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11 Reasons Why Cost Initiatives Fail at
Hospitals and Health Systems

By Lisa Miller, MHA
Managing Director, Purchased Services

After nearly twenty years of working with healthcare organizations across every corner of the country,
| see structure, sustainability, and strategy as the most critical aspects of a cost improvement or cost
transformation initiative. This, however, is no easy challenge.

Virtually every hospital across the United States, and perhaps globally, is currently working on a cost
improvement plan or cost reduction initiative. It’s simply a must in today’s ever-changing healthcare
environment. However, executing these initiatives is no easy task. Many hospitals and healthcare
systems struggle to achieve their cost-savings goals. In this article, | will share my perspective on
why cost-savings initiatives fail. From poor implementation and silos to lack of accountability and
sacred cows of spending, | will explore the commmon roadblocks that organizations face when trying
to execute cost-related plans. Understanding these reasons for failure can help hospitals and health
systems improve their chances of achieving their cost-savings goals and improve their overall
financial performance.

Let’s explore the 11 reasons why hospitals fail or get stuck in the
mud when trying to execute their cost-related initiatives.
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1. POOR IMPLEMENTATION

The number one reason that cost-reduction or cost-improvement plans fail, or at least fail to get the
maximum benefit from their plan, is poor implementation. Whether due to the availability of time
or resources, many hospitals end up simply skimming the surface of their overall plan and therefore
missing the opportunities for savings. Poor implementation can include the length of time it takes to
implement the savings. In some cases, plans that should take two to three months to execute, can
take more like nine to eleven months, possibly even a year, to finally complete. As you can imagine,
or have possibly experienced yourself, this gap in execution means you've missed seven or more

months of savings in the interim.
2. SILOS

By their very nature, hospitals are made of different departments and specialties, each with their
own needs and, most likely, each working on their own cost improvement or reduction strategies.
While those teams are doing great work, their work also impacts other departments within the
organization. This can potentially become an even bigger issue if you are talking about different
hospitals within the same healthcare system or hospitals or services that have merged. So, this lack
of a coordinated and cohesive cost strategy across the organization is another reason why hospitals
fail to achieve their full savings potential.

3. ACCOUNTABILITY

Often, we see that hospitals fail because there is little or no accountability for executing the plan.
Successful implementation requires that someone (an individual or a team) will be responsible for
getting it done. By giving the right people ownership of the implementation, they should be able to
look at the opportunity, benchmark it and then set the goal(s) accordingly. More importantly, they
need to establish deliverables as well as metrics and reporting to stay on top of the project, keep it
moving, and identify issues that may need to be addressed along the wauy.

Without accountability, goals and plans often get lost in a shuffle of paperwork on someone’s desk.

4. THE SACRED COW OF SPENDING

Perhaps you've heard it. “We need to cut down on spending, but we cannot look to reduce costs
from the [insert your department of choice] department.”

We hear this all the time. And before we know it, there have been vetoes from making any
recommendations on cost-improvement from five or six departments - they are sacred cows that
simply cannot be touched. My experience is that this often accounts for 30% of the overall spending.

The myth here is that by touching certain areas of spending, you're jeopardizing relationships
-this couldn’t be further from the truth. The reality is by turning a blind eye to the sacred cows of
spending, you are causing more harm than good. It impacts the momentum, the engagement, and
the finances on the path to cost-savings. But when framed another way, you can look at marketing
spend, for example, and say, “Listen, we're spending about 15% too much and we want to make
sure that we’re not paying more than we should. Just like our vendors wouldn’t pay more than they
should for products and services they buy, neither should a hospital.”

That shouldn’t impact the relationship, it only should make that relationship stronger.
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5. RESOURCE AND SKILL SCARCITY

Another big reason why implementation of a cost-saving or cost-improvement plan fails is the
lack of resources and skills. Too many times, these initiatives are placed at the feet of individuals
who are already thinly stretched with competing priorities. To some extent, this also goes back
to accountability. If the person who is accountable, or owns the initiative, does not have the time,
attention, or resources to get it done, it’'s simply not going to happen. So, it's important that when
you begin to frame the structure of your cost initiative you understand the resources and skills that
you're going to allocate to the project.

6. LACK OF CONSISTENT, DAILY COMMITMENT

AND LONG-TERM SUSTAINABILITY

We've all grown up to hear that “practice makes perfect.” Just like that old saying, to realize the full
potential of your plan, it must be practiced - not weekly, not monthly, but daily.

Cost-reduction and improvement plans often fail because the team assigned to the initiative is not
consistently committed to the implementation. Sure, the team in charge wants it to happen, but if
the plan is not being lived, breathed, and spread throughout the organization daily, it’'s not going
to be achieved. To be successful, the people involved must be consistently committed with times
assigned daily to think through the plan, the objectives, the hurdles, and any opportunities.

7. LACK OF OBJECTIVE STATUS ASSESSMENTS

Even the best-laid plan do not always go exactly as planned. But, with the healthcare industry
being so complex and rapidly changing, your plan should always be subject to an honest, objective
assessment to determine how things are going and what may need to change.

I've seen best-in-class organizations take a real, objective assessment of where they are every
two or three years. I'm not talking about an internal assessment, but one that’s done from outside
the organization that will show where your organization is excelling and where there are areas for
improvement. Fresh eyes give you a fresh view to, perhaps, see areas where you may be missing
out on cost-saving opportunities.

Sure, getting that kind of honest review, especially on aninitiative that your organization has devoted
so much time and energy can be scary. After all, no one wants to admit they missed an opportunity,
but plans tend to fail when opportunities - even if discovered from the outside - are ignored. Plans
succeed when we learn from new opportunities and act upon them for the best possible outcome.
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8. INACCURATELY MEASURING RESULTS

| cannot stress enough the importance of measuring results and doing so accurately and regularly.
Often, we'll see organizations create a generalized scorecard for their savings. For example, a
hospital may say, “We finished the spine initiative and we saved $320,000.” The check goes in the
box to say it’'s been done and then it’'s never looked at again. This is a big mistake - because not
only does success depend on having the right measures in place, but they must also be revisited
regularly.

Measuring results, particularly in the first few months after an initiative has been launched, also
means asking questions like:

* Did | get everything that was promised to me?

* Did we miss something?

* Isthere some kind of new variation or utilization in spend that is apparent only now that the new
pricing has been put into place?

Without the right measures, hospitals don’t truly have a litmus test for what is working and what is
not. It may also mean that you're not reaching certain goals from the original plan or missing new
opportunities that may surface as a result.

9. NO STRATEGY

This may seem obvious, but you would be surprised at
how many organizations fall victim to not having an
actual strategy and therefore fail to save any money. It’s
critical to have an overall strategy in place to successfully
reach your cost-saving or cost-improvement goals. I'm
talking about developing a two- or three-year plan that
includes strategic initiatives and objectives.

10. NOT ENGAGING FRONT-LINE PEOPLE

For any cost-saving or improvement plan to succeed, the people with the boots on the ground
need to be engaged - not just aware, but actively involved. This means more than just ideas from
employees. It requires an open, ongoing, and collaborative dialog with employees, patients, families,
and vendors that allow you to see what you might be missing.

By asking better questions and putting them in environments where they can really stretch their
creative thinking and innovation, you can find problem-solving opportunities. You can ask employees
and team members, for example, “What did you see that went wrong and would like to change?” or
“Are there things that happened during your week that you'd like to improve?” And you can similarly
engage patients, families, and vendors.
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11. UNDERESTIMATING THE PRICING WAR

About six or seven years ago, | started to notice a difference in language structures when it came
to pricing and contracts. With the advent of negotiation companies that focused on medical health
care vendors, hospital supply vendors suddenly have been growing more skilled in their negotiation
tactics. The new contracts marginalize the supply chain, empower the departments, utilize the
influencers in other departments and really try to manipulate the supply chain in their efforts.

This is only going to get harder for hospitals because this is just the tipping point. Hospitals really
need to become experts in pricing and pushing back on negotiation tactics, pricing, value tactics
and all the other strategies they’ll be faced with moving forward. The investment to build up your
supply chain team must be equal if not greater.

THE FINAL WORD

Cost-improvement and cost-reduction initiatives are critical in today’s ever-changing healthcare
environment. However, many hospitals fail to achieve their goals due to various reasons such as
poor implementation, silos, lack of accountability, and sacred cows of spending. The myth that cost-
savings initiatives can harm relationships is not true and by turning a blind eye to these sacred
cows of spending will only cause more harm. Additionally, the scarcity of resources and skills in the
organization can also hinder the implementation process.

Successful cost-improvement initiatives require a comprehensive strategy that involves all
departments; a clear implementation plan; and accountability for its execution. By addressing these
key reasons for failure, organizations can increase their chances of achieving their cost-savings
goals.
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For a different take on why cost savings initiatives fail at hospitals
and health systems, please read Lisa’s companion piece to this article
entitled: “Why do cost savings initiatives fail in healthcare and what
you can do about it.”
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