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Strategic Cost Reduction

Cost cutting for its own sake can backfire financially and wound employee morale.

In a rapidly transforming environment, no organization can afford to fall behind in the race to maintain an advantageous position. An organization's playbook for achieving such position is its strategic plan. A strategic plan allocates scarce resources to an organization's best opportunities.
Advances in medicine require health care executives to simultaneously invest in technology and human capabilities at a level that is unseen in other industries. The capital for such investment can come from only two places: It can be borrowed, or it can be generated from operations. And when it comes to generating capital from operations, there are only two pathways available - increases in the volume of profitable services or reduction in costs.

Cost reduction efforts can be arranged along a continuum of importance. At one end is the kind of daily effort that goes into keeping costs low - buying the less costly catheter when quality is equivalent. At the other end of the continuum is strategic cost reduction. This is the kind of cost reduction an organization undertakes when the stakes are high. Cost reduction becomes strategic when it has one or more of these key characteristics:

· It is driven by the CEO.

· It has become an item of discussion on the board agenda.

· It engages the entire organization.

· It produces a significant shift in operating margin.

· It is necessary to achieve the organization's strategic plan.

· It had become necessary for organizational survival.

Strategic cost reduction requires a comprehensive and disciplined approach. It must produce significant results in the short term while establishing mechanisms that ensure the results can be sustained. Sustained results call for employees, physicians and board members who understand the importance of generating the margins necessary to buy new technology, recruit physicians and staff, build and improve facilities, invest in training and provide attractive compensation and benefits.

The most powerful strategic cost reduction emerges from a strategic planning process that indicates why cost reduction is essential to the organization's future. It is possible and often desirable for the strategic planning process and the strategic cost reduction process to proceed simultaneously. There are three benefits to this simultaneous approach:

· It clearly connects cost reduction to the organization's vision and driving strategies.

· It launches a single push rather than first trying to command the organization's attention for the strategic plan and then trying to mobilize a second round of engagement in cost reduction.

· Finally, it produces a tangible result for the strategic plan that has a clear connection to the real work of the organization.

Cost cutting for cost-cutting's sake can become both heartless and headless - heartless because it lacks sufficient concern for its human consequences; headless because, without forethought, it can end up cutting into those capabilities upon which the organization's future depends. An approach that clearly connects cost reduction with the aspirations of the organization, set forth in its strategic plan, can produce surprising levels of commitment. Rather than being regarded as a threatening, top-down fiat, cost reduction is viewed as an investment in securing a prosperous and healthy future for the employees, physicians and community members who become its beneficiaries rather than its victims.

Strategic cost reduction is a cornerstone in a strategic turnaround. In addition to cost reduction, a strategic turnaround depends on market share growth in profitable service lines fueled by committed physicians. Significant improvement in three categories of performance signals a meaningful strategic turnaround:

· operating margins;

· reputation; and 

· commitment among employees and physicians.

Strategic planning allocates scarce resources. Those scarce resources include not only dollars but the attention and commitment of everyone in the organization. Because it reduces the dollars spent while ramping up the organization's energy level, strategic cost reduction can be a powerful tool in making scarce resources less scarce.
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