increase in the overall world population in parallel with
the increase in the average lifespan puts the healthcare industry on a fast growing
track with growing demands such as the need for geriatric medical facilities, home
care centers and palliative medicine. Similarly, the Technological advances have an
impactful role on the growth and profitability of healthcare providers. In the
healthcare industry at large and in hospital settings in particular, technological
growth is key in providing medical care. Hospitals that assume a forefront position
in the health care arena have to ensure a constant stream of financial and human
resources to maintain their technological advancement, which in turn challenges
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administrators who are keen on providing state of the art diagnostic and therapeutic
regimens. On the other hand, when technological advancement is slow, the impact
of technological shifts on medical practice is little. This is more commonly seen in
primary care facilities or practice in rural areas.

Of equal importance to the industry attributes is the ecosystem which allows the
success or failure of a firm’s complementary products and services [3]. Example is
the role of governmental rules and regulations in healthcare which plays a
tremendous role in the insurgence of new competitors such as new hospital facilities
and or in fostering the expansion of existing capacities, such as the increase in the
number of beds within a hospital. Other examples of Complementary products in
healthcare are the means for financial and geographic accessibility to medical
services, availability of accessary and adjunctive therapeutic services such as
physical therapy following major head and neck surgery.

Once the aforementioned industry attributes have been examined, the strategic
analyst in his positional view must dissect Porter’s five forces in order to estimate
Industry profitability and the rivalry among the existing competitors [4]. The major
competitive forces include the “threat of entry”, the “power of suppliers”, the
“power of the customer”, the “threat of substitute” and “rivalry among existing
competitors” [4].

The threat of entry is intimately related to capital cost requirement, the demand
side benefits of scale, and or customer/patient switching cost, in addition to
restrictions imposed by governmental policies such as trading barriers, emergence
of new laws and patents [4]. In healthcare provision, invariably a large capital is
needed as a start, which makes the threat of entry low, especially if the local
healthcare policies deter the development of new healthcare facilities. This threat is
further deterred by constraints in the healthcare budget. Patient loyalty is also a
crucial fact when new threats are in surge. This latter can be enhanced thru the
availability of electronic medical record and the accessibility of patients to medical
information. The threat of entry also depends on incumbency advantages in terms
of cumulative experience and competencies, access to distribution channels, and
economy of scale from the supply side. A fifty year old medical center with inherent
competencies in terms of processes, flow of patients and flow of information, in
addition to a strong network with physicians and neighboring healthcare providers,
must have a strong position in the market and thus raises the barriers to entry.

Customers may also exert tremendous power. By customer we are obviously
referring to patients who can often exert pressure on hospitals and medical centers
especially if they are self-payers. Patient’s power can also be derived from group
purchasing as seen in compacts made by selected groups, usually of similar pro-
fession, and hospitals. A low switching cost exemplified by the presence of nearby
competitors, the lack of differentiated services secondary to insufficient resources
and expertise, and the ability of customers to integrate backward are also factors
that strengthen patient’s position in the healthcare chain. The ability to integrate
backward is often exemplified when insurance companies buy group practices and
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consolidate with hospitals in attempt to control cost and exert pressure on health-
care providers.

Substitutes can also represent a threat and limit the profitability of hospitals by
reducing their dominance in the market as well. Again this is more prominent when
medical services lack differentiation and or branding. Substitutes for conventional
medicine can include acupuncture, homeopathic therapy, cognitive therapy, medi-
tation, Chinese medicine and biologically based therapies [5]. These alternatives or
complementary medical therapies will not be the subject of discussion in this
chapter, but suffices to say that these need to be considered as threats given the
cultural context and environment.

Last but not least is market rivalry among existing competitors. This latter is
more precipitated in the presence of numerous competitors with almost even
powers and when the industry growth is low. When Growth in healthcare is slow,
hospitals can turn aggressive in order to either maintain their market share or
increase their profitability. The competition becomes fiercer when the exit barriers
are high making it very hard and non-lucrative for competitors to leave.

Once the industry attributes have been examined and the competitive forces have
been understood with all their underpinning, the role of the strategist is to properly
position the firm or hospital vis-à-vis its competitors in the market, to anticipate
possible shifts in the market, and to exploit the expected industry changes in
attempt to identify emerging opportunities and claim new strategic position. The
strategist should also shape the industry structure by reacting to the competitive
forces in a constructive manner [6]. In healthcare two examples can be given; one is
value constellation and two is Game theory. In value constellation the role of all the
key players is reconfigured in order to add value to the end product. The con-
ventional role of each is re-examined in attempt to provide a better product or
service [7]. In the supply to purchasing (S2P) project, where suppliers, surgeons
and purchasing are the key players, surgeons are invited to examine the most
common surgical supplies used with the purpose of optimizing utilization and cost.
Engaging physicians in the design and utilization of supplies is an example of value
constellation and value addition. Another example of reacting to the competitive
forces is the value net strategic frame by Brandenburger and Nalebuff [8]. In any
game the essence of a win-win relation lies in the provision of an added value to the
end product or service by all the key players. By looking at the position of all the
stakeholders and using an allocentric rather than egocentric perspective, the
cooperative as well as the competitive nature of any game is enhanced. This value
net strategic framework highlights the interdependence of the participants in
healthcare provision, namely the patient, physician, medical staff and third party
players, while emphasizing the strong interaction between them. So in order to
create value within this framework identification of the major players and the
understanding of the basic rules of the game is crucial.

Another equally important strategic view in addition to the positional view is the
Resource based view. In this view the strategist looks within the institution at its
resources and capabilities in attempt to develop new competencies that are of
strategic relevance [9]. The main question to be answered is “What are we good at”
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and how can we leverage on our competencies to expand our market share and
grow further. This view is more commonly adopted in unstable environments
characterized by turmoil that makes industry attractiveness an elusive strategic start
[10]. Instead, the firm’s bundle of resources and capabilities are exploited in a
strategic competitive manner. The resources, defined as “the productive assets of a
firm” can be either tangible such as properties and equipment or intangible such as
branding, reputation and tacit information embedded in routinization and processes.
Capabilities on the other hand are the way resources are deployed in a constructive
manner towards the achievement of a desired end result. These can be classified
either on a functional basis thru the identification of various capabilities within the
different functional units of the institution, or based on a value chain analysis of the
main activities undertaken by that institution. An example of a capability within a
functional unit is the diagnostic yield in the department of radiology. The imaging
equipment considered as resources are deployed in a successful manner thru the
radiology staff to generate a major capability that carries a high diagnostic yield.
Similarly, if we were to examine the value chain activities in the work up of a
patient with chest pain, the Fast flow of information and efficient management in the
emergency department may be considered as major capabilities. In both cases, it is
important to note that for a capability to be of strategic relevance it must generate a
competitive advantage through proper exploitation of its corresponding
competencies.
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Chapter 3
Porter’s Strategies in Healthcare

Healthcare delivery has undergone a dramatic reform over the last few decades. It
has witnessed a paradigm shift where patient’s satisfaction has become critical.
Patient empowerment has transformed healthcare into a value based business where
physicians and healthcare providers are challenged to meet the emerging needs of
patients in a dynamic market constrained by financial resources and governed by
the challenges of the global business environment.

On one hand hospitals need to remain at the forefront in the provision of state of the
art medical care using high technology imaging and unique services, on the other
hand they have to undergo radical cost transformation in view of the diminished
budget for healthcare both in the private and public sectors.

Cemented to these hurdles, and in consequence to the aforementioned trans-
formation, there have been a large number of consolidations among hospitals in
attempt to maintain their financial stability and expand their market share. As a
result, the healthcare system in the United States has witnessed more than 900
merges between hospitals [1]. Despite the large number of mergers and acquisi-
tions, there was still fierce competition among hospitals with deep concern on the
rise in prices and the quality of care that is delivered [2]. Subsequently, healthcare
managers have adopted different types of strategy, the most common of which are
low cost leadership and service differentiation [3].

According to Porter these two types of strategies can be further categorized into
four depending on the market segment and niche where the strategy is imple-
mented, be it a narrow segment of the market or the market as a whole [3]. In the
first scenario where cost leadership is used in a focused or well defined market
segment, the strategy is referred to as a focused cost leadership strategy whereas
when differentiation is used in a focused market segment, the strategy is referred to
as focused differentiation strategy. The hybrid form, combining low cost leadership
with service differentiation, has been most challenging to managers who aim at
quality care and cost reduction.
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3.1 Choice of Strategy

The application of Porter’s generic strategies in the hospital industry has been
proven to be useful despite the scarcity in the reports [4, 5]. Both types of strategy,
namely cost leadership strategy and differentiation strategy in their focused and
broad applications have been used to coop with the changes in healthcare
environment.

There are only two reports on the applicability of Porter’s strategies in health-
care, one by Kumar et al. on the United States hospitals and the other by Hlavacka
et al. on Slovak hospital industry [4, 5]. The first study by Kumar et al. performed
on 600 acute care hospitals looked at the types of strategies used by chief
administrators and how these strategies correlated with performance. Five groups of
strategies have been reported and traditional performance criteria were used as
measure of organizational performance. The five types of strategies included cost
leaders, differentiators, stuck in the middle, focused cost leaders and focused dif-
ferentiators. With respect to performance, return on new services and facilities,
ability to retain patients and to control expenditure, were used as measures of
effectiveness and efficiency. The second study by Hlavacka et al. was conducted on
Slovak hospitals using a translated version of Kumar’s questionnaire. Again their
findings indicated four types of strategy, namely the Focused cost leadership, the
stuck in the middle, the “wait and see group” which had medium emphasis on cost
leadership and low emphasis on focus and differentiation, and last but not least is
cost leadership. The results showed that the “stuck in the middle” performed better
that the remaining groups.

The use of differentiation strategy has been linked and attributed to the presence
of discontinuous or turbulent environments which invariably favor the adoption of a
differentiation strategy. According to the resource-based view [6], looking inside
the firm’s resources and capabilities is the cornerstone for differentiation strategy in
a market that is unpredictable and discontinuous. Despite that several studies
support the notion of Porter’s generic strategies’ applicability and viability in dif-
ferent environmental contexts [7, 8], many others have emphasized the importance
of fitting the organizational strategy with environmental conditions [9, 10]. The
discontinuous environment in healthcare can be characterized by surges in tech-
nology, introduction of new payment’s method, unforeseen patients’ needs,
healthcare business restructuring, last but not least are political conflicts which
always had an impact on the overall socio-economic status among which is
healthcare expenditure.

The lack of pursuit of differentiation strategy on the other hand can be attributed
to several factors: One is the limited resources and scarcity in funding. Based on
numerous studies [11, 12], differentiation mandates funding and significant
resources, the lack of which can circumvent the establishment of new services and
the ability to enhance current ones. Asides from having access to research funds and
endowments primarily used in academic institutions, private and non-academic
hospitals are at a disadvantage in terms of financial resources as the cut down in
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healthcare budgeting had affected the overall expenditure and reduced allocation of
resources used in differentiation of existing medical services [13, 14]. The second
reason why hospitals may not adopt a differentiation strategy is the type and mode
of reimbursement. When pay is based on contractual agreements between hospitals
and third party payers, with a fixed amount allocated for the management of disease
entities, there is less of an incentive to spend on differentiation of medical facilities,
unless reimbursement is also linked to patient experience or other intermediate
healthcare outcome measures [15]. A third Reason for missing on differentiation
strategy is lack of a market information system. Based on a study by Narver [16],
institutions that are market oriented tend to adopt more differentiation strategy. This
inclination stems from the urge to meet patient’s needs and emerging quests.
Institutions that follow closely the market and what patients want tend to differ-
entiate their services from both the demand side and the supply side as well. In
developing countries “Utilizing market research to identify new services” is rarely
used.

That being said, Cost leadership has been more advocated in stable environ-
ments where competitive forces and threats are rather predictable, whereas differ-
entiation strategy has been more advised in unpredictable and dynamic
environments. A main reason to adopt the low cost leadership is the nature of the
payer mix, that is when the majority of patients are insured by third party payers
and only a small fraction pay for their medical fees. In this case, most of the hospital
bill is covered or reimbursed by insurance companies. Based on a report by
Newhouse [17] on “the structure of the health insurance and the erosion of the
medical market place” insured patients are less inclined to search for the lowest
prices in seeking medical care. From the supply side, hospitals tend to compete less
on price and more on differentiation to attract patients. This has been referred to as
the “medical arms race” by Robinson and Luft [18] where hospitals try to attract
patients by widening the breadth of their products or by introducing new services
rather than by reducing cost. Focusing on differentiation when the price is fixed is in
accordance with numerous reports on non-price competition that were described in
other industries, such as the airline industry [19, 20].

3.1.1 Cost Leadership Strategy

To be a cost leader means to be the lowest cost producer in the industry. The
competitive advantage is derived from widening the gap between the cost of pro-
duction and what the customer is willing to pay [7]. This entails Minimization of
cost in various operational fields, business restructuring and revamping of the
overall cost structure.

Different approaches to reduce cost have been described in the literature. One
basic approach is catalog activity with value chain analysis [21]. All the services
within a department are dissected and evaluated in terms of cost. Using catalog
activities, each service is disintegrated into a set of activities where the importance

3.1 Choice of Strategy 11



and cost of each is analyzed in relation to the overall cost and in relation to the
customer’s need and market segment. The cost drivers are identified and analyzed
in terms of opportunities for outsourcing or reallocation in order to reduce the
overall cost. The market cost drivers are used as a benchmark for cost management.
Redundancies, duplications in services and wasteful expenditures are reexamined.
Not essential activities are either outsourced or re-allocated. A relevant product for
catalog activity analysis in healthcare setting is the hospital bill. This latter is
usually stratified into room and service, use of supplies, pharmaceuticals, diagnostic
tests, and operating room in case a surgical procedure has been done. The cost
drivers would be the length of stay, the choice of surgical supplies used, the variety
of diagnostic tests requested, and last but not least the duration of surgery. By
dissecting these cost drivers in relation to the consensual figures in the market, one
can identify how financial resources are being spent and how cost can be reduced.

Another approach for low cost leadership is cost management in the different
segments or departments of an institution. Based on Michael E. Rindler book on
strategic cost reduction [22] cost is dissected along six dimensions; Management
cost, supply cost, labor cost, service cost, utilization cost and capital cost. In each
dimension, different strategic tools can be used. Hence several strategic areas for
cost reduction starting from inbound logistics to marketing and sale should be
contemplated. With respect to input cost, a decrease in cost can be realized using
economy of scale whereas in the production phase, cost reduction can be reached by
re-engineering the business processes and improving the quality of the products or
services. Economies of learning can also assist in cost reduction by improving the
agility at the individual level and the global know how at the institutional level. In
marketing and sale, proper matching between customer needs and service/product
supply is crucial in retaining customers and sustaining loyalty.

In a hospital setting, the biggest challenge is to reduce cost without jeopardizing
the quality of care or the range of services. For cost reduction to be successful it
must be aligned with the overall strategy of the institution and must engage all
levels of management including physicians and staff. This requires integration
between the different key players in order to enhance the flow of patients, infor-
mation and hence care. Inability to engage physicians and or poor alignment with
the institutional vision invariably leads to failure.

Whereas economies of learning by enhancing the know-how and dexterity of
care givers, by designing services that are easy to deliver, and by improving the
clinical utilization of the hospital resources and capabilities, can result in cost
reduction and lead to success.

With respect to sales and marketing, it is about meeting patient’s expectations
and keeping the promise of delivering the best services at an affordable cost. While
keeping this promise, the hospital is ensuring good visibility to its staff and caring
team. There are several examples to cost reduction in hospital settings and these
include: merging and acquisition, staff layoff, supply chain management, reducing
waste, outsourcing and insourcing of given services, reducing the layers in man-
agement, capital cost management, and so forth.
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3.1.2 Differentiation Strategy

With respect to differentiation, by definition it is about the provision of a service or
a product with distinctive attributes that are of added value to the customer [3]. It is
not just about being different but about matching the needs of the customer and
sustaining these needs in a cost-effective manner. This entails proper understanding
and dissection of the two facets of this interface, namely the customer’s perspective
of what is needed and what is factually being provided by the supplier. Hence, we
need to analyze the decision making process of the customer and his journey in
converting his needs into demands and wants, and we need to meet this latter by
tailoring the process of service or product delivery. That being said, differentiation
can be from the demand side and the supplier side. In healthcare, differentiation is
about meeting patient’s needs by providing patient centered care with state of the
art technology and expertise (Supply side).

Different approaches for differentiation have been described in the literature, all
of which converge towards the provision of better quality of service and patient
experience. The first approach is by improving the level of offering vis-à-vis the key
success factors in the industry of healthcare [23]. This starts by identifying the key
success factors that cover the different points of intersection along the patient’s
continuum of care starting from the search for information to the time of visit and
follow up. The various key success factors in the healthcare industry and their level
of offering by the institution are displayed graphically. These may include the
accessibility to service, geographic location, religious background, mode, date and
time of appointment, greeting of staff, waiting time, paper work, time spent with
physician, diagnostic yield and follow up with patients. This graphic display will
allow the strategist to visualize and portray the performance of his/her institution
vis-à-vis the various external and internal aforementioned key success factors. This
is followed by proper selection and exploitation of the variables considered of
strategic relevance in a fashion that enables differentiation of the existing services.
Differentiation is then implemented along those key strategic variables in order to
improve patient care.

Differentiation can also be implemented by improving the final or intermediate
outcome measures in healthcare. It can be gaged by the extent to which healthcare
providers succeed in preventing disease, improving quality of life and reducing
mortality. In can also be weighed vis-à-vis its performance towards the six inter-
mediate outcome measures, namely quality, efficiency, utilization, accessibility,
learning and sustainability [24]. As previously mentioned differentiation of hospital
services can have several dimensions to it at different points of intersection with the
patient’s continuum of care. The differentiation can be in improving access to the
healthcare providers, widening the range of the services provided and engaging in a
unique service of added value. Other venues for differentiation include having state
of the art technology and competent staff. Providing patient’s support thru patient’s
affair office that follow-up on patient’s needs and care is also a major feature of
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differentiation. The differentiation of these key success factors will ultimately lead
to better intermediate outcome measures and better quality of life.

The second approach in differentiation strategy is selecting the most important
services and performing activity analysis in terms of differentiation [21]. This
Catalog activity helps in identifying the drivers for uniqueness in each activity.
These are then linked to the overall value drivers of a given healthcare provider and
ultimately to the patient’s needs. The purpose is to identify the added value of each
activity within a given service and the means by which it contributes to a better
outcome. This value chain analysis allows the strategist to examine thoroughly each
activity’s attributes within a service, explore new options and derive new choices.
As such a thorough view of all the possible matches between the existing capa-
bilities of the institution and the patient’s needs are analyzed in order to exceed
patient’s expectations. In other terms, the focus is on the exploitation of the current
capabilities and core competencies of the institution with the purpose of developing
and sustaining a competitive advantage that can lead to better quality of care.

In both aforementioned described approaches, the purpose is to differentiate the
existing services and or to create new services. Questions such as “Have you
introduced new services”, “Have you differentiated the existing services” and or
“Have you used market research to identify new services” can be used to identify
hospitals that adopt the differentiation strategy.
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Chapter 4
Sources of Competitive Advantage

A hospital possesses a competitive advantage over its rivals when it either earns a
higher profit in the provision of an equally differentiated service/product as its
competitors, or when it distinguishes itself with an added value service compared to
its competitors. The first type of competitive advantage would stem obviously from
low cost leadership whereas the second type stems from service differentiation
strategy [1, 2]. Either one is the byproduct of imperfection in the availability of
healthcare resources [3]. These can be in relation to market segment, technology,
human resources, and or strategic alliances. In relation to market segments,
imperfections can be dependent on demographic variables or simply issues of
accessibility, be it geographic, linguistic or financial. Uneven availability of
advanced technology is another form of resource imperfection that can put one
hospital at a competitive disadvantage versus others. Similarly strategic networks
and significant affiliations may be limited to one competitor thus giving him a major
competitive advantage. That being said, there are two sources for a competitive
advantage: One external and the other internal [4, 5]. External sources can be
secondary to demographic changes, as mentioned previously such as the increase in
the geriatric population, to dynamic changes in the market such as the emergence of
new segment, or to the presence of new substitutes. Other external sources include
change in payer mix, acquisitions and merging of medical centers, and last but not
least is change in pricing which can lead to war of prices. The presence of
heterogeneity in resources is not enough for an external source to be an effective
basis of competitive advantage for a healthcare provider. This latter must react to
these resources in a constructive and strategic manner. For a competitive advantage
to develop, rapid response and allocation of resources to a given opportunity is a
mandate [6].

The other sources of competitive advantage are the internal resources which are
based primarily on incremental and radical innovation [7]. In the healthcare sector,
innovation can be in the attributes of a medical service, in the medical information
system, and or in the accessibility of patients to their medical files. An innovative
process engineering that results in increased process efficiency pertaining patient
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flow, technology be it diagnostic and/or advanced such as the PET scan or thera-
peutic such as In Vitro-Fertilization, is obviously an internal source of competitive
advantage. Another internal source for a competitive advantage lies in targeting
nascent markets or creating new ones which is one of the pure forms of Blue Ocean
Strategy [8]. Example is creating the need for cosmetic surgery secondary to an
increase in awareness for “beautiful looking”.

4.1 Types of Competitive Advantage

There are two ways a healthcare provider can develop a competitive advantage: One
by Delivering a service at the lowest competitive cost compared to its rivals,
meaning to say that pricing is the main competitive medium and two by Capturing
and delivering a well differentiated service with unique attributes as discussed
previously. According to Michael Porter, the pursuit of cost leadership mandates the
finding and proper exploitation of all sources of cost advantage whereas differen-
tiation is based on the provision of a valuable offering not just a low price [9, 10].
Both approaches low cost leadership and service differentiation have been discussed
in the previous chapter, so the focus in this chapter will be on how different com-
petitive advantages can be derived or extracted from these two strategies with a twist
in their application in a hospital setting.

The first principle is economy of scale whereby an increase in the amount of
units of sale results in a decrease in cost per unit [11]. The application of this
principle is extremely important in business restructuring in any industry including
healthcare. When an activity does not meet the required scale, either the volume
should increase or the activity should be outsourced. There are many applications to
this principle in hospital management and in particular in supply chain management
where the use of economy of scale can help managers to reduce the cost of supply
per unit. This can be achieved by Corralling the variability in usage of medical
supplies by physicians, an initiative that mandates good physician engagement and
integration. Narrowing the choices of supplies to a few will allow the purchaser to
develop economy of scale and gain more bargaining power.

The second principle is economy of learning. The high repetitive rate of any
activity has a beneficial effect both at the individual and organizational level. At the
individual level economy of learning will result in improvement in dexterity and
know how, and at the organizational level it will develop and refine routines where
competencies are embedded [12]. A general surgeon who performs a large number
of appendectomies will further refine his dexterity and technique with time thus
reducing the operating room time and decreasing cost. Similarly at the organiza-
tional level, Treating large volume of patients with the same condition will facilitate
the development of management guidelines that can lead to establishment of
clinical pathways that can help reduce the length of stay of patients, choice of
medication and diagnostic tests, all of which leading to a reduced cost.
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The third principle is process re-engineering. Micheal Hammer defined business
process engineering as “–the fundamental rethinking and radical redesign of
business processes to achieve dramatic improvements in critical contemporary
measures of performance such as cost, quality, services and speed” [13]. This
approach in redesigning operational processes is by large most applicable in
healthcare nowadays where emphasis on patient’s experience and satisfaction has
become the center of patient care. An enhanced flow of patients and information
thru process re-engineering can markedly improve patient care and satisfaction.
More so process technology can help managers map job responsibilities across
multifunctional tasks, identify bottle necks and constraints, recognize where
problems reside and take decisions for improvement.

The fourth principle is capacity utilization. It is evident that an increase in
utilization results in dilution of the fixed cost as the amount of expenditure per
activity decreases [14]. This principle is commonly used in other industries where
full capacity utilization reduces the fixed cost per unit of sale. In healthcare, uti-
lization of the radiologic and laboratory facilities at maximum capacity results in
marked reduction in the amount of fixed cost per test with subsequent decrease in
the overall cost. Similarly Full utilization of the operating room results in marked
spreading of the fixed cost such as salaries and utility fees over the number of
surgeries, again leading to a decrease in the cost of procedures.

With respect to service differentiation, different types of competitive advantages
can be derived. Service differentiation, as previously mentioned, is usually achieved
when a healthcare provider delivers a service that is valuable to patients. In
healthcare value is defined in terms of outcome, safety, quality of service delivered,
and cost incurred. Outcome measures can be intermediate as in quality, utilization,
efficiency, learning and accessibility, or final as in impact on quality of life and
prevention of diseases [15]. Quality is defined by Webster as “—distinctive inherent
feature” or “degree of excellence” [16]. In healthcare the definition of quality by the
Institute of Medicine is “—The degree to which health services for individuals and
populations increase the likelihood of desired health outcomes and are consistent
with current professional knowledge” [17]. In both definitions Quality relates to
distinctive features or attributes of a given service as perceived by the patient.
Attributes of quality in medical service must be tangible such the high diagnostic
yield of a given radiologic modality, short duration of stay, short recovery period
after surgery, or the high rate of control of diabetes in an endocrinology clinic.
Other forms of tangible attributes of quality are proxy measures of cleanliness or,
the design and comfort of the waiting area.

Using differentiation as a strategy, a competitive advantage can also be derived
by providing unique services of added value to patients. By looking within the
institutional capabilities, the strategist must leverage on those of strategic relevance
to create new drivers of uniqueness. Unique capabilities can be present in the
efficiency of given processes, expertise of faculty and staff, and the seamless flow of
patients. Other sources of competitive advantage include the breadth of procedures
available such as bone marrow transplant in the oncology service, In
Vitro-Fertilization in the Obstetric division, laser therapy for retinal detachment,
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treatment of intracranial aneurysm, or the use of robotic surgery. Differentiation can
also occur through bundling of a medical service with complementary products. In
healthcare this can be achieved by creating medical packages for patients, packages
that include several touch points in the acquisition and consumption of a medical
service. These can include transport to the medical center, lodging for family
members, and provision of rehabilitation sessions following therapy.

In addition to the provision of unique services, competitive advantage can also
derive from patient’s needs after a thorough dissection of the different interfaces a
patient comes across while seeking medical care. This dissection must go beyond
the tangible attributes previously discussed to encompass non-tangible ones such as
the social and psychological dimensions [18]. These can affect patient’s access to
medical information, the search process for medical facilities and the type of
decision taking, be it heuristic or lexicographic given the constraints in resources.

In healthcare, the reputation and brand of a medical center and its faculty play a
major role in differentiating it from its competitors. The psychological factor
namely inspiring trust and confidence is essential to a successful differentiation.
Similarly the social aspect plays an equal role in differentiating an institution from
its competitors. A reputation to treat celebrities and the social network between
patients and staff is a vital incentive for more referrals to that particular center.

4.2 Implementation and Sustainability of Value-Based
Competition

After having discussed the different sources of competitive advantage, be it
cost-leadership, service differentiation or both, it is empirical to develop and sustain
value-based competition through the implementation of these strategies. As pre-
viously mentioned, value based competition is best built on the assumption of the
“positive sum” competition where of all the stakeholders in healthcare from pro-
viders, employees, physicians, patients and family members are corners in sus-
taining a standardized optimal care.

Based on Porter Teisberg book on “Redefining Healthcare” there are eight
principles to guide this transformation [19], three of which will be highlighted in
this section. Principle one “Focus on Value, not just cost” emphasizes the impor-
tance of not trading service quality with cost, meaning to say the importance of
providing both quality and low prices. Quality can have different perceptual eval-
uation based on the different perceiving sides and the various outcome measures
used. From the healthcare provider’s perspective it can be understood as the amount
of dollars spent on a medical condition, whereas from the patient’s perspective it
can relate to functionality and quality of life after a procedure, extent of pain and
emotional well-being. The second principle is “Competition is based on results”.
This latter, defined as “Actual health for patients” and not simply complying with
processes and accreditation protocols, should be the driving principle for
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value-based competition. Competing on results will help in the development of not
only “standardized practices” but will also promote “evidence based medicine”,
both of which will require physicians and healthcare providers to improve their
methods of care, abide to standard approaches and compare themselves to best
practices as a benchmark. The third principle focuses on the importance of cen-
tering value based competition over the full cycle of care. Both perspectives of
quality in terms of Outcome relative to cost should be equally considered in
value-based competition all along the cycle of care. This starts by setting the
medical conditions deemed important, the myriad of services needed to address
these conditions, and the beginning and end of the cycle of care encompassing the
provision of these services. In the selection process of the medical condition, it is
important to focus on conditions that benefit patients the most in the community at
large. Likewise, in the selection of medical services the development of integrated
practice units is crucial for management. In determining the start and end of the
cycle of care several touch points must be considered such as environmental risk
factors, genetic background, life style and last but not least the four steps in medical
management, namely prevention, diagnosis, treatment and follow up. Developing
value based competition in medical management that overlooks prevention and risk
factors may not prevail. Within the medical management care practice, a low cost
diagnosis followed by an expensive therapeutic intervention may defeat the purpose
of a low cost strategy, and similarly a high diagnostic yield tempered by a low
service therapy does not provide a value-based competition.

4.3 How to Sustain a Competitive Advantage

Competitive advantages are known to be self-eroded. Time and competition are the
main factors contributing to the speed of that erosion. A competitor will start by
identifying the main competitive advantage, diagnose its origin and once incen-
tivized he will allocate the resources needed for imitation or innovating a new one.
These diagnostic and imitative steps can be mitigated by either “obscuring the high
performance” which is not recommended in healthcare, or by ‘preemption” i.e.,
occupying potential strategic niches through patent proliferation or increasing the
existing capacity [20].
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Chapter 5
Innovation in Hospital Settings

In the second chapter of this book, the two main strategic views, positional and
resource based were discussed with emphasis on the application of either in the
context of environmental discontinuities and turbulence. Despite the added value of
each approach in developing competitive advantages, more often than not firms are
still competing fiercely to overcome the constantly increasing challenges. This has
been attributed to the self-eroded nature of competitive advantages and the natural
course of technology life cycle. The remain of competitive advantage can be pre-
empted or masked by causal ambiguity, thus not allowing competitors to under-
stand the basis of the product success [1]. Other means to sustain a competitive
advantage is deterring entrants by having an aggressive reputation. Another cause
for the increasingly challenging competitive arena is the self-limited life cycle of
any technology that starts with experimentation, develop to maturity and ultimately
phases out. Given these two constraints, namely the self-erosion of competitive
advantages thru imitation and the disruptive end technology life-cycle, differenti-
ation of existing attributes and defending one’s market share are not enough to
sustain competition. What is needed is innovation.

Innovation is invention that is commercialized [2]. Different sources of inno-
vation have been described in the literature, most important of which are technology
and market. Technology and or market knowledge are used to offer new products or
services to an existing market, current or emerging one. Technological knowledge
can be related to technological shifts in components, modules, linkages, and or
processes, whereas market knowledge is often related to channels of distribution,
application of new Marketing strategies or creation of New market segments or
niches [3]. These latter are often referred to as streams of innovation. In a broad
sense innovation could be defined as combination of producers and means of
production, which includes new products, new methods of production, opening up
new markets, and utilizing new raw materials.

In healthcare, technological shifts can materialize in the form of new drugs, new
clinical guidelines and regimen, or the use of new surgical equipments and tools.
This is seen with the introduction of new antibiotics, chemotherapeutic drugs and
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the diverse application of robotic technology in surgery. Market knowledge on the
other hand can also be very resourceful in healthcare innovation. Marketing
information system can foster innovative approaches to patient care and advances in
patient experience by providing feedback on what patients want. Social media has
also created new marketing channels and platforms for communication with
patients by providing information from the demand side, which is innovative in
healthcare marketing.

Another equally important source of innovation is the organizational resources
and competencies [4]. With the constraints in technological shifts and market
information, firms more often than not lie on their own resources and capabilities to
innovate. The innovation process starts by mapping the organization at three fronts,
one the degree of innovation whether it is incrementally based on competence
enhancement or discontinuous as based on radical shifts, two the locus of inno-
vation whether innovation is architectural or component based, and last but not least
for the extent or degree of bundling with the complementary assets [5]. In
healthcare innovation is more often than not hybrid, with both incremental and
radical innovation running in parallel. An example in general surgery is the
enhancement in the type of sutures used for ligation and the introduction of
hemostatic staplers (Endo Gia) in laparoscopic surgery in parallel.

Where does innovation stem from? Innovation occurs either across the firm’s
boundaries and platforms or within the firm. The micro-dynamics within the firm
follows a value chain from Idea Generation to conversion of the idea into a product,
and then to diffusion of the product across the organization. This in house creation
followed by cross pollination, selection and development, is the natural course of
innovation that leads to the spread of an innovative product or service within and
across the institution and to the market place [6]. In health care this is often seen with
the stemming of an innovative product or idea first within a division and then across
the various departments. An example would be the development of a multidisci-
plinary program for the treatment of Head and Neck cancer or the development of a
center of excellence for the management of sleep disorders. Cross pollination can
also occur between different schools within an institution. An example would be the
Development of 3-D imaging and printing of body organs to enhance the operative
planning and surgical outcome. This project is the result of interdisciplinary col-
laboration between the school of engineering and faculty of medicine. This three
Dimensional printing technique innovative idea has spread to involve the medical
field in its application. What is equally important to the cross pollination and
spreading of any invention is the ability to embed it in a business plan that takes into
consideration the inherent risks and external threats. This process referred to as
“Development” allows the creation of value out of the invention, which is a mandate
for the transfer and adoption of the innovation by the market per say and the industry
at large. The adoption of any new product or service is facilitated by the presence of
an added value that allows the feasibility and success of its corresponding business
plan. An example in laryngology would be the introduction of office based
phonosurgical procedures for patients with voice disorders. These procedures carry
different advantages that relate both to patient care and to cost. With respect to
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patient care, office based laryngology reduces the time of surgery, risk of general
anesthesia and post-operative recovery. Similarly, these procedures carry financial
benefits by reducing the overall cost and expenses incurred in the course of the
treatment. This latter is a major added value that increases the financial feasibility of
a business plan that aims at updating the equipment in a laryngology practice.

Despite the aforementioned examples of sources of innovation in healthcare, this
latter has been discretionary if not discouraged in the healthcare industry. This
negative and conservative approach has been attributed to the limited short term
effects of innovation on results of medical care, and to the natural resistance of staff
and physicians to any change in the cycle of care of patients [7]. Though investment
in health care innovation has been somewhat rewarding with a return of $2–$3
dollars for every dollar invested, it has met a lot of skepticism, mostly due to the
constant rise in health care expenditure despite the advances attributed to innova-
tion. This can be partially explained based on the fact that innovation has been
restricted to the medical treatment of few chronic conditions such as cancer, stroke
and cardiac disease and has missed many other conditions [8]. Another obstacle to
innovation is the “lack of competition on results” [9], meaning to say that inno-
vation per say is not enough to make a change when the problem lies in the
adoption and implementation of the innovative ideas by physicians in their medical
practice. Hence innovation must be enabled by results, results that show the added
value of adopting the innovative idea in the care of patients. Other causes why
innovation is discouraged aside from the resistant mindset of medical practitioners
and the skewing of practice guidelines by drug companies are lack of accountability
and reimbursement practices in health care [10].

Despite all the obstacles to innovation, different forms of innovation in healthcare
management have been described. Based on Porter Teisburg book on “Redefining
Healthcare” [7], innovation can be in a “new facility, new organizational structure,
new processes, or new form of collaboration across providers”. With these forms are
numerous applications to Innovation in health care. It can assist in fostering
value-based competition by either improving short-term results in the management
of chronic diseases, or by shortening the cycle of care. Example of short term result
is the introduction of new antibiotic that shortens the days of sickness and improves
patient’s compliance, or the introduction of a new thrombolytic agent that reduces
the stay of patients in the intensive care unit and hence decreases cost. Example of
how innovation can shorten the cycle of care is the introduction of minimally
invasive surgery. This latter has changed the whole cycle of care by reducing the
length of stay, morbidity of surgery and the post-operative care.

5.1 How to Prepare an Organization for Innovation

Any organization is subject to incremental change in thriving to maintain or grow its
market share. Nevertheless, given the universal aspect of the technological life cycle,
namely the ferment era characterized by experimentation and entrepreneurship, the
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dominant era where consensus has been reached in terms of product or service
attributes, and the incremental phase distinctive by variations on these attributes, a
radical innovation is needed to sustain growth and productivity [11]. This radical
move invariably stems from a disruptive technology that punctuates a rather
seamlessly steady incremental innovation. This latter unless interrupted by a dis-
continuity that creates a sense of urgency for a radical change, incremental inno-
vation will only result in improvement in the performance or attributes of the product
at hand, which more often than not, is not enough to allow the leap needed for an
institution to survive. Two interesting examples in healthcare ought to be mentioned
in this context: One is the hearing aid transition from a post-auricular device to a
trans-canal one, accounting not only for the quality of sound but also for the cos-
metic and functionality of using hearing aids. Two is the radical shift from open
abdominal surgery to laparoscopic surgery, though both lead to the same result in
terms of surgical outcome, the latter carries less morbidity, shorter duration of stay,
and faster recovery.

To that end, institutions at large need to be ready and equipped to undergo both
incremental and radical innovation in order to survive competition and sustain
growth. Below are four tactics that can be adopted in order to prepare an institution
for innovation.

5.1.1 Developing Organizational Ambidexterity

By definition, Ambidexterity is the ability to use both hands equally, having the
versatility and agility to duplicate with both hands [12]. An organization is said to
have ambidexterity if it can manage short term efficiency by emphasizing stability
and control and can manage long term innovation by taking risks and learning by
doing [13]. In other words, an organization should be equipped to manage incre-
mental change using conventional managerial wisdom based on centralization and
pursuit of well-engineered processes, and radical innovation by taking risks,
adopting a decentralized approach with the establishment of small functional units.

In a hospital setting, incremental innovation is maintained thru quality management
control, use of balanced score cards, and the feedback from patient experience
surveys, whereas radical innovation can be pursued thru the establishment of cross
functional teams that encourage innovative ideas and value experimentation.

Members of the team can be any stakeholder in healthcare, from physicians,
nursing staff to biomedical engineers and medical students.
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5.1.2 Increasing the Ratio of Exploration to Exploitation

Exploitation is using the current resources and capabilities of the institution to
increase productivity and efficiency. In other words, exploitation increases the
output given the same input. Exploration is reconfiguring the existing resources and
capabilities in order not just to meet the obvious goals but to take risks and venture
in reaching the stretch ones [14]. An example in health care would be the allocation
of grants for research proposal, the result of which may not always bear significant
added value in clinical practice on the short term. Despite the questionable return
and the inherent risks, yet resources are often allocated for a given investigation,
keeping in mind its long term implications.

5.1.3 Knowledge Brokering

This third tactic is the most valuable if we were to consider innovation as rebirth or
re-incarnation of old ideas in new forms and shapes. Many innovators believe that
innovation is about spotting old ideas, be it forms, material or design, and imple-
menting these in a new context, thus bringing new value to old concepts, values that
are commensurate with the current needs and demands of the market [15]. It is the
art of scouting by assuming the right vantage position and applying the right
skills to frame your catch in the right context. Based on Andrew Hargadon and
Robert I. Sutton [16], knowledge brokering cycle consists of four intertwined acts:
One is Capturing old ideas by scanning different firms and industries looking for
old ideas and concepts. Thomas Edisson said that “To invent you need imagination
and a pile of Junk” [17]. Two is keeping these ideas alive. Cognitive psychologists
believe that the major cause of not finding a solution is not ignorance but inability
of individuals to put their finger on the necessary information at the right point in
time. This can be done by keeping notes, power points and by having the rapid
response team. Three is imagining new uses for the old ideas, find new domains of
application. Four is by putting promising concepts to test: A good idea for a new
product is not worth much itself, if not tested and turned into a sellable item.

5.1.4 Network and Filling Structural Hole

Network analysis provides a map that identifies the role and position of all the
economic players in the market and the ties through which information flows.
Networks affect markets by carrying information, by creating means to harvest and
recombine resources, and by generating new opportunities. Netting can also feed
into a virtuous cycle whereby the increase in network size leads to an increase in the
adoption of users which in turn leads to an increase in reputation, all of which leads
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to economy of scale [18]. The applications of Netting in health care are over-
whelming and cannot be overemphasized. A hospital business lies primarily on its
network with its patient base, community alliances, referring physicians, and
neighbouring medical practitioners.

On the other hand, a gap in the network where ties do not exist is often referred
to as structural hole. Filling this structural hole is beneficial as it allows managers to
assume new roles and add value to the market. The challenge is to increase unit
dependence, manage network resilience, identify new linkages, and convert weak
ties into resource routines. In a hospital setting, a structural hole can lie in the
discontinuity of a referral channel, or lack of acknowledgment of a key player in the
referring network. Filling this structural hole can be achieved by building a new
strategic alliance with either a neighboring hospital, group of physicians or third
party payers, all of which leads to improvement in practice, more referrals and
higher revenue.

5.2 Enablers for Innovation

As previously mentioned innovation if not well adopted and implemented, cannot
bring new value to the institution. Various means for enabling innovation can be
used and these are listed below:

a. First and foremost is the Change in mindset at the individual level. There has to
be a paradigm shift in thinking from the causal reasoning which is focused on
predictive goals and outcomes to effectual reasoning which is more flexible and
afford possible losses by leveraging on contingencies. This change in cognitive
frame allows daring actions such as rejection of pre-existing beliefs and building
of new partnerships, thus creating a more receptive platform for Inventions and
innovation [19]. In a hospital setting, this mind-shift starts at the level of
chairpersons, head of divisions and administrators. Though medical errors need
to be avoided and there is little room for morbidities in medical practice, leaders
must nourish the open-mindedness and welcome new thoughts that foster
Patient centered care and team work. An example would be the introduction of a
new process for flow of patients in the operating room that would reduce the
waiting time, devising a new oral airway that delivers oxygen and provides
suction simultaneously [20], or a new surgical approach in injection laryngo-
plasty [21].

b. Second you need to examine the ecosystem, which allows either the success or
failure of an innovative product. It is this collaborative arrangement between the
different firms that contribute to the offering of a customer solution through the
provision of innovation [22]. The ecosystem accentuates the importance of all
firms in the creation of value and defines the landscape for the development,
transfer and consolidation of inventions, taking into account the risk of initia-
tion, the risk of interdependence and that of integration. In other words,
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innovators must allocate the right resources to mitigate any risk at the start,
chose the right collaborators for interdependence and last but not least ascertain
proper adoption of the innovative product. Two examples in the medical field
are illustrated: One is the introduction of a medical service that is still very
embryonic and has poor public awareness such as stem cell therapy. Despite the
large amount of resources allocated for this innovative treatment modality,
regenerative medicine is still frowned upon by most practitioners. Another
example is the introduction of new technology that is not well accommodated
for in the operating room, such as the use of robotic surgery.

A given space, a well-trained team and an information system are needed to
benefit the most from this technological advancement.

c. Third is proper understanding of the Complementary products and appropri-
ability: In order to develop and sustain core value innovation you need to
examine the status of the complementary assets whether these are freely
available or held tightly and the imitability of your value innovation. That being
said, your design will dominate or not depends on your complementary assets
and the appropriability of your product. In other words you need to bundle with
complementary assets [23]. A good example is the introduction of clinical
pathways in medical practice. Clinical pathways have been advocated as a
means to standardize care of patients and to provide benchmarks in medical
practice. Another equally important added value is the control of expenditure in
healthcare and the order of unnecessary tests. The success of clinical pathways
is strongly contingent on the presence of electronic medical record in order to
limit and alert physicians when an order for a prescription is made.
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Chapter 6
Strategic Framework in a Hospital
Settings

In the development of a strategic framework, it is important to keep note of the
Industry economics and drivers of change. The main drivers of change in health
care are many and include demographic changes, social and lifestyle changes,
explosion in medical knowledge, advances in technology as well as the increase in
public awareness regarding the early need to seek medical attention. To this end, in
order to achieve a sound strategic framework, it is important to perform proper
external and internal environment analysis, summary of the competitive dynamics
followed by selection of the right strategic variables that help the strategist reach the
desired goals and objectives.

6.1 External Environmental Analysis

The external environment can be analyzed using different diagnostic tools that help
the strategist obtain a 360° view of the competitive arena in the healthcare industry.
Among these are the PESTEL analysis, the competitive five forces, industry
maturity, industry key success factors, and threats and opportunities.

6.1.1 PESTEL

We will start by analyzing six important denominators present in any business
environment often referred to as PESTEL [1]. The healthcare political plan controls
the provision or lack of provision of resources, which ultimately impacts the
practice of healthcare providers and their ability to cater for patients’ needs.
Similarly the social and economic conditions cannot stay afloat of the healthcare
expenses and spending. The economic growth or regression underpins the short and
long term prosperity of the medical sector, be it tertiary or primary, with marked
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impact on practitioners and patients. The technological innovations, pervasiveness
and rate of diffusion have also an impact on the health care sector. The recent
advances in medical science witnessed by various leaders in different specialties,
have shaped the practice in many institutions and led to shifts in the current
guidelines and the development of new protocols. Environmental factors such as
pollution and gas emission have also influenced medical care by either accentuating
certain medical conditions or by altering the progress of others. Last but not least
are the legal and regulatory constraints that may deter the introduction of new
therapeutic modes or mitigate the implementation of innovative approaches.

In parallel with PESTEL analysis strategist often perform customer analysis.
This latter includes Market segmentation and niche thorough examination of
patient’s needs, visit patterns and price sensitivity [2]. It is important to note that
niche marketing must be factored in relation to patient’s individual needs and
physician’s style of practice. The segmentation may be based on demographic
variables, socio-economic or health related issues taking into consideration the
discretionary offerings of individual services often referred to by Anderson and
Narus as the “Flexible market Offering” [3]. Health care managers must incorporate
in their marketing strategy the different market segments in attempt to match the
needs of those segments with the core competencies and capabilities of their cor-
responding institution. Proper matching is crucial for the success of any medical
service and for patient’s satisfaction. This latter can be gauged by the visit patterns
and loyalty which are also affected by price sensitivity and nature of the payer mix.

6.1.2 Competitive Forces

In parallel with the customer analysis, a strategist must examine the competitive
forces of the market and integrate these in a constructive manner. These forces not
only drive competition but also determine the profitability of the medical institution
within the health care sector. It is crucial to understand these forces if we were to
foresee the market position of healthcare providers. The five forces that shape
Industry competition as reported by Porter are: “Threat of new entrants”, “bar-
gaining power of suppliers”, “bargaining power of Buyers”, “Threat of substitute
products or services”, and “Rivalry among existing competitors” [4].

6.1.2.1 Threat of Entry

The emergence of new entrants within an industry exerts pressure on price and cost.
The behaviour of the incumbents varies with the severity of the threat leading either
to lower the prices or to a radical change in strategy [5]. In a hospital setting, a large
capacity managed efficiently with high utilization rate can mitigate threats of entry
by improving the “supply-side economy of scale” [5]. Other forms of barriers to
entry include word of mouth which perpetuates referrals to a given physician or
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institution, and a high switching cost for a patient which puts new entrants at a
disadvantage. A witness to this barrier is the design of a healthcare system whereby
polyclinics or hospitals drain a given geographic area [6]. In health care barriers to
new entrants can be circumvented by staying at the forefront in diagnostic and
therapeutic technological advances, by sustaining and enriching the hospital net-
work with its strategic allies, and last but not least by fostering research be it clinical
or basic.

6.1.2.2 Power of Suppliers

In a hospital setting, there is a large diversity in the power of suppliers. Some may
be dominant as in the case of an exclusive supplier of a well differentiated medical
supply, or when the supplier sponsors medical activities and training of physicians.
The provision of a well differentiated service compounded with a high switching
cost for the hospitals empowers markedly the supplier, more so of he/she has the
capacity to further integrate in the healthcare industry [6].

6.1.2.3 Power of Buyers

A hospital that does not provide a well differentiated service, one with an added
value is more likely to lose its patient base with time, whereas investing in
sub-specialized services will help create a niche market that is hard to imitate. The
more sub-specialized a medical center is, the more differentiated the services
become, thus weakening the bargaining power of patients. On the other hand,
hospital managers and strategies should remain on the watch out for the “too
demanding customers” as these can markedly drive up the cost [7].

6.1.2.4 The Threat of Substitutes

In the health care industry, the threats of substitutes are few given the uniformity
and clinical guidelines in medical practice. Nevertheless, when present these can be
mitigated by having good patient loyalty programs and by maintaining a healthy
patient- physician relationship [5–7].

6.1.2.5 Rivalry Among Existing Competitors

This can manifest itself as price discounting, introduction of new products,
advertising campaigns and service improvements. The degree to which rivalry
drives down an industry’s potential profit depends on the intensity with which
companies compete and the basis on which they compete. The intensity of rivalry
is amplified when competitors are numerous, the industry growth is slow, the exit
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barriers are high or when the rivals are highly committed to the business and have
goals beyond economic performance [5, 6]. Rivalry becomes destructive when it
gravitates solely to price, which is mostly vulnerable when the fixed cost is high,
and the product is perishable. That is why it is crucial to price the services taking
into consideration the value offered as well as the customer’s will to pay [8].

In the health care sector, rivalry is markedly affected by the commitment of
healthcare providers to their patients and community at large, and their ability to
meet patient’s need at an affordable cost. When present, rivalry can exist in various
ways such as with the establishment of centers of excellence that focus on specific
disease entities, where the focus is on the way the service is being rendered, the
post-discharge patient care, or by incorporating other features from different
industries into the medical field, such as accommodation service to the patient
himself/herself and family members. It is not uncommon nowadays to see medical
centers incorporating attributes of luxurious hotel to better accommodate their
patient’s needs. No doubt, this hybrid service, medical and lodging, entails a major
strategic thinking and structural changes within the medical sector; Last but not
least, a competitive advantage may be derived by specializing in one particular
domain, reducing the heterogeneity of services and focusing on specific medical
products and procedures.

6.1.3 Industry Maturity

Industry maturity reflects the potential growth of a given industry given the constant
demographic changes and the perpetual increase in patients’ needs. It is a summary
statement of the stability, predictability and growth potential of the industry and or
its corresponding segments. As such it defines the competitive, financial and
management dynamics of that industry. Four basic stages are usually described;
Embryonic, Growth, Mature, and Aging, with each stage having distinct charac-
teristics that are based mainly on the aforementioned competitive forces [9].
Normally an industry moves through these four basic stages or can remain in one
stage over a long period of time.

In the healthcare industry, the need for medical services is invariably in constant
growth given the demographic changes and the increase in demand for healthcare
facilities. Other causes for this growth are the increase in public awareness and the
ease of accessibility to medical services [10, 11]. Nevertheless, despite this steady
increase for the need to seek medical care across all specialties, there are differences
in maturity across the various sub-specialties. For instance the audiology service
might be in the maturity phase whereas robotic surgery and use of navigation
devices during surgery are still growing. The proper matching of a given specialty
to the corresponding phase of the industry maturity bears important sequelae
especially regarding allocation of resources. A maturing product in a given industry
may be less appealing for investment compared to a growing product.
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6.1.4 Key Success Factors in the Healthcare Industry

The client or patient’s purchasing criteria for a medical service ought to be mat-
ched to the industry key success factors in order for the act of purchasing to take
place. There are many key success factors in medical practice and healthcare
provision, some integral to the competencies of the service provided and others
linked to proxy measures such accessibility, cleanliness of the premises and flow of
patients [12, 13]. Below is a short list:

1. Geographic location
2. Accessibility to premises and services
3. Delivery of services in terms of quality and performance
4. Provision of up to date technology
5. Date and time of appointment
6. Waiting time
7. Greeting of staff
8. Logistics in paper work
9. Financial coverage and pay logistics

10. Cost of service
11. Value for money
12. Time spent with physician
13. Impersonality of physician
14. Competence of physician
15. Adequacy of follow up.

Most important of all these key success factors is the ability to serve the patient
thru customization. Despite the presence of limited number of diseases and the use
of well-defined diagnostic and therapeutic guidelines, physicians are often chal-
lenged to meet the needs of patients as individuals. What we are alluding to is the
need to individualize medical care to match the diversity in the clinical presentation.
This diversity in clinical presentation mandates different approaches and hence
more individual care. This leads us to say that there is an emerging and growing
need to customize medical service despite the commonality in clinical presentation.

6.1.5 Threat of Opportunities

There are numerous threats to one’s practice. These can include the emergence of a
new competitor, new policies of reimbursement with third party payers, new gov-
ernmental healthcare rules and regulations, loss of strategic alliances, change in
payer mix, economic crisis, political instability and many others. A sound strategic
plan may be able to convert some of the adversities and threats into opportunities
by re-assessing the potential sequel of each in a different context.
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Opportunities in medical practice and healthcare in general may be exemplified
by the emergence of a new technology, a new product, innovative service or by
shifts in demographic changes. Opportunities may also rise with loss of a com-
petitor or lack of a dominant one, by the surge of a new market segment that has
been vacated, by vertical or horizontal integration, or by low barrier to entering a
new market [14].

6.2 Internal Environment Analysis

There are many elements to analyze in the internal environment, starting with
strength and weaknesses of a given institution, its inherent capabilities and com-
petencies, its usage of resources for efficiency, its utilization rate, performance and
quality, to the level of its offering vis-à-vis the key success factors in the industry of
healthcare. Another key component for internal environment analysis is the culture
of the working environment, which is critical to the success of multidisciplinary
care.

6.2.1 Strength and Weaknesses

It is important to note that strength and weaknesses may override one another
pending on the context of performance. Strength at one point in time may become a
weakness and vice versa a weakness may become strength [15]. An example would
be the reputation of an institution. This latter can be a core strength in reputing
one’s image and soliciting referrals, however once injured or damaged it becomes a
major weakness. Similarly tacit information is a strength however if not well
processed and recorded it may erode and thus weakens the knowledge base of the
institution. Other examples of strength and weakness are listed below.

6.2.1.1 Strength

1. A new service
2. A capability
3. A core competency
4. Brand and reputation
5. Special expertise
6. Accessibility
7. Low cost
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8. Efficiency and high rate of utilization
9. High performance

10. High patient satisfaction score
11. Good patient experience.

6.2.1.2 Weaknesses

1. Lack of technology
2. Understaff
3. Lack of given expertise\Lack of transparency
4. Lack of administrative support
5. Organizational structure and centralization
6. Poor differentiation of services.

6.2.2 Capabilities and Competencies

Capabilities by definition are the productive assets of the firm, i.e. the outcome of
its resources. These can be tangible such as concrete assets and cash flow or
intangible such as a brand image or well-engineered processes [16]. When properly
deployed, resources and capabilities assist in the production of an end-product or
service along the value chain. In a hospital setting, capabilities can reside in the
efficiency of hospital admission processes, length of patient’s stay, yield of its
radiologic services or the capacity of its operating room. Capabilities can also reside
in quality measures among which are the clinical and managerial qualities. The
clinical quality is measured by the extent of adherence to evidence based medicine
and well established guidelines and protocol, whereas the managerial quality is
measured by the use of balanced scorecards, availability of supplies and equipment
and the use of functional records. Other measures of quality include patient expe-
rience which is the final outcome measure of patient centered care [17]. Capabilities
can also reside in the extent to which an institution allocates human resources in
patient care. The extent of engagement can be gagged by looking at the staff to
patient ratio and degree of integration of staff in patient management. Other
Examples of capabilities and competencies are the areas of expertise of its faculty,
the training and development of staff, the provision of unique services, branding
and so forth.

When capabilities are of strategic relevance, these are labeled as competencies.
Common examples of competencies are excellence in patient care, organizational
design and Information system such as data-warehousing. Excellence in clinical
care is a major competence that needs to be cultivated with the main approach being
“patient centered approach” [18].
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In parallel, high priority is often given to the issue of organizational design
because this later presents not only the micro structure of the organization but also
its various subcomponents [19]. Appropriate organization structure is key to the
success of the strategic plan of any organization confronted with the various threats
of the external environment and the internally growing conflicts. In parallel with the
turbulent needs of the healthcare environment is the increased divergence in the
demands of the market. This has led medical institutions to convert from a
mechanistic model characterized by rigidity, bureaucracy to a dynamic constantly
adapting organic model. Instead of a command-and-control system, a rather col-
laborative system is being developed and implemented.

Another important capability that can be of major strategic relevance is culture.
Culture is defined as the sum of properties common to a group to which consensus
has been made. It is the product of internal as well as external integration processes
between the organization itself on one end and the micro and macro-environment
on the other end [20]. The adaptation to the daily interactions processes and con-
flicts result in a common understanding of what is the basic culture of the orga-
nization. That consensus is more often than not, a major competence that ought to
be examined in the internal environment analysis of any strategic plan.

Other important dimensions that need to be measured in the Internal
Environment Analysis are measures of performance. These include the level of
performance of the institution vis-à-vis the key success factors, measures of effi-
ciency and utilization, measures of human resources engagement, in addition to
measures of quality, accessibility, learning and sustainability [17]. In measuring the
level of performance of the institution vis-à-vis the key success factors of the
industry, the strategist often needs to answer questions such as: Where do we stand
in terms of patient’s experience and satisfaction? How accessible are we both
geographically and financially? How is the diagnostic yield of the institution
compared to the market? How is the waiting time? Is the staff competent enough?
Do we offer state of the art technology?

Equally important measures and dimensions of performance are efficiency and
utilization. Measures for efficiency can include cost-to-service ratio, staff to service
ratio, and patient and volume procedure in relation to capacity and number of
physicians, whereas measures of utilization include patient volume and physician
number in relation to capacity [21, 22]. It is also important to examine the extent
and level of performance of the human resources within the institution. Questions
such as what is the extent of staff engagement? How far is the support of the
administration? And to what extent are the physicians a source of referral?

Summary of Competitive Dynamics
In summary, after having performed an external and an internal environment
analysis, a summary of the competitive dynamics will define the industry attrac-
tiveness, namely healthcare, and the competitive or strategic position of the medical
institution.
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The Industry attractiveness is a function of both, competitive intensity and
Industry maturity [23]. A highly competitive and mature industry is less likely to be
attractive than a low competitive and embryonic one. That same interplay between
industry maturity and competitive intensity can be used to assess the attractiveness
of medical services within an institution and their corresponding markets. Robotic
surgery for instance is an attractive product strategically because it is still in its
embryonic or growing phase and is not highly competitive whereas laparoscopic
surgery is less attractive given the fact that it is highly competitive and is readily
available in many medical institutions. It is important to note that though a product
or service may not be strategically attractive yet it can be very lucrative as is the
case of a cash cow product in many industries.

1. The degree to which a market or a service is attractive or not carries two
important implications: One is the window of opportunity associated with the
attractiveness. A highly attractive service is appealing strategically because it
opens a window of opportunity and a source of competitive advantage espe-
cially if well invested in. A hospital may distinguish itself by providing an
attractive and hard to imitate service, which in turn can act as a strong leverage
to gain more market share and expand. The other important implication of
service attractiveness is resource allocation. This latter depends not only on the
opportunities for profit but also on the capabilities and perspectives a company
have in order to capture these opportunities. In the health care industry, a
hospital that has an open eye for emerging opportunities must also have the right
perspective and adequate resources to invest in these opportunities. As such,
market or service attractiveness is not enough to develop a competitive
advantage, a proper vision, compiled with an adequate strategic and financial
plan is needed to capture a growing opportunity [24]. For instance a voice unit
in a city rich in entertainment events will assume a leadership/strong position
that will be sustained throughout the maturation of the industry of vocal care
because of its early entry into the market and the competitive advantages pre-
viously mentioned.

Strategic position is usually mapped on a matrix with the competitive position
and industry growth along its two axes. The competitive position of any institution
is based on its core competences reflected by its market share and its level of
offering vis-à-vis the key success factors [25]. The importance of this later may vary
according to the industry maturity and growth as shown in the competitive intensity
section. In order to sustain and increase their market share, hospitals and medical
institutions have to remain at the forefront in differentiating their services while
keeping a competitive cost. Early market entry and sustaining advances in tech-
nology allow hospitals to keep a competitive advantage and sustain their market
share despite the possible surging of new competitors in this field. This means they
will be capable of maintaining their long term position with little effect of the
actions taken by its competitors. Thus its strategic position will not endanger their
long term direction and market share.
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Chapter 7
Eight Strategic Tools Implemented

Strategies to Reduce Cost, Increase Load and Revenue

Given the financial constraints in healthcare, most managers are challenged to meet
common goals pertaining cost, revenue and quality. Among others these include,
improvement in patient experience, improvement in operational performance,
improvement in administrative support and organizational structure, sustained and
increased medical expertise, while reducing cost and increasing the load. These can
be achieved using both differentiation strategy and low cost leadership in parallel
with global netting for widening the breadth of strategic alliances and partnership.

In this section eight strategies to reduce cost, increase load and revenue will be
described. These strategies stem from five strategic directions geared towards
meeting the aforementioned goals and servicing the different stakeholders of the
concerned institution and the community at large. One is evolution in patient care,
two is integration between patient care and research, three is coherence and
alignment in competencies, four is financial viability and sustainability, and five is
gaining global netting.

The main strategic projects to reduce cost, increase revenue, differentiate quality
of care and improve operational efficiency that will be discussed in this chapter are:

The “S2P—project”, The “Group purchasing project”, The “Nero-project”, The
“Clinical pathway project”, The “Patient Loyalty Program”, The “Physician Liaison
program”, The “Physician Integration program”, and The “Staff engagement
program”.

For each of these projects there will be operational initiatives, strategic indica-
tors, description of current state or position when present and the three year target.
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7.1 The “S2P Project”

Traditionally value creation has been heavily based on value chain analysis with the
focus being on cost reduction and or value creation. Along this conceptual model,
cost leadership and value creation are delivered either upstream as input or
downstream as output. A rather innovative approach would focus on reconfiguring
the role of the players in the delivery of healthcare with patient’s interest being at
the center. This will be the basis of the S2P project where S stands for Surgeon and
Supplier and P for purchasing.

As in any game, creating value starts by identifying the key elements namely the
players, the added value of each, the rules and their tactics, in addition to the scope
of the game. In the S2P project the key players are the surgeons assuming the role
of the consumers, the suppliers providing the supplies and medicals tools consumed
by the surgeons, and the purchasing department which represents the institution’s
interest. Each of the players has an added value that will be reconfigured in the S2P
project in order to create better alliances and improve outcome for all. The rules
defined conventionally by the role of each player will be tailored differently
allowing more input and intervention from each with the purpose of reducing cost
and improving value. The scope lies within the realm of patient’s interest and care.
This is illustrated in Fig. 7.1.

7.1.1 Facets of the S2P Project

The S2P has two facets to it.

Surgeon Supplier 

Purchasing

Patient cen-
tered care

Fig. 7.1 Triad of S2P
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7.1.1.1 Value Constellation [1]

This is achieved by allowing physicians to reduce cost and add value to the supplies
used in the operating room. In the first phase of this project, physicians’ engage-
ment will allow improvement in the contribution margin and in the second phase it
will allow value creation.

Supplies will be tailored in a way to reduce the purchasing cost without compro-
mising the supplies’ quality of material or the scope of their usage.

7.1.1.2 Emphasizing Value

This is achieved by highlighting the importance of the fundamental symmetry and
relationship between suppliers and consumers. The surgeons and operating room
staff will enhance the expertise of suppliers by providing input on the size, form and
product packages. The importance of applying the Value Net strategy [2] lies in
leveraging on the major fundamental symmetry between customers namely physi-
cians in the hospital and suppliers. Along this vertical dimension, cooperation instead
of competition will be emphasized with subsequent added value to both parties. We
will also be examining the various dimensions in the application and usage of
substitute products and or complementary ones. Light will be casted on the interplay
between these last two along the horizontal dimension as well. See Fig. 7.2.

7.1.2 Mission of the S2P Project

The mission of the S2P project is to reduce cost of supplies and yet enhance their
value in the operating room by surgical teams of various specialties.

Who is the team?
This project needs several resources and accessibility to data in order to succeed.
Several players are essential in order to carry the mission of this project; These will
be categorized along four stratums.

Surgeons: A key surgeon from each of the surgical departments will be nominated
by the corresponding chair person to join the S2P project team
Operating Room Staff: Two staff from the operating room responsible for the
supplies
Purchasing: A representative of the purchasing department
Billing: A representative of the billing department
Suppliers: A respresentative of the major suppliers once the key supplies are noted
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Steps to follow:

1. Identify the 70 supplies most commonly used in the operating room
2. Identify the surgeons who use those supplies
3. List the procedures during which these supplies are used
4. Meet with the surgeons and operating nurses and dissect the mode of usage of

these supplies and the variability in usage during the corresponding procedures
5. Identify with the surgeons the cost drivers and value drivers of each of these

supplies with respect to the corresponding surgeries
6. Solicit a list of recommendations that may enhance the consumption of these

supplies, reduce cost and add value to the final product
7. Discuss the recommendations with the operation managers and purchasing
8. Meet with the suppliers in order to agree on the implementation of the rec-

ommendations with special emphasis on the added value to both suppliers and
consumers

9. Endorse the recommendations and tailor the changes in the supplies in order to
match the needs of the surgeons and ultimately patient care

10. Negotiate the prices of the newly modified supplies.

Suppliers 

Substitutes                                                        Complementary

Surgeons

Purchas-
ing

Fig. 7.2 The symmetric relationship between suppliers, surgeons, substitutes and complementary
with purchasing at the center
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7.2 The Nero Project

The basic principle of the Nero project is to reduce the bargaining power of sup-
pliers by lowering their added value. Conventionally purchasing leverages on
economy of scale to bargain with suppliers. A less intuitive approach is lowering
the added value of the suppliers as reported by Brandenburger and Nalebuff [2].

The major operational initiatives to the application of this strategy in a hospital
setting are listed below:

1. Meet with the purchasing department
2. Make a list of the supplies mostly used
3. Identify the corresponding major suppliers
4. Identify what percentage does the hospital represent of the total market share of

each supplier,
5. Identify the hospital best alternative to negotiation agreement (BATNA) for

each supplier
6. Compute the difference in costing
7. Re-negotiate your terms with the suppliers.

7.3 The Group Purchasing Project

With the rise in risk-based reimbursement, increase in cost and decrease in revenue,
health systems are on the constant outlook to reduce cost. Being second to labor,
supply cost may constitute up to 25% of the hospital bill thus making supply
purchasing efficiency essential if the management plans to drive prices low [3].

Group purchasing organization is an entity used in many industries to help
purchase supplies and needed material in a large scale with the purpose of reducing
cost and getting marked discounts. Since its inception in 1910 by the Hospital
Bureau of New York, it has been accessed by more than 90% of both profit and
non-profit health organizations as well as acute and chronic care hospitals [4]. Their
number has been stimulated in the early 70s by the Medicare Prospective Payment
system which has led to their rapid expansion. The exchange of fee for service
system by the PPS by the Federal government in 1980 where a given sum is paid
for a patient with a particular diagnosis has urged hospitals and medical centers to
find new means for cost reduction [5].

To that end, the purpose of the group purchasing project is to integrate the
purchasing power of neighboring hospital and strategic allies, aggregate their
purchasing volumes in order to do the purchasing at a group price and obtain
volume discounts. This is achieved by leveraging the purchasing power of buyers to
achieve discounts from the sellers. This Consolidation in the purchasing power
allows healthcare providers to reduce cost of supplies up to 40% [6]. Not only with
reduced expenses office efficiency is improved but also margin profits are higher. It
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starts by identifying and screening for the most commonly used supplies among the
various stakeholders and develop a new purchasing strategy for negotiation, namely
to pursue central sourcing and economy of scale. The span of products is not only
limited to medical supplies but may also include medical devices and physician’s
preferred items, pharmaceuticals like vaccines, services such as communication,
medical waste management, decision support analytics as well as savings on cost of
processing credit and debit cards. Healthcare providers may also benefit in addition
to the volume discounts from clinical support by having access to solutions to
clinical problems and supply chain management. The supply chain management
can reduce the backlog on purchasing orders, improve contract compliance and
provide valuable information and cost analysis tools to better manage data and
better reporting. Group purchasing organizations can also help in streamlining
purchasing operations by assuring that contracts are accurate and non-deficient
before proceeding with any order [7].

With respect to the management fees of the group purchasing organization, these
are mainly administrative fees that are derived either from the suppliers or the
vendors and can reach up to 3% of the total volume sale [8]. It is important to note
that these fees are not contingent on the performance of the group or the amount of
discount obtained. That being said, a main challenge is to pick up the right and most
efficient group purchasing organization. In making that decision important points to
consider are: Does this organization serve your market? In a sense how much your
supplies constitute in terms of percentage their product portfolio and does this latter
answers your needs and type of practice. A second important point is whether they
do deliver significant reductions and cost savings and is their service good and
reliable? A third important point is the presence of constraints and restrictions for
your enrollment in this organization such as a given volume or annual membership
fee [9].

7.4 Creation of Clinical Pathways and Guidelines

Clinical guidelines are well drafted protocols that aim at standardizing clinical
practice thru the implementation of evidence based medicine. Based on the
American Institute of Medicine, clinical guidelines are defined as “Systematically
developed statements to assist practitioner and patient decisions about appropriate
healthcare for specific clinical circumstances” [10]. These guidelines are developed
by experts in specialized fields and or ad hoc committees in attempt to identify and
recommend both diagnostic and therapeutic strategies in medical practice. These
outlines for clinical practice act as guide not only to deliver and coordinate care
among the multidisciplinary teams but also to monitor and review the outcome.

Clinical pathways are similar to clinical guidelines but are usually locally
developed and are subject to close monitoring and constant change in the course of
their implementation. Variations are allowed in these pathways which makes their
effect on patient care more immediate and tangible. The proliferation of various
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guidelines and pathways has been attributed to several reasons, namely the large
disparity in the number of surgeries in different areas with comparable demo-
graphics, the variation in expenses for the treatment of similar medical conditions,
the increasing demand of third party payers for information to justify the billing of
healthcare providers and last but not least is the linking of pay to performance with
patient experience being central. Today more than 60% of hospitals in the United
States have started clinical pathways with more than 20,000 health care standards
and guidelines released [11, 12].

Though the development of clinical pathways stems from valid and legitimate
reasons to improve healthcare and reduce cost, their implementation remains very
challenging. The behavioral factors affecting adherence are complex to understand
but can be summarized as follows; one is the abidance to “Cookbook Medicine”
which is not well accepted by many physicians [13]. Many physicians are skeptical
about clinical guidelines and believe that adopting these intervenes with their
clinical freedom and doctor autonomy. A guideline that does not take into con-
sideration the variability in clinical practice between primary care physicians and
specialist, community practice and academic setting may well be resisted with little
success in its implementation. Clinical guidelines need to be practical and easy to
implement taking into consideration the variations in the need and setting of
practices [14]. For example family physicians are more focused on treating
symptoms rather than specific diagnosis, subsequently clinical guidelines developed
for primary care physicians should relate to these practices [15]. A second factor
affecting adherence to clinical guidelines is the fact that many of these guidelines
are developed by national institutions and implemented locally without any tai-
loring to fit the norms of clinical practice within a given institution. Studies have
shown that locally developed guidelines are more accepted and better implemented
than national guidelines. On the other hand locally developed guidelines are con-
strained by the limited clinical, scientific time and managerial resources whereas
nationally developed ones carry more scientific validity [16, 17]. Another cause for
resistance is the questioning of the scientific validity of these guidelines by many
practicing physicians. Though most guidelines are evidence based their imple-
mentation needs to be modified taking into consideration the context of practice
locally within an institution. This local tailoring is crucial in order to circumvent
any thoughts of threat or jeopardy by the local doctors. Another important limita-
tion to the implementation of clinical guidelines is cost and its consequential effect
on other budgets such as medication and overall cost of treatment. A challenge also
is the “Burn-Out” of interest which is commonly encountered a short while after the
development and introduction of a given guideline [18]. Frequent reminders and
feedback on compliance rate and reports on patient outcome measures are key tools
to foster the interest of physicians in pursuing these guidelines. Equally important
challenge is overloading physicians with numerous guidelines in a short period of
time. This overloading may cause major resistance and lack of compliance to these
guidelines. Following a time strategy whereby not more than two guidelines are
introduced yearly can mitigate this resistance and facilitate better compliance. Last
but not least is the fear of using clinical guidelines for litigation purposes whereby
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failure to follow or abide to a given guideline for a particular disease may put the
physician at risk of malpractice [19, 20].

Despite these challenges in introducing and developing clinical guidelines, many
dissemination and implementation strategies have been developed to help their
spread. These start by using social influence strategies such as interpersonal setting,
persuasion setting using opinion leaders and mass media setting such as medical
newspapers. Other important and commonly used tactics are: One is posting the
guidelines in critical areas easily noticeable and accessible using posters, stickers or
cards. Two is holding seminars that aim at introducing the newly set guidelines to
physicians and healthcare providers. These seminars will not only highlight the
content of these guidelines but will assist in their implementation. A third strategy
to help dissemination is incorporating the guidelines within continuous medical
education seminars and activities. This latter can be complemented by the usage of
a facilitator that can help in explaining the content of these guidelines and their
means of implementation. A fourth strategy is incorporating the guidelines into the
computer system thus providing access to its content, tagging patient’s records as
well as facilitating auditing which again is a strategy by itself to monitor and
provide feedback on compliance and adherence to guidelines [18, 21].

Irrespective of what implementation strategy is used to broaden the clinician’s
awareness regarding clinical guidelines, the impact should be on the attitudes
and behavior of physicians as well as the resultant changes in health outcome
measures [22].

It is worth noting that the impact of clinical guidelines on clinical outcomes has
not yet been fully proven as most studies in the literature highlight the improvement
in the process of care rather than medical outcome. A large review by Gimshaw in
the evaluation of 91 studies on clinical guidelines revealed significant improvement
in the processes of care in 81 and improvement in patient’s outcome in only 12
[23]. A study by Emslie [24] on the impact of clinical guidelines in Scotland has
lead to an improvement in the referral rate of infertility cases to specialists.
Similarly a study conducted in England revealed that guidelines reduced the rate of
inadequate or unindicated radiologic referrals [25]. On the other hand, in a systemic
review by Graham Worrall on the effects of clinical practice guidelines on patient
outcomes in primary care, only 5 out of 13 trials had statistically significant results.
The most commonly treated conditions were hypertension, asthma and cigarette
smoking, and the most commonly used dissemination strategies were computerized
reminder systems, small group workshops and education sessions [26].

In a nutshell the effect of these guidelines on the implementation of clinical
pathways reduces the variability in clinical practice and promotes organized and
efficient patient care. It is one of the main tools to manage quality in a healthcare
system concerned with standardization of care processes. It is a commonly used
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strategic tool that aims at reducing cost of clinical utilization given the finite
resources available.

The main operational initiatives for the creation of clinical pathways are:

1. Dissection of common practices in each department and division
2. Aligning physician and management team interest
3. Identification of five clinical pathways by experienced clinicians within each

department and division
4. Review the extent to which the clinical pathways are evidence based practice
5. Review the medical accuracy, ease of use and clinical applicability of these

pathways
6. Study their impact on patient care, clinician’s perspectives, prayer’s perspec-

tives, and administration.

The major strategic indicators are health outcome measures such as length of
stay and complication rate, and financial indicators such as allowances for third
party payers.

7.5 Patient Loyalty Program

Loyalty is not simply about the purchase and consumption of a service or product
but about building a relationship with the consumer, a relationship that is based on
the provision of a given need in a sustainable manner. The construct of this rela-
tionship lies on a thorough understanding of consumer’s expectations and diligent
attendance to meet those expectations. A single act of purchase is not a true
reflection of loyalty as this can be the sequel to a geographic convenience; ease of
accessibility, or simply to a personal acquaintance with a staff or faculty member
within the institution. The presence of one’s electronic medical record in a
healthcare facility may also act as an incentive for a patient to visit repeatedly that
facility without being loyal to it [27].

For a healthcare provider keen on developing a self-sustained network of referrals,
establishing a “Patient loyalty program” is a good initiative.

Several operational initiatives need be adopted and these include: The first opera-
tional initiative is defining the mission and objectives of the patient loyalty pro-
gram. Though the theme might be similar in many institutions, each must carry a
distinguished variation that harbors and support a unique identity. A mission
statement of a given healthcare facility may emphasize the quest to transform every
patient into an ambassador that carries the core value of this facility [28]. The
second operational initiative lies in developing the “Home building metaphor” of
the facility. This starts by answering the question “what distinguish our services
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from others in the market? And why should patients come to us and not to other
healthcare facilities?”. The answer to this question mandates a thorough dissection
of the resources, capabilities and competencies of the institution in the context of
patient’s interest and care. Such a metaphor may be exemplified by a slogan to
demonstrate that staff treats patients as family members [29]. This leads us to the
third operational initiative and that is the identification of the model elements that
can influence patient’s behavior. This model element may lie in process efficiency,
staff competencies, or may be embedded in routinization and needs further
exploration. The fourth operational initiative is dissecting patient’s value and per-
ceptions in regard to the services provided. Understanding their preferences and
perspectives is crucial not only for reform of the current practice but for the future
delivery of new services. We have to remind ourselves that patient’s experience that
is key to medical practice nowadays, is the sum of many intersections and events in
a patient’s journey within a given facility, all of which influencing one’s attitude
and behavior either in a non-favorable manner leading to dissatisfaction or in a
favorable manner leading to loyalty. That being said, patient’s conduct is simply the
percussion of his or her experience shaped by the various aforementioned inputs.
Hence the program you chose should highlight and accentuate the brand image of
the hospital and mostly fortify your relationship with your clients. This latter is
mostly achieved by proper understanding of the purchasing behavior of the patient,
as well as the patterns and trends in his relation with the hospital. Studying the
purchasing habits of customers has been a very successful strategy used by Amazon
and Google [30].

The fifth operational initiative is defining the means to accumulate points in the
program. It is important to note that a patient loyalty program must not only convey
additional value but also ensure that patients are coming back. Based on an article
by Kendal Peiguss, there are seven programs that add value [31]. One is the simple
points system where patients accumulate points with the purchase of any medical
service in the institution. This program is mostly appreciated in businesses where
there are frequent short and long term purchases. This can be achieved thru the
consumption of different services such as laboratory, radiology, clinical services in
addition to hospital admissions. In this program it is important to keep the addition
and redeeming of points simple and intuitive. A good example is Boloco in the food
industry [32]. Another important program is using the Tier system, which helps
achieve the balance between what is attainable and what is desired in terms of
rewards. In this program patients are stratified as either bronze, silver or gold based
on the time of their enrollment so that those who enroll initially have an increasing
value of their rewards [33].

Though the time between purchase and redeeming should not matter still it is
preferable to shorten the time between purchase and gratification. A good example
of this program is Virgin Airlines.

The last initiative of patient loyalty program lies in proper management of the
program and designing means to redeem the accumulated points. The purpose of
this initiative is to increase the percentage of loyal patients by managing their basic
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needs, addressing what matters the most to them, and delivering services in a
consistent and reliable manner.

The key question is “What should we offer?” is it a discount with every second
purchase, is it a bonus or free item, is it accumulating points, or is it a VIP
treatment?

There are numerous ways to redeem points such as upgrades, special line for
check in, and access to non-medical services, discounts and so forth. An intuitive
way to build more customers is to “structure non-monetary programs around your
customer’s value” [34]. This is achievable in medical practice by looking at the
activities the patient is enrolled in while seeking a medical service. This can range
from transportation service to lodging among other intersects in his/her journey as a
patient. This can be facilitated by partnering with other companies such as hotels,
restaurants and retails shops. For VIP patients, an upfront charge may help expedite
certain barriers between the patient and your business as hospital. An example
would be a fast lane for checking in, access to medical information, an upgrade in
admission. Whatever program you chose, it should be well communicated to the
clients using several communication arms such as social media, newsletters and
word of mouth.

7.6 Physician Integration Strategy

With the increase in turbulence of the healthcare environment, namely the cost
containment policies and the advent of prospective payment, there has been a
growing interest to strengthen the relationship between physicians and hospital
administrators. A very obvious reason is the major role that practitioners play in
determining the usage of hospital resources in their practice, with the subsequent
impact on cost and expenditures within the healthcare system. Based on a review
by [35], physicians by controlling the number of admissions, mode of therapy
and length of stay, affect up to 80% of health care expenditures. Hence there is
“—growing demand for change—” in the relationship between physicians and
hospitals as reported by the American College of Healthcare Executives [36] and a
drastic need to align physician’s interest with that of medical institutions.

To this end, various physician integration strategies have been developed in
attempt to reduce the strain between physicians’ goals and those of administrators.

The two major core notions behind these strategies are; one, closer tightening of the
interest of the two parties financially and psychologically thru the build of enhanced
trust with subsequent loyalty and greater control of cost.
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This latter is achieved by improving the cooperation of physicians in containing
expenditures in their medical decisions and improving utilization of resources, and
two by creating added value for both parties. This latter is primarily derived from
the synergy in meshing the expertise and managerial skills of both, as a result of
which, physicians professionalism plays a major role in administrative decisions
and the making of organizational objectives [37].

With these core notions in mind, it is obvious that physician integration is a mul-
tifaceted and complex construct that is closely tied to other constructs such as
physician trust and collaboration, physician alignment, physician commitment and
physician leadership.

In the adoption of any physician integration strategy, the focus will be on
developing means and tactics that enable physicians to engage more efficiently in
managing quality in a cost-effective manner. The main goal will be obviously to
reach a balance between cost of patient care and quality.

Before embarking in the description of the different physician integration
strategies, it is important to describe the operational initiatives towards the imple-
mentation of these strategies. This starts with a better understanding of the differ-
ences between healthcare managers and physicians perspectives on power,
economic and non-economic integration in medical practice [38]. It is not
uncommon to witness physicians adopting a procrastination strategy as a tactic to
avert managerial meetings, to delay the implementation of strategic projects and to
deter from providing data for critical managerial projects. Similarly, strategic
ambiguity is often pursuit in communication with physicians by declining to pro-
vide clinical evidence for a given practice, refusing to follow clinical protocols or
over criticizing managerial decisions [39]. Physicians are primarily concerned with
patient’s health outcome whereas managers worry about the overall patient expe-
rience, a statement often heard by many practitioners to describe the disparity in
opinion among the two regarding patient care [40].

In order to mitigate that disparity we need to follow the second and third
operational initiatives, namely to understand what physicians want to hear from the
administration and to define the determinants of physician engagement, in other
words, what does it take to have them on board. Physicians want to hear from the
leaders of the institution words of confidence on the organization’s success in
relation to patient’s satisfaction and overall performance. They also mandate acts of
respect and care towards their practice and persons. Feeling that the organization
cares about its faculty and treats them with respect is a key mandate to have
physicians on board. Defining the determinants of physician engagement is a major
challenge. These determinants can be either job related or based on personal
queries. Job related determinants can include extending the level of autonomy,
widening their task identity, assuming an administrative or financial position, the
need for a more thorough feedback on the practice of the institution. Personal
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determinants can be self-efficacy and personal optimism. The fourth initiative is the
development and adoption of one or many models that facilitate physician
engagement. The model should be based on active listening of what physicians
want [41].

With these operational initiatives in mind, three main physician integration
strategies have been described. One is involving physicians in hospital governance
thru decision making programs and policy level decisions [42, 43]. This form of
integration peaked in the early 1980 and is based on hospital board restructuring
with many benefits to it among which are control over policy decisions and creating
uniformity in cultures and homogeneity in the working environment. Another
benefit to this shared governance strategy is the increased level of physician’s cost
consciousness. Once on board and taking financial decisions, physicians start
sharing fiduciary responsibilities with administrators and thus become more con-
cerned about cost and expenditures. They are also more likely to adapt to admin-
istrative decisions and collaborate more in the process of enhancing profitability
and occupancy. A study by James B on the effects of hospital integration strategies
on hospital performance revealed that the impact of having physicians on board is
mostly pronounced on profitability and rate of admissions and less on cost practice
and reduction [37]. These benefits on the other hand may be offset by unnecessary
expenditures such as high salaries and monetary compensations. That is why it is
important to limit the extent of physicians’ involvement to not more than 30% of
the board complement [44].

Another less commonly used strategy is thru direct ownership. This integration
strategy puts both physicians and administrators on the same platform, sharing same
risks and benefits. It also gives more opportunity to widen the capital by soliciting
more investors in healthcare. Despite the aforementioned advantages, this form of
strategy has declined markedly because of the new regulatory and financial con-
straints in healthcare in many countries, which made the investment in hospitals less
attractive. Again in the study by James B, this form of strategy associated with
lower occupancy rates and reduced operating margins [37].

Other forms of integration strategies are the financial ones [45]. Financial
Integration strategies range from renting facilities, providing managerial functions
to physicians, providing contracting services, allowing joint ventures, and last but
not least is physician employment. As mentioned repetitively by physicians, having
a steady and secure income is a major concern. The fee for service model has been
an insecure payment model especially given the value-based aspect of medical care.
In view of this declining traditional financial model, namely fee-for-service, and the
rising sentiment of dissatisfaction of physicians regarding revenue and securing a
fixed well compensated income, new alignment and integration models came to
picture. Models that first and foremost address the need for fair physician com-
pensation should also meet the growing demands of the healthcare environment for
broad medical services, value-based performance and cost-efficiency. These models
need also to meet the changes in market demands, and the avoidance of excessive
financial burdens as a sequel to salaried positions.
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Any new model of employment should ensure sustained productivities thru the
introduction of incentives and compensation agreements, and should provide for-
ums that enable physicians to voice their thoughts in critical decision making
matters thus creating a win-win formula for both parties. As such, compensation
agreements are gaining traction as value-based payment methodologies to reward
quality and efficiency. These are being adopted by many health care institutes in
attempt to manage their population in a coordinated matter. The main challenges in
adopting an employed setting for physicians are determining the right amount of
compensation, sustaining productivity, aligning physicians’ vision and strategy
with those of the institution, defining quality and efficiency metrics, and creating the
right incentives financial and non-financial to ensure commitment and long term
continuity. The amount of compensation can be determined using three essential
steps based on [46]; one is computing the average income over the last three years
inclusive of billing records and taxes, two is comparing the computed average to the
current income of the group of same specialty in the institution as a benchmark;
three is structuring the compensation plan based on the projected productivity of the
physician using either relative value unit or revenue as a tool, along with an
incentive plan that feeds towards it. It is important to note that physicians have little
or no control on collection and revenue which favors linking the compensation plan
to amount of productivity rather than to revenue. Any compensation plan may face
the dreadful possibility of decrease in revenue once physicians are employed. Based
on a survey by [46] in 2014, 56% of physicians had a slight decrease and 29% had a
substantial decrease in productivity. Accordingly it is highly recommended that
once physicians move to an employed setting, to have the compensation plan
coupled with an incentive model. The incentive model coupled to any compensa-
tion plan should be linked to the different incentive metrics that are integral to the
mission of the institution. Such metrics can include, quality of care be it clinical,
managerial or patient experience, system performance in terms of efficiency as in
cost-to-service ratio and patient load, utilization of resources as in volume in
relation to capacity, accessibility, research, teaching and others. An example is the
OSF healthcare “transitional compensation model” where 80% of compensation is
linked to productivity and 20% to incentive metrics [47]. The main challenge is
defining those metrics, implementing these and auditing the outcome. These need to
be meaningful, valid and accurate, truly reflective of quality and team-based care,
and most of all well communicated and adopted by physicians.

Other form of financial programs between physicians and hospitals is the gain
sharing program. This latter as defined by Schuster [48] is “designed to share the
benefits of improved productivity, cost reductions and quality in the form of regular
cash payouts” in contrary to compensation practices where a percentage of the
profit is usually shared with the employees. A study by Paul E. Juras entitled “An
analysis of gain sharing in a health care setting” showed that this kind of financial
program did not have a favorable effect on hospital productivity, which questions
the validity in adopting such a program [49].

Though the financial incentive is a mandate to improve quality of service and
sustain productivity, it is not enough to keep physicians’ productivity aligned with
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the strategic goals of the institution. Aside from revenue, for physicians to commit
to high standard practice and care delivery, they need to be further engaged.
According to Ulhum of Healthcare Strategy Group, in addition to the provision of
financial stability, there has to be a culture of shared vision and objectives, driven
by a team of physicians assuming leadership and governance positions with a focus
on process improvement and better quality of care [50].

Other forms of financial integration strategies is building strategic alliances thru
co-management agreements, provision of management services, and creating clin-
ically integrated network [51]. Once a hospital has proven a track record in
managing private practices, it can use its competency to provide administrative
services to group practicing physicians or other healthcare providers. It can also
provide C0-management agreements whereby these types of agreements are
reserved for specialty practices that wish to benefit from hospital management to
improve their operational efficiencies and outcome yet remain independent.

On the other hand, Clinically Integrated networks are forms of alignment
between hospitals and physicians who wish to remain independent. For hospitals it
is a form of alignment between the two parties that provides a platform for col-
laboration without the financial cost of full employment. For physicians it is a kind
of arrangement that aims at improving their efficiency and quality of care, modify
their practice patterns and improve their revenue by jointly contracting with payers
and health plans. Accountable Care Organization ACO is a form of Clinically
Integrated Networks that focus on managing population by providing coordinated
care and yet reducing cost. It may take many forms along a wide spectrum that
ranges between Full-spectrum Integrated ACO to Physician group alliance to
hospital alliance ACOs [52].

Other forms include physicians-hospital organizations/Integrated systems,
Management service organization MSO by Burns and Thorpe 1993, and Strategic
alliances between hospitals and physicians Gregory 1992.

7.7 Physician Liaison Program

The main goal of health care providers is to sustain good quality thru evidence-
based-practices and to maintain a financially sound benefit/cost ratio by focusing on
primary care medicine and by shifting to value-based payments. In the implemen-
tation of these objectives, hospitals must navigate smartly in the community and
within its premises. The challenge is to be able to collaborate with healthcare
stakeholders rather than compete with them, and to subsequently sustain and expand
ones market share. To that end, physician liaison program is one of the strategic
tactics used by many healthcare providers in attempt to widen their network and
reach out for new referrals. Based on the “American Association of Physician
Liaisons”, the mission is to “—advance the art of physician and healthcare provider
relationships through the provision of educational programming, professional
development, shared resources and networking opportunities” [53]. Hence, the
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physician liaison program is intended to strengthen the relationship between
physicians, hospitals and other medical facilities. Patients must be satisfied with the
standard of care, care provision must be well balanced between cost-effectiveness
and quality, and last but not least referring physicians must be compensated and
incentivized. This latter lies primarily in securing steady financial resources with
sound acknowledgment of the role of physicians and staff as decision makers and
practitioners in healthcare.

Now in order to have this win-win collaboration strategy between the three main
stakeholders in healthcare, namely physicians, patients and hospitals, the physician
liaison program must be built on three main constructs [54].

The first construct resides in identifying the current market share of the given
institution and defending its boundaries by securing proper physician referrals. This
is done by ensuring that patients referred to and within the institution are contented
with the standard of care and by communicating the patient’s contentment to the
referring physician. The second construct lies in identifying new market segments
and targets and in ensuring new retention strategies that overcome the competi-
tiveness of other healthcare providers. The third construct is a sequel to the first two
and lies on improving the utilization of the institution resources. The main chal-
lenge is to maintain synergy among the three aforementioned stakeholders and
make sure that a collaborative rather than a competitive mind set dominates the
rules of the game.

Today Physician liaison is essential for the survival of many hospitals that rely
on physician’s referrals for their patient base. Despite the integral role of referring
physician in securing the load of patients to these hospitals, the outreach strategies
are often underdeveloped if present at all. Most of marketing is directed towards
specific programs or services thus masking physician’s network as a core compe-
tency to any medical institution [55]. Managers often complain of limited growth in
load and revenue, yet the referring channels are not well maintained and nourished.
This brings us to the need of marketing towards physician and staff who send their
patients to a given health care provider. By marketing we are not only referring to
outreach policies and promotion tactics but also to building a relationship well
sustained on trust, transparency and the well-being of patients. To this end,
physician liaison program serves to not only increase patient referrals, but also
develop and maintain a healthy relationship with the referring physicians and solicit
new referral sources and secure new businesses to the institution. Add to the
importance of maintaining and nourishing the body of referring physician as a main
goal, physician liaison program also aims at improving patient care [56]. This latter
is achieved thru the enhanced communication between the referring physician and
the treating ones, thru easy access to the services required, and the provision of
timely reports (radiology and laboratory results and follow up notes). More so, this
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program will address in efficient manner any negative feedback or flaws in the
patient experience throughout the referral.

Other conventional methods used in physician liaison programs are: referring
physician directories, newsletters to referring physicians, birthday letters, sharing
academic activities such as CME courses, hospital events and community service
events, and less frequently direct visits to doctors and face to face encounters [57].
The rationale behind this latter is to foster the personal contact between the two
because most studies agree that physicians are more likely to refer to physicians that
they know and have encountered before. In addition to these traditional marketing
vehicles used in physician liaison, comes the social marketing and netting. Based
on numerous research studies, physicians are joining social networks more and
more and “85% maintain their broadband in their offices” based on Manhattan
research study published in 2009 [58]. That being said, it is imperative to use social
networks and other forms of social media to connect with physicians in addition to
the classical means of marketing. Physician relation program cannot excel if it does
not embed social networking and digital communication. Dan Dunlop, president
Jennings, has recommended steps that can be followed to achieve this new form of
netting. It starts by engaging physicians on a “Physician-only social network” [59],
a network made accessible only to physicians. This platform for communication
will resemble the “Doctor’s lounge” [57], a place to share experience and discuss
cases, all to the benefit of patient care. That same social network will also allow the
advertisement and promotion of the core competencies and unique services of the
department or division promoted. Using twitters and other social media tools such
as blogs, a large network can be developed and physicians will be able to interact in
a seamless rather than interruptive manner, and discuss medical cases.

Equally important to these conventional physician liaison methods and their
complementary products using social netting is to have the house in order, meaning
to say, to be able to assimilate the increase in load and serve the newly referred
patient’s base in a timely and efficient manner. That being said, it is essential to
have three key elements prior to any outreach effort to solicit new referrals; one is
accessibility, two is good service, and three is adequate follow up of the patient and
timely feedback to the referring physician.

7.8 Staff Engagement Program

Embarking on a competitive landscape where patient satisfaction and cost effec-
tiveness became intertwined, managers have to engage their staff at all fronts. It is a
fact nowadays that staff and employees are the primary internal stakeholders and
contributors to the delivery of the vision and mission of the institution. When
growth in the workforce and capacity is the primary objective, service design and
staff engagement become essential components to any reform. By increasing the
workforce engagement of any institution, there is development of new integrated
health care programs. This is achieved by aligning competencies with job
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requirements, incorporating new roles, and proper staff training and development.
All the aforementioned leads to improvement in productivity and performance,
fosters retention and sustain differentiation and innovation. Hence staff engagement
is commonly used as a strategic tactic towards service differentiation and cost
reduction, with numerous reports linking staff engagement to quality of care pro-
vided, patient satisfaction, mortality and morbidity rates, as well as financial per-
formance [1].

To that end, staff engagement has become a core value for the survival and
growth of any enterprise, more so in healthcare. It is about having the interest of the
institution at heart and believing that he or she can make a difference. It is about
caring for the values and mission of the institution with a strong attachment to the
daily experiences at work. In other words, it is Hybrid of emotional attachment and
rational belief, that positions staff as an integral element of the organization where
his or her contribution makes a difference. This enthusiasm to work and willingness
to cross the Rubicon in achieving a task when requested mandates a mutual and
symmetrical relationship between managers and employees. In healthcare, it is
witnessed in the management and thrives to improve patient’s satisfaction. Based
on the National Health Service Staff engagement toolkit, engagement results from a
number of factors: One is “delivering great management and leadership”, two
“promoting a healthy and safe work environment”, three” supporting personal
development and training”, four, enabling involvement in decision-making, and
five “ensuring every role counts” [2]. Other equally important means of engagement
are equity in dealing with the different staff, transparency in the management,
provision of an accessible platform for timely communication, and last but not least
is encouragement of employees to voice their thoughts and challenge routinization.
This can be achieved by having and sharing the clear vision of the institution, by
securing the right channels for communication, by ensuring the well-being of the
staff, by nourishing a culture of collaboration and team spirit, a culture that
acknowledges personal achievements, celebrates milestones and rewards employ-
ees, favors exploration aside from exploitation, provides time flexibility, favors
collaboration and perfects the on boarding of new employees [3]. A healthy
working environment is one that encourages the visibility of its staff, values traits of
excellence, attitude of loyalty, and rewards great achievements. On the other hand,
staff needs to reciprocate this outreach engagement strategy by coming forward
when challenges rise, by meeting the deadlines for deliverables, and by putting the
interest of the organization first and foremost in any job requested. Employees must
believe in the mission of the organization and feel the urge and need to be part of it
by committing to it.

In a nutshell, staff engagement mandates a thorough examination of the current staff
situation using various surveys or group discussions, evaluation of the performance
and appraisal processes, revisiting of the current surveys used for assessment, and
possibly the development of new electronic platforms to enhance communication.
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Subsequently several initiatives need to be taken in relation to workforce,
recruitment, performance management, leadership development as well as training
and development. In brief these include having a favorable working environment, a
platform for communication among staff and between staff and managers, imple-
mentation of the staff feedback, alignment between the job requirements and staff
competencies, and last but not least is heartfelt engagement.
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Chapter 8
Application of Porter’s Strategies
in Lebanese Hospitals

Porter’s generic strategies, namely cost leadership and differentiation, have been
described thoroughly in the literature as dominant typologies adopted by many
firms in various industries, among which is healthcare [1, 2]. The performance of
hospitals has been shown to differ markedly in accordance with the degree of
environment-organization fit. Consequently changes in the adoption of the various
generic strategies in different contexts have been shown to vary. Hospitals with
appropriate “strategy-environment combination” outperformed those with less of a
combination [3]. Hence to change the type of strategy while adapting to environ-
mental discontinuities is crucial for hospitals performance. These environmental
discontinuities are exemplified by several dramatic changes such as the introduction
of prospective payments, introduction of new technologies and more.

There are only two reports on the applicability of Porter’s strategies in hospital
settings, one by Kumar et al. on hospitals in the United States hospitals and the
other by Hlavacka et al. on Slovak hospital industry [4, 5]. The first study by Kumar
et al. performed on 600 acute care hospitals looked at the types of strategies used by
chief administrators and how these strategies correlated with performance. Five
groups of strategies have been reported and traditional performance criteria were
used as measure of organizational performance. The five types of strategies
included cost leaders, differentiators, stuck in the middle, focused cost leaders and
focused differentiators. With respect to performance, return on new services and
facilities, ability to retain patients and to control expenditure was used as measures
of effectiveness and efficiency. The second study by Hlavacka was conducted on
Slovak hospitals using a translated version of Kumar’s questionnaire. Again their
findings indicated four types of strategy, namely the focused cost leadership, the
stuck in the middle, the “wait and see group” which had medium emphasis on cost
leadership and low emphasis on focus and differentiation, and last but not least is
cost leadership. The results showed that the “stuck in the middle” performed better
that the remaining groups.

No previous study has reported the types of strategies used in Lebanese hospitals
and their impact on performance. Given the importance of the environment as a
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context for the application of any strategy, and given the disparities in the
healthcare systems across different countries and the impact of the
socio-economical and political factors on healthcare providers in general, the
applicability of Porter’s generic strategies in Lebanese hospitals is reported in this
chapter. The outcome of this investigation will either refute or substantiate the
viability of these strategies in a very turbulent and discontinuous environment,
namely that of Lebanon. The descriptive analysis will also be correlated with the
extent of performance of these hospitals, in particular vis-à-vis patient’s experience
and ability to retain patients.

The purpose of this investigation is; (1) to Identify the types of strategies used in
Lebanese hospitals, low-cost leadership, versus service differentiation, versus
hybrid form often referred to as dual competitive strategy, (2) to investigate the
performance of these hospitals with respect to quality of care, and (3) to analyze the
correlation between the different types of strategies and levels of quality of care.

This prospective study was performed using a variation on a modified ques-
tionnaire initially described by Kumar et al. [5]. The questionnaire that was used
consisted of 13 close ended questions that shed information on the type of strategy
used and the performance of hospitals investigated. The questionnaire was sent to
60 hospitals in Lebanon located in different geographic areas in order for the sample
to be representative of the Lebanese hospitals as a whole. The questionnaires were
delivered by hand to the chief administrator after having been informed by phone
(personal contact) about the purpose of this investigation. One of the possible
shortcoming or limitation of this study is the small sample size and the restricted
cooperation by some of the chief administrators.

8.1 Material and Method

A total of 60 questionnaires were distributed to chief administrators of 60 hospitals
in Lebanon. For the purpose of this study a modified version of the Kumar et al.
questionnaire was used [5]. The questionnaire is a subjective tool to assess the type
of strategy used and its relation to performance. Previous study substantiates the use
of subjective measures as an alternative to objective ones. The correlation between
the two types of measurements was greater than 0.01, which strongly favors the
usage of subjective questions when objective measurements are absent or not
shared publically [6].

The questionnaire had three components to it. The first component is on
demographic variables, namely number of beds and location, rural versus urban.
We have elected not to include profit versus non-profit status because of lack of
transparency and inaccessibility to such information. The second component of the
questionnaire is on the type of strategy used. For the differentiation strategy, three
questions were asked: “Introduce new services”, “Differentiate existing services”,
“Utilizing market research to introduce new services”. For the low-cost leadership
strategy six questions were asked: “Achieving lower cost of services than
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competitors”, “making services more cost efficient”, “Improving the time and cost
required for co-ordination of various services”, “Improving the utilization of
available staff, equipment, services and facilities”, “Performing an analysis of costs
associated with various services”, “Improving availability of diagnostic equipment
and auxiliary services to control costs”. Subjects were asked to indicate the extent to
which their institution is engaged in the above competitive activities: 1 = indicates
the least engagement and 7 = the most engagement.

The third component is regarding performance. The original questionnaire by
Kumar, Subramanian and Yauger included three conventional measures, namely
“return on new services/facilities and profit margin”, “retaining patients” and
“success in controlling expenses” [5]. In this study in order to assess performance
we have elected to use quality as one of the six intermediate outcome measures
described by Bradley et al. [7] in their HNP Discussion paper “Developing
Strategies for improving Health care delivery”. We have excluded absolute and
numerical performance measures because these are usually either unavailable or not
displayed publically.

Based on Webster definition [8], quality is defined as “a distinctive inherent
feature” or “a degree of excellence” (Webster’s Third New International Dictionary,
1993) whereas in healthcare it is defined as “doing the right thing at the right time,
in the right way, for the right person and having the best possible results” [9].
Another definition of quality by the Institute of Medicine (2001) states that “Quality
of care is the degree to which health services for individuals and populations
increase the likelihood of desired health outcomes and are consistent with current
professional knowledge” [10]. In both definitions there is a focus on outcome of
care as perceived by the patient and on professionalism in what is being done.
Based on Bradley et al. report [11], quality has three dimensions to it; the first
dimension is clinical quality which focuses on the safety and appropriateness of the
care provided. Clinical quality is assessed by measuring the extent of abidance to
international clinical guidelines and the extent of application of evidence based
medicine. Another important measure of clinical quality is mortality ratio; however
this outcome measure has been extensively criticized in the literature [12]. The
second dimension of quality is managerial quality which refers to the extent of
support provided by the different administrative systems to ensure quality of care.
This latter is assessed using balance-score cards and the availability of needed
supplies and records. Last but not least is patient experience. Patient experience is
an important dimension and measure of quality because healthcare is becoming
centered on patient’s care and satisfaction [11]. This term spans the whole journey
of the continuum of care starting from the accessibility to healthcare providers to
the multiple touch points along that continuum including the after service follow up
[13]. In a recent study by the Beryl Institute on patient experience benchmarking,
45% of United States based hospitals and 35% on non US based hospital have
different definitions for what patient experience stands for [14]. In summary it is
“the sum of all interactions, shaped by an organization culture that influences
patient perceptions, across the continuum of care”.
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That being said, we have elected in this investigation to focus on quality as an
intermediate healthcare outcome measure. Quality was assessed using two ques-
tions, namely “Ability to retain patients“, and “patient experience”. Subjects were
asked to indicate on a seven point scale, where 1 = little importance and
7 = Extreme importance, the importance their organization attaches to the below
measures. They were also asked to indicate on a seven point scale, where
1 = highly dissatisfied and 7 = highly satisfied, the extent to which your organi-
zation is currently satisfied with the below measures. For each performance mea-
sure, namely “ability to retain patients” and “patient experience”, a weighted
average was computed by multiplying both scores, those of satisfaction and
importance. For the “ability to retain patients” the weighted average score is
referred to as “performance measure 1” and for “patient satisfaction” the weighted
average is referred to as “performance measure 2”.

8.1.1 Statistical Method

The internal consistency of the scales was assessed by calculating the Cronbach
Alpha and item to total correlation for the scales (differentiation strategy and
low-cost leadership) and their respective items. An alpha greater than 0.7 is an
indicative of good internal consistency. These are displayed in Table 8.1.

Descriptive statistical analysis was used to report the frequency and means (mean
and SD) of all the instrument’s items giving a rating greater than or equal to 5
(over 7) for their responses. These are displayed in Table 8.2. Table 8.3 represents 3

Table 8.1 Scale reliability analysis

Total sample
Cronbach Alpha

Item-to-total
correlation

Differentiation strategy 0.7630

Introduce new services/centers 0.7489

Differentiate existing services 0.9045

Utilizing market research to identify new services 0.8464

Low-cost leadership 0.8590

Achieving lower cost of services than competitors 0.6560

Making services/procedures more-cost efficient 0.8585

Improving the time and cost required for co-ordination
of various services

0.8555

Improving the utilization of available staff, equipment,
services and facilities

0.7519

Performing an analysis of costs associated with various
services

0.8274

Improving availability of diagnostic equipment and
auxiliary services to control costs

0.7056
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categories of respondents: (i) those who were in favor of a differentiation strategy
(having a score of 5 or above), (ii) those who were in favor of a low-cost strategy
(having a score of 5 or above) and those who were in favor of the differentiation and
low-cost strategy at the same time (having a score of 5 or above on both). Mean
scores and SD of the 4 measures (differentiation strategy, low-cost leadership, ability
to retain, and patient experience) were calculated for each of the 3 groups.

Table 8.2 Strategy and quality of care item analysis

Mean SD (Score � 5)

N %

Introduce new services/centers 5.6 1.2 20 83.3

Differentiate existing services 5.5 1.2 21 87.5

Utilizing market research to identify new services 4.9 1.7 14 58.3

Differentiation strategy 5.3 1.1 16 66.7

Achieving lower cost of services than competitors 5.2 1.7 16 66.7

Making services/procedures more-cost efficient 5.4 1.4 16 66.7

Improving the time and cost required for
co-ordination of various services

5.3 1.5 13 54.2

Improving the utilization of available staff,
equipment, services and facilities

6.0 1.2 20 83.3

Performing an analysis of costs associated with
various services

5.6 1.3 21 87.5

Improving availability of diagnostic equipment
and auxiliary services to control costs

5.8 1.5 20 83.3

low-cost leadership 5.6 1.1 16 66.7

Ability to retain patients (Interest) 5.9 1.2 20 83.3

Patients experience (Interest) 6 1.0 22 91.7

Ability to retain patients (Satisfaction) 5.4 1.4 19 79.2

Patients experience (Satisfaction) 5.5 1.8 20 83.3

Performance measure 1 33.4 12.2 – –

Performance measure 2 33.6 9.6 – –

Table 8.3 Strategy score analysis by strategy preference

Differentiation
(N = 16)

low-cost
(N = 16)

Both (N = 13)

Mean SD Mean SD Mean SD

Differentiation strategy 5.9 0.8 5.7 1.04 6.08 0.84

low-cost leadership 5.8 1.1 6.1 0.7 6.1 0.8

Performance measure 1 37.7 7.8 36.9 8.9 38.5 7.8

Performance measure 2 38.1 4.6 36.6 6.5 38.1 4.9
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Table 8.4 represents Hierarchical cluster analysis that was used in order to
unearth the different strategic types of hospitals based on their use of the differ-
entiation strategy or the low-cost leadership one. The Kruskal-Wallis test was used
to compare whether the different strategies were significantly associated with the 3
emerging clusters.

The correlation across the different strategies was assessed using Spearman
correlation. P-value smaller than 0.05 was used to indicate statistical significance.
These are displayed in Table 8.5.

8.2 Results

8.2.1 Demographic Data

A total of 23 have responded to the 60 questionnaires that were distributed. All the
chief administrators who responded were from urban areas and the size of hospitals
ranged between 17 beds to 540 beds with close to 80% being between 30 and 300
beds. No data was retrieved regarding the type of hospitals as being primary,
secondary or tertiary caring hospitals because that would relate to the average
duration of stay, information that was not readily available.

Table 8.4 Cluster analysis

Complete

Cluster 1
(N = 12)

Cluster 2
(N = 6)

Cluster 3
(N = 5)

Mean SD Mean SD Mean SD p-value

Differentiation strategy 5.1 0.6 6.8 0.41 4.2 0.99 0.0000

low-cost leadership 5.5 0.6 6.8 0.5 4.1 0.8 0.0000

Performance measure 1 34.6 8.7 40.2 6.5 19.4 14.7 0.0063

Performance measure 2 34.9 6.9 40 3.1 21.2 10.5 0.0009

Table 8.5 Correlations among strategy and quality scores

Differentiation
strategy

low-cost
leadership

Performance
measure 1

Performance
measure 2

Differentiation
strategy

1

low-cost
leadership

0.6866
(0.0003)

1

Performance
measure 1

0.5991
(0.0025)

0.5603
(0.0044)

1

Performance
measure 2

0.6195
(0.0016)

0.5231
(0.0087)

0.8022
(0.0000)

1
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8.2.2 Reliability of Differentiation and Low-Cost Leadership
Scales

The reliability exceeded the recommended 0.7 threshold for both scales. The
item-to-total correlation ranged between 0.75 and 0.91 for the items within the
differentiation strategy scale, and between 0.65 and 0.86 for the items within the
low-cost leadership scale. See Table 8.1.

8.2.3 The Mean Score and Frequency Across
the Differentiation Strategy Items, Low Leadership
Strategy Items and Performance Measures

The level of engagement in the different competitive strategic activities was found
to be high across the sample of hospitals. Table 8.2 shows that over a potential total
of 7, the mean score across the differentiation strategy items was 5.3 whereas the
mean score across the low-cost leadership items was 5.6. The vast majority of
hospitals reported a score higher than or equal to 5 on most strategy items except for
“Utilizing market research to identify new services”. An equal number of hospitals
have used either differentiation strategy or low-cost leadership. In fact, almost 67%
of hospitals fell in that category with regard to both the differentiation strategy and
the low-cost leadership items. Furthermore, over a potential total of 49, the mean
score with regard to both the ability to retain patients as well as the patients
experience was almost 34. See Table 8.2.

8.2.4 Strategy Score Analysis by Strategy Preference
with Their Corresponding Performance Scores

Table 8.3 portrays the implemented competitive strategies as well as the quality of
care across three hospitals categories: those that have a score of 5 or above on
differentiation strategies, low-cost leadership, and both together. The results indi-
cate that institutions that favored a specific strategy also scored high on the other
one. In fact, institutions that had a score of 5 or above on differentiation strategies
had a mean score of 5.8 on low-cost leadership strategies. Similarly, institutions that
had a score of 5 or above on low-cost leadership strategies had a mean score of 5.7
on differentiation strategies. See Table 8.3.

8.2 Results 69



8.2.5 Clustering Analysis

There were three cluster groups in all. The second cluster group of hospitals had the
highest mean score on both types of strategies, while the third cluster groups’
hospitals had the lowest mean score on both types of strategies. The hospitals
clustered in the first group had an intermediate score on both strategies. This
clustering effect is paralleled by the impact of these strategies on the quality of care
whereby the second cluster reported the best patient experience as well as the best
ability to retain patients. On the other hand, the third cluster reported the worst
quality of care and the first cluster reported an intermediate quality of care. These
results were all found to be significant. See Table 8.4.

8.2.6 Correlation Between Type of Strategy
and Quality of Care

The results indicate that the low-cost leadership strategy was moderately and sig-
nificantly (corr = 0.6866; p = 0.0003) associated with the differentiation strategy.
The ability to retain patients as well as the patient experience moderately correlated
with the differentiation strategy in a significant manner (corr1 = 0.5991,
p1 = 0.0025; corr2 = 0.6195, p2 = 0.0016). Similarly for the low-cost leadership
strategy (corr1 = 0.5603, p1 = 0.0044; corr2 = 0.5231, p2 = 0.0087). The highest
correlation was found to be among the patients experience and the ability to retain
patients (corr = 0.8022, p = 0.0000). See Table 8.5.

8.3 Discussion

8.3.1 Descriptive Findings

The results of the investigation led by the author on the application of Porter’s
strategy showed that a large percentage close to 67% used differentiation strategy in
isolation or in combination with low-cost leadership as a main strategic construct in
their competition with other hospitals (A score > or = 5). This was also evident in
the cluster analysis which revealed three clusters among which two had a differ-
entiation score above 5, namely cluster (n = 12) and cluster 2 (n = 6). This is in
partial accordance with the results of Kumar et al. [5] where differentiation strategy
in focus was used in 16%, across the board in 8%, and in combination with cost
leadership in 11%, making the total of 35%. The higher percentage of Lebanese
hospitals using differentiation strategy can be attributed to the fact that urban
hospitals unlike rural hospitals present in the sample of Kumar et al. are more likely
to use differentiation strategy. Another important factor is the stratification of his
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sample in terms of profit versus non-profit organization. In his study a higher
percentage of for-profit hospitals pursued a differentiation strategy (45%) compared
to non-profit hospitals (13%). Unfortunately this data is not available in our study
given the lack of transparency and reluctance in sharing any information pertaining
profit in the healthcare industry.

8.3.2 Correlation Analysis

The results of this investigation have shown moderate correlation between differ-
entiation strategy and quality of care (r = 0.591 and 0.619 for performance measure
1 and 2 respectively), and moderate correlation between cost leadership and quality
of care (r = 0.560 and 0.523 for performance measure 1 and 2 respectively). The
performance of hospitals that used either type of strategy, differentiation or cost
leadership, was roughly similar as shown by the weighted averages of both per-
formance parameters in Table 8.3 (37.7 and 38.1 for the differentiation group, and
36.9 and 36.6 for the cost leadership group). What is noticeable is that hospitals that
used a combination of strategies, referred to as “stuck in the middle” by Porter,
outperformed those that used one of the two strategies. The weighted average
performance was superior to both groups (38.5 and 38.1 respectively). This was
more evident in the cluster analysis where the second group that scored the highest
for both types of strategies (6.8 for both differentiation and cost leadership) had the
highest performance (40.2 and 40 for performance 1 and 2). The results of this
investigation showed that using cost leadership hand in hand with differentiation
yield better performance in terms of quality compared to the adoption of a single
strategy. More so, there was a strong correlation between the two strategies as
indicated by the clustering in performance as shown in Tables 8.4 and 8.5. Those
who performed well have used both strategies whereas those who had a rather poor
performance ranked below average in their usage of either strategies.

Our results are in accordance with those of Hlavacka et al. in his study on
“Performance applications of Porter’s generic strategies in Slovak hospitals”. The
findings of his study indicated that hospitals stuck in the middle had superior
performance compared to those that emphasized one type of strategy [4]. Further
examination of the data shows that close to half of this category, namely “stuck in
the middle”, were hospitals between 30 and 300 beds and characterized as rural. In
our investigation all hospitals were urban and 83% had more than 30 and less than
300 beds. On the other hand the results of this investigation are not in accordance
with those of Kumar et al. in his analysis of performance applications of Porter’s
generic strategies in the United States [5]. In his study, hospitals that adopted the
focused low-cost leadership performed better than those that adopted the differ-
entiation strategy, and those that used a combination had the poorest performance.
This has been attributed to the “contradiction in terms of resource commitment”.
Porter’s view of strategy indicates that firms need to focus on either differentiation
strategy or low-cost leadership in order to develop and sustain a competitive
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advantage. Those who use both often described as “stuck in the middle” will
struggle and often fail in creating a durable competitive advantage. This typology of
non- viability of those stuck in the middle has been challenged by many authors
such as Miller 1992, and Gilbert and Strebel 1986 [15, 16] who have shown that
using a combination strategy can be successful in certain industries.

More so, those that adopted broad-based low-cost leadership had less of a return
in many of the performance measures compared to those that used focused low-cost
leadership. Similarly, differentiation strategy in a focused manner had higher per-
formance compared to broad-based differentiation, a fact that has been linked to the
type of payment and changes in reimbursement policies. This has also been
explained on the basis that seeking differentiation across the board and in a
non-focused manner can lead to fragmentation and inefficiency in operation and
return. Unfortunately the current study carries no information on the focus opera-
tional mode of the Lebanese hospitals.
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Chapter 9
Correlation Between Type of Strategy
and Performance

9.1 Analysis of the Correlation Between the Types
of Strategy and Performance in Lebanese Hospitals

9.1.1 Why Would Cost Leadership Correlate with Quality
of Care?

Low cost leadership correlates with quality of care at different levels. In the “Guide
to strategic cost transformation in hospitals and health systems” by the Health
Research and Educational trust by Blake et al. in 2012 [1], strategic cost trans-
formation has three pathways to it: A cost management plan that addresses mainly
operation cost, non-labor cost, service cost, supply chain cost and so forth; a
business restructuring plan that focuses on assessing the different services, their
distribution and the means to optimize their corresponding allocated resources;
and last but not least is the clinical transformation plan that is directed towards
optimization of the utilization and process enhancement, both of which lead to
improvement in quality of care. The correlation between cost leadership and
quality of care is also in accordance with the readings of Michael E. Rindler in
2006 [2] on cost structure in its different dimensions. For instance in utility cost,
optimizing clinical utilization is crucial in cost reduction and quality care. Over or
under utilization of hospital resources can lead to waste and unnecessary usage of
diagnostic and therapeutic materials, whereas optimal utilization can reduce cost
by avoiding repetition, preventing unnecessary extension of hospital stay and
reducing the rate of errors and complications and hence improve care.

Different strategic tools to reduce cost of clinical utilization have been described,
most importantly of which is the creation of “clinical pathways”. The rationale
behind this latter is to reduce the variability in care, reduce the cost incurred and
improve clinical practice [3].
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These pathways act as roadmaps for the treatment of common medical conditions
and reinforce good quality care. This mandates meticulous dissection of the common
practices in the hospital, thorough examination of emerging opportunities and
threats, and prudent alignment between physicians and the management team. Once
clinical pathways have been set, these need to be endorsed and monitored closely.
Rewarding abidance to the clinical pathways and addressing poor performance will
reinforce their application among practitioners. Along the same line of thoughts is
the method of creating two units each addressing a different group of patients which
is the basis of the second principle namely “Corral Variability” referred to by
Richard Bohmer in 2010 as “clinic-within-a-clinic” or “hospital-within-a-hospital”
[4]. This duality in care has several challenges most important of which is the
management of the interface between the two units and streamlining the services
among their corresponding patients. Another dimension in cost reduction that cor-
relates with quality of care and indirectly with patient experience is capital cost
management. Capital cost is intimately linked to performance because hospitals that
perform the best have access to the lowest–cost capital [1]. That is why it is
Mandatory to incorporate quality management in any strategic plan for capital cost
reduction quality and to be keen on choosing the right managers to do the right thing
at the right time and at the right cost. Another principle in cost reduction that
substantiates quality of care is “reorganizing resources” which means reconfiguring
the infrastructure of the institution in order to deploy its resources in terms of staff,
clinical information, measurements and incentives in a way to support patient care
and experience. This principle emphasizes the importance of internal feedback and
learning by doing as we progress in redesigning the workplace.

9.1.2 Why Would Differentiation Strategy and Quality
of Care Correlate?

There are three main reasons why quality of care and particularly patient’s expe-
rience as an outcome measure of quality would correlate with differentiation
strategy. One is the strong association between patient experience and numerous
clinical outcomes used in differentiation strategy. Patient experience correlates with
mortality and morbidity ratio, length of hospital stay and infection rate, all of which
are considered as tools for differentiating a hospital from its competitors [5, 6].
A second as important of a reason for the correlation between patient experience,
differentiation and hybrid strategy is the Strong interplay between patient experi-
ence and organizational structure and performance, which again are dictated by the
organizational strategy and are gagged by several outcome metrics. Pemberton and
Richardson describe six steps in patient’s experience all of which are intimately
shaped by the organization performance and reflected in its differentiation strategy
[7]. These include “reputation, arrival, contract, stay, treatment and after stay”.
Differentiation strategy can touch on any of these six steps, starting with branding,
enhanced visibility, to high treatment outcome and customer after sale service.
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Another venue for intersection between differentiation and quality of care is
“collocation”. According to Lee [8] the reform in patient care and experience
mandates several key steps among which is collocation, a descriptive term for the
allocation or clustering of physicians and medical staff caring for a specific pop-
ulation of patients. Collocation stems from the needs of patients and emphasizes the
importance of redesigning organizations in ways to meet patients’ rather than
physicians’ needs. This radical redesign in organizational structure exemplifies the
link between structure, performance and patient experience and can act as a tem-
plate for differentiation. Bohmer [9] in his chapter on the development and exe-
cution of healthcare delivery systems to improve patient experience speaks of
“Managing the care” as a main principle. Managing care means that the primary
focus of the organization structure, workflow and capacity, should be geared
towards optimizing patient’s care and not just maximizing the utilization of its
resources. This is key if we as physicians in practice aim at applying evidence based
medicine. This notion of “managing care” that aims at improving patient experience
is a concept for differentiation if well cultivated in a hospital setting.

In the process of managing care we also need to realize that patients’ conditions
are stratified into two categories, those with uncomplicated conditions and those
with complicated ones. This high and low variability in patient’s condition man-
dates a new strategic approach that allows overriding of the standard processes of
care of uncomplicated cases and thus corrals the existing variability among patients.
Nevertheless, we should keep in mind that this duality in care has several chal-
lenges most important of which is the management of the interface between the two
units and streamlining the services among these patients.

In a nutshell, attempts to improve patient experience can highlight gaps in the
performance of medical teams. These may include flaws in processes, defects in
clinical care, lack or insufficiency of skills and expertise, absence of motivation or
accountability, and last but not least incongruence in delivery of services, all of
which are potential avenues for differentiation. Frampton [10] illustrates two
important dimensions of patient’s experience, the personal encounters at the human
level, and the environment in which care is delivered. Both of these dimensions are
avenues for differentiation. At the human interaction level, differentiation can occur
in enhancing both verbal and para-verbal communication skills of healthcare pro-
viders in order to better understand patients’ complaints and to better relay medical
instructions. Along this line of intersection, there are four basic emotional needs to
be addressed, namely confidence, integrity, pride and passion, all of which can be
attributes of service differentiation [11]. Differentiation can also be derived from
patient engagement. Numerous studies have indicated that engaged patients are
more likely to abide to medical instruction and adhere to treatment protocols
compared to non-engaged patients. Their input in the decision making allows them
to understand their current situation and comply with physicians’ recommendations.
As a result better medical care is delivered and clinical quality indices are raised.

Despite the differentiating importance of patient’s centered care, the inherent
nature of medical quest limits the possibility of achieving it. In industries other than
healthcare, customers go through various steps in selecting the right product or

9.1 Analysis of the Correlation Between the Types of Strategy … 77



service. The decision making process starts by problem recognition, search for
information, narrowing the choices, and finally selection. This latter is often based
on the attributes of the product, its price, promotion and place as reported by Porter
in 1980 [12]. In healthcare specifically patients have many obstacles in their search
for the best medical service to their condition [13]. One is the inherent nature of
their quest, namely the intangibility of the service and the inability to qualify it
before consumption. Two is the uncertainty to seek medical advice and the type of
service needed. Three is about the hardship of gathering information on the different
service providers, especially when many of the pertinent information are not dis-
played publically. Doing hospital specific research requires a lot of time and a basic
knowledge of at least some of the technical or scientific nature of the services
provided. Four is the uncertainty about the proper match between the services
provided to the medical condition that the patient has. Last but not least is the
complexity and lack of homogeneity in the definition and reporting of “good
quality” in healthcare. The diversity is in the structural aspect vis-à-vis the capacity
and up-to-date technology of the hospital facility, in the operations and processes of
delivery of medical services and in the outcome measures used in reporting such as
mortality ratio, rate of readmissions, duration of stay, patients experience and so
forth [14]. In order to circumvent the inherent nature of a medical quest we need to
develop educational programs for patients and families and improve the public
awareness on the most common medical conditions.
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Chapter 10
Conclusion

Porter’s generic strategies are applicable and viable in hospital settings in their pure
and hybrid forms. Both differentiation and low cost leadership can be equally
chosen by hospitals’ executive managers as strategies for the development of
sustainable Competitive advantage. There is invariably a significant correlation
between the Types of strategies used and quality of care measured by the patient’s
experience score and the ability to sustain patient’s loyalty. Though the adoption of
either strategy can lead to a good performance, those who adopt both strategies
hand in hand may outperform those that adopt one type of strategy in isolation.

To that end, what is needed is a “trade on” strategic plan with emphasis on
service differentiation, cost reduction and value creation. A Trade on strategy can
mitigate the rigidity in a given healthcare system, the volatility in its environment
and the constraints in the payer mix when present.

In order to bolster patient centered care in a discontinuous environment a hybrid
strategic plan must stem from within the institution and at the front lines where
patients and health care providers meet. It must set the groundwork that ensures the
drive for transformation, and set the priorities for the business and cultural trans-
formation. This requires revamping of the clinical processes, managing the systems
in the most resourceful manner, and changing the culture that supports the current
organizational structures [1]. Several steps need to be taken before the implemen-
tation of Hybrid strategy and these include voicing and sharing the vision of the
organization and its goals, building of uniform measurement system across the
different providers in healthcare, improving processes and dismantling cultural
barriers. These steps form a prelude for the implementation of hybrid type of strategy
that combines cost reduction with service differentiation and radical innovation [2].
That being said, coming up with a strategic plan is only the beginning of any change
within an institution. Both leaders and managers have to work together at three levels
to introduce, implement and manage change. The first level is where the mission and
vision of the institution needs to be revised while emphasizing the core values. This
is usually accompanied by a clear strategic plan that draws the road map from point
A to point B. In health care as previously mentioned the strategic plan is usually a
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hybrid plan that covers low cost leadership and service differentiation. The second
level of change is at the level of the processes and procedures, examining what needs
to be revised, re-engineered, and what new technology needs to be introduced. The
third level of change which is the most important is behavior of the staff, employee
and subordinates in the implementation of the change. By behavior we are referring
to what they say and do, which markedly impacts the success of change and the
productivity of institution [3].
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External environment analysis, 31

competitive forces, 32–34
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H
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K
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performance, 65
purpose of investigation, 64
questionnaire, 64
type of strategy used, 64–65

Lebanese hospitals
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