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Time to Wal-Mart Health Care

Health care would do well to study Wal-Mart's use of information technology.

In the computer industry, there's a big commitment to innovation. Last year, Microsoft budgeted $4.5 billion for R&D against revenues of $25 billion. The year before, the commitment was $3.87 billion. That's money dedicated not to current products or operations but to products a couple years out. In 2001, Texas Instruments moved up its R&D investment to $1.7 billion from $1.6 billion, and it did that at the same time it cut current capital spending by 29 percent. Microsoft and Texas Instruments operate in a competitive industry where innovation makes a big difference between success and failure.

Some would suggest that health care is different because, at least on the delivery side, it's a "mature" industry. While pharmaceutical companies and medical equipment manufacturers make substantial investments in R&D, hospitals don't. Try to find the line item for R&D expenditure in the budget of any hospital. Go ahead. You won't find it. Maybe it's hidden in a line item for "innovation." Didn't think so. It's not there because the R&D budget for health care delivery adds up to something approaching zero. Why innovate when you're nothing but an old draft horse working a well-plowed field? After all, that's why the experts coined the phrase "mature industry." To help you know when to head for the glue factory.

The Wal-Mart Surprise

Back at the beginning of the 1990s--when we were on the edge of the telecommunications revolution, power computing, and the Internet--who could have imagined a more mature, boring industry than strip-mall retailing in backwater America. Today, a few months after the dot-com crash, look who's on the top of the heap. Number one on the Fortune 500 list of America's largest companies is a retailer called Wal-Mart.

Its revenues make it twice as large as General Electric and 10 times the size of Microsoft. If you'd bought 100 shares of Wal-Mart in 1970 for $16.50 a share, you'd now have $11.5 million. Today, Wal-Mart is the number one retailer of jewelry and groceries in the United States. Twenty-four percent of all toothpaste is purchased there; 15 percent of Procter & Gamble sales come from Wal-Mart stores. Annually, Wal-Mart stores consume 7.8 million megawatt hours of electricity (that's 3.8 million more than is generated each year by the Hoover Dam). Wal-Mart owns 18 Lear jets and employs 60 pilots. And here's perhaps the most important statistic--there are 500 terabytes of data in Wal-Mart's data warehouse in Arkansas. Compare that with the 40 terabytes the IRS has in its data warehouse.

If you think Wal-Mart is a low-tech, low-innovation player that made its billions with friendly greeters and cheap goods, you've missed one of the biggest stories in American business. It's a story of unbridled innovation in a business that once felt leading-edge technology was represented by a blue light. When an organization such as Wal-Mart emerges in a mature industry, it's like a wolf in the sheep pen. In 1987, Wal-Mart's market share was 9 percent. By the mid-1990s, its share had grown to 27 percent. And here's the thing: it became 48 percent more productive than its competitors.

Indeed, Nobel Prize-winning MIT economics professor Robert Solow gives Wal-Mart most of the credit for the increase in U.S. productivity from 1995 to 2000. "That was not expected. The technology that went into what Wal-Mart did was not brand-new and not especially at the technological frontier, but when it was combined with the firm's managerial and organizational innovations, the impact was huge." What Wal-Mart accomplished had an immense impact on the economy. First, it forced competitors to invest in order to catch up (some didn't). And it caused suppliers to move the bar way up. When Wal-Mart spent $4 billion on its information systems, it set off at least $40 billion worth of supplier investment.

But Solow suggests that it's a mistake to use R&D spending as a proxy for investment in innovation. At Wal-Mart, the key has been information technology (IT) facilitating organizational innovation. According to Michael Schrage, writing in the March 2002 issue of Technology Review, "Today's economic reality is that high-tech decisions made in Arkansas play a larger role in boosting America's productivity than decisions made in Silicon Valley or Seattle."

As early as 1966, Wal-Mart founder Sam Walton was spending time at an IBM training center looking for recruits to help him wire his company. It was the beginning of a string of innovations in just-in-time inventory as well as choreographed logistics and warehousing. It's a focus that continues to this day. Last year, Wal-Mart worked with the information company NCR to design and deploy kiosks in stores that help customers scan in items they want to include on bridal and baby registries. The year before, it signed an agreement with another company to develop and deploy ATM-like machines that would allow customers to feed in their paychecks and get cash on the spot.

Reportedly, Walton used to say, "People think we got big by putting big stores in small towns. Really, we got big by replacing inventory with information." Wal-Mart learned to read its cash register receipts and know what its customers were buying. Today, its systems give managers 8.4 million updates a minute. It uses that information, according to Randy Mott, senior vice president and CIO, to "see connections" within the shopper's basket. It shares that information with employees in ways that let every employee "be a merchant."

Wal-Mart expects its innovations to produce results--quickly. Today, the company is committed to a 12-month cycle--any IT initiative should be making a contribution at the level of real work within 12 months of its inception.

Lessons for Health Care

For me, the key lessons from the Wal-Mart story are twofold: There's no such thing as a mature industry. And innovation is useless unless it's applied at the level of real work to create real value.

Wal-Mart uses information technology for critical processes that leverage productivity and customer satisfaction. In contrast, most health care organizations have used information technology to improve their financial reporting. Important as they are, financial statements increase neither productivity nor customer satisfaction. Financial systems measure events already past and try to maintain some measure of control by riding the past into the future. They do nothing to make work more productive or to make customers more satisfied.

One essential difference in hospitals compared with Wal-Mart is their localness. While Wal-Mart stores are remarkably acclimated to their local markets, as a corporation Wal-Mart must compete on a global level against global competitors. It can, as a result, amortize the cost of innovation against 4,400 locations worldwide. A hospital or health system usually has only a handful of locations against which it can amortize these costs.

But then, what percentage of a hospital's operations needs to be unique to meet local conditions? Certainly not 100 percent. Is it 80 percent? 60 percent? 50 percent? Less? Whatever the number is, the percentage that's not unique represents a significant opportunity for collaboration. The common processes and challenges embedded in that percentage will yield innovations that could be jointly developed, jointly applied, jointly improved. And the cost of those innovations could be spread over many more institutions.

If the big payoffs from Wal-Mart come from inventory and customer satisfaction, the big payoffs for hospitals and health systems will come from demonstrating value, enhancing access, and increasing productivity (their own and that of physicians). And the key to getting those payoffs will be the formation of collaborative efforts on the part of noncompeting organizations to throw innovation against the most pressing of their shared challenges. Reinventing the wheel in thousands of hospitals is a horrible waste of money and talent.
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