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The Most Important Day
Every management team that undertakes a major cost‑reduction program ought to set aside a day dedicated to thinking about the work of their organization from the customer's perspectives.

In pursuit of competitiveness, pressure to reduce costs has caused every industry, including health care, to reexamine itself.  Often, this self-examination leads to a flurry of expense cuts.  Although some of these cost reduction campaigns are introduced within the context of quality improvement or reengineering, they often quickly come unglued from their philosophical underpinnings.

In the rush to meet targets and deadlines, managers are incented with bonuses while employees scurry to be survivors.  What gets incented, gets measured and what gets measured, gets done.  When dollar savings get measured, expenses get reduced.  Management declares victory.  Theoretically, the organization now is positioned to compete more effectively because its costs are down.  

Unfortunately, it's rarely that simple.  Often the result of cost cutting is lasting demoralization of the work force, degradation of customer satisfaction and a slow reabsorption of expenses.  Like a wrung out sponge, the organization quickly soaks in new expenses until it's once again soaked heavy.

A chimpanzee with a calculator can reduce expenses.  Volume derived from market advantage, however, is much harder to come by and harder to recover once lost.  Of course, expenses and volume are two sides of the same coin, inextricably linked with one another.  Impact one and you can dramatically impact the other.  Theoretically, you can reduce expenses to zero.  But long before you get there, you'll have reduced the organization and its services to something the marketplace won't bother with.

Maintaining a balance between expenses and customer value is the essence of a sustainable business.  Get either side of the ratio too far out of whack and you're heading for disaster.  Driven largely by financial concerns in the '70s, GM decided to use the same chassis, power drives and very similar body components across all of its divisions.  The result was Pontiacs that looked like Oldsmobiles and Buicks.  Cadillac marketed a cosmetically altered Chevy under its marquee.  Quality was a minor consideration.  The potential for standardization and economies of scale was immense.  This line of cars was an accountant's dream.  Of course, it was a move that almost ruined GM.  Customers turned to the variety and quality offered by the Japanese and the Germans.

Most cost reduction initiatives aren't nearly as coherent as GM's.  They are willy-nilly and piecemeal.  Teams are formed and chase costs with little or any consideration for how costs in one area interact with costs in other areas.  Such sub optimizing rarely reflects failure of the teams or individuals who bring it about.  Instead it reflects the failure of leaders to see things whole.

Every management team that undertakes a major cost reduction program ought to set aside a day dedicated to thinking about the work of their organization from the customer's perspective and how the organization creates value.  The first agenda item for such a gathering should be this question:  "Who's the customer?"  This simple question will surely set off a torrent of debate.  Some will argue that it is the employer.  Some will say the health plan.  Others will suggest that it's the patient.  Some will assert that it is the doctor.  Others will wonder if it isn't all of these.  It is an important debate.

Debate this question if you want, but when push comes to shove in the marketplace, there's one customer that matters more.  And that's the one who ultimately selects and uses the product.  As long as consumers continue to choose their doctors and their health plans, they remain the ultimate customer.  Are they likely to lose or give up that choice in the future?  I wouldn't count on it.  Consider the folks that already comprise 50% of the patient load in most hospitals and consume 70% of the health care resources?  What about the docile elderly?  The elderly have a voter participation rate of 60%.  The average for the non-elderly is 30%.  Today, they constitute 14% of the population.  In ten years, that number will surge to 40%.  When people ask me:  What kind of care will the elderly get in the year 2020?  I respond by saying, "Whatever they want - whatever they want."

For hospitals, physicians, health plans and insurers the ultimate customer is someone who, whether healthy or ill, seeks to be assured of access to caregivers.  Everybody else is an intermediary or a link in the value creation process.

One of the most dangerous concepts to work its way into the lexicon of organizations is that of the "internal customer."  There are no internal customers.  All real customers live outside the organization unless they are in their role of consumer (a hospitalized nurse, for example).  In health care, the notion of an internal customer degrades the primacy of the ultimate customer - the patient.  

In one large medical center, I watched as members of the nursing staff, well inoculated in the concept of the internal customer, concluded their needs ought to take primacy over those of patients.  The issue was parking spots.  The nurses insisted their parking spots ought to be closer than those of patients and families.

Markets buy value.  And value is part of a ratio with price serving as the denominator.  The numerator is comprised of benefits relevant to the customer - quality, peace of mind, reliability, access, breadth of service, compassion.  The market always buys on value.  And the market is inevitably, sometimes slowly, but inevitably - wise.

Economists and most business consultants have a pretty narrow definition of what it means to be "value added."  Value added activities are those which directly create benefits or utility for the customer.  Everything else is "overhead."  Some of the more hard-nosed observers of the health care industry contend that the only activities that are value added are those that directly touch a patient or keep them healthy.  If you don't touch patients or keep them healthy, you're overhead.  In healthcare, that leaves a lot of overhead.  The organizations that will thrive in the future are those that can most dramatically impact both the numerator and the denominator of the value equation.

The consumer isn't a set of actuarial tables.  She's your mother.  When she buys health care, she's purchasing "the most intimate of all human services."  Someday, she may buy those services when her life is balanced on the precipice.  And at that moment, her most precious relationship is not going to be with a health plan executive, a clerk or a hospital administrator.  It will be with a doctor.  

Everyday, the most powerful force in health care, the ultimate customer, sits down in the waiting rooms of doctors.  No one in health care is in a better position than physicians to impact both the numerator and the denominator of the value ratio.

You've heard it before, 80% of the cost and quality in American health care flows out of the tip of a physician's ink pen.  And no one puts more hands on the patient or is in a position to more directly contribute to their well being than doctors and nurses.

There are some folks who should be sitting in a room with the management team during a one-day meeting focused to customers and value - doctors and nurses.  No one has more influence with patients and families.  Now that everyone's in the room and there's been some earnest discussion of the customer and the importance of value, it's time to get to work:

1.  Hand everybody six over-sized index cards and ask them to put on these cards (preferably using a marking pen and large, legible type with no more than three words per card) (1) what value customers are seeking when they visit the doctor's office or the hospital (3 cards) and (2) what makes your organization different in delivering value (3 cards).  

You may get some complaints like, "I can't get this all on six cards."  (Stand firm.  Such narrowing disciplines thinking and forces tough choices.)  Or, "This is really hard."  (Be sympathetic.  It is hard.)

2.  Tape these cards to two walls (the "value" wall and the "difference" wall).  Ask the group to cluster the cards that are redundant or related to each other.  Create a "header card" that succinctly describes the key value conveyed by each cluster of cards.  Drop off the outlier cards that don't fit into a cluster.

The "value" wall should have a cluster of cards that describe why you exist as an organization.  As a health care organization, you may find that on the "value" header cards are words like Diagnosis.  Intervention.  Recovery.  Maintenance.  Prevention.  

On the "difference" wall may be clusters like Comfort. Reputation. Responsiveness.  They describe what sets you apart and identify your core processes.  Some of the clusters will have more cards in them than the rest.  Those are your "high priority" clusters.

3.  Now have the group take the high priority clusters on both walls and ask (again from the customer's perspective) what must happen in order to deliver the value or the difference.  What are the big macro steps that must be taken?  Ask everyone to try to boil it down to 5 to 7 steps for each core process and write each step on an index card.  

4.  Then for each cluster, put the macro step cards on the wall.  Again, have the group cluster redundant and related cards.  This time, a connection should be established between the clusters.  One cluster should lead to another.  Draw arrows on cards and place them between each cluster.  Repeat this approach for each cluster.  The result should be a map that relates all the macro steps for each cluster.  

5.  Ask the group to rate each macro step on a scale of 1 to 10 based on the level of "value" or "difference" it creates for the customer.  

By the end of the day, the group should emerge with something it potentially didn't have at the beginning of the day, a deeper understanding of the value-added work of the organization from the perspective of the customer.  Such high level decomposition of the organization can help pull cost reduction into a systematic approach grounded in the marketplace rather than a financial spreadsheet.

Such mapping exercises can foster a much more enlightened, productive and sustainable approach to cost reduction by creating a framework for deploying initiatives, creating a sensitivity for the interrelatedness of such initiatives and providing direction regarding which initiatives are likely to have the greatest impact (negative or positive).  
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