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STRATEGY FOR SYSTEMATIC 

INNOVATION

A Discussion of Provider Systems 

Pursuit of Growth
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WE ARE REMINDED EVERY DAY OF THE “FOURTH INDUSTRIAL 

REVOLUTION”

Amazon has 100 Million 
Prime subscribers; 

Amazon’s market 

capitalization is 3X that of 

Walmart.

Value of a NYC taxi 

medallion dropped from

$1.3M to $160,000
since ride-sharing disrupted 

their market. …“We will set up physical and 

virtual clinics, and AI services in 

the United States,” he said, 

adding that Babylon would 

be operational with U.S. 

clinics in 2019, starting state by 

state. “For a fixed fee, we take 

total responsibility for the cost 

of primary care.”…

“Babylon’s most important customer till now has been Britain’s 

state-run NHS, which since last year has allowed 26,000 

citizens in London to switch from its physical GP clinics 

to Babylon’s service instead”

Source: Forbes, Motley Fool

Artificial Intelligence 

Doctor App

How many 

Babylon’s 

are out 

there?

Robinhood, commission-

free brokerage, surpassed 

E*Trade in 2018. It doubled 

in one year and now has 

4M accounts.
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EVEN AS THE ECONOMY IS DOING WELL, PROVIDER SYSTEMS 

INCREASINGLY FACE HEADWINDS

Is the scope of a health system’s strategic plan expanding?

How are you responding?

“Earlier this month, Ascension board of directors unanimously endorsed its 

new "advanced strategic direction," Tersigni told his employees, as it faces 

dwindling reimbursement from government and commercial payers; 

growing regulatory complexity; 

skyrocketing pharmaceutical costs; 

shifting from inpatient to outpatient care and

from fee-for-service to value-based care; and

increasing competition.”

Modern Healthcare, March 2018
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REVENUE AND MARGIN GROWTH IS PROVING TO BE MORE 

ELUSIVE

7.6%

6.1%

4.6%

2015 2016 2017

7.1%
6.5%

5.5%5.9% 6.2%

9.6%

-0.1%

2.0% 1.9%

Admissions and Observations ER Visits Outpatient Visits

2015 2016 2017

Revenue Growth Rates are Declining Utilization Growth Declining

Commercial Payers No Longer a Safe Bet

Sources: 1. Moody’s Report on Non-Profit and Public Hospitals; all figures are medians 2. AHA Chartbook 2018; includes Medicaid and Medicare Disproportionate Share payments  3. CMS

Annual Operating Revenue Growth Rate Utilization Growth Rate By Category

Aggregate Hospital Payment-to-Cost Ratio

149%

144%

Commercial

2012 2016

Government is Switching to Managed Care 

13%

34%

Medicare Advantage

2003

2018

58%

81%

Managed Medicaid

2002

2016

Managed Care Penetration Rate 

As a Proportion of Total Medicare Enrollees As a Proportion of Total Medicaid Enrollees
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AT THE CORE OF THIS IS THE DESCENT OF COMMERCIAL 

INSURANCE…

Share of people covered by job-

based insurance with deductibles 

exceeding 5 percent of household 

income grew 6X, from 2 percent to 

13 percent, between 2003 and 2016

63% 54%65%

Private Insurance Coverage

1990 20101980

Sources: NBCI, KFF, Commonwealth Fund

56%

2017

A unique feature of US system is health 

insurance as an employment benefit. In the 

post-war era, union negotiators ushered in 

an era of first-dollar coverage. The margin on 

this business allowed provider systems to 

cross subsidize money losing services and 

payers. But that model is now under 

pressure.

WHERE you do business, WHAT businesses you are in, 

and the BUSINESS MODEL you follow dictate both 

margin and revenue growth.
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…AND ASCENT OF CONSUMERISM

Rise of the high-deductible health plan 

has materially accelerated consumerism 

in the healthcare industry. 

Patients and payers are expending more 

energy on identifying and utilizing lower 

cost, higher quality access points in lieu 

of the traditional ones.
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NEW MODELS ARE PUTTING THE EXISTING VALUE CHAINS AT RISK 

OF OBSOLESCENCE

New 

Entrants

• Established healthcare companies 

expanding into adjacent 

businesses (e.g., Aetna/CVS, 

Optum/DaVita/WellMed, etc.)

• Behemoths from other industries 
venturing into healthcare (Apple, 

Amazon / JP Morgan Chase / Berkshire 

Hathaway, Verizon, Microsoft, etc.)

• Digital health startups entering the 

fray backed by significant venture 

capital (e.g., Helix, HeartFlow, etc.)

New 

Technology

• Next generation analytics 

capabilities (e.g., big-data, predictive 

modeling, AI) applied across clinical, social, 

behavioral and financial domains

• The promise of “anytime, anywhere 

access” enabled by emerging 

technologies (e.g., Blockchain, Cloud 

computing, Connected Devices, IOT) 

driving increased portability

• Repeatable tasks being eliminated to 

drive greater productivity (e.g., 

workflow automation)

New 

Opportunities 

for Current 

Models

Emerging 

Healthcare 

Models

• Increased Standardization 

and Efficiency (e.g., HCA 

has been successful with 

standardization of back-office 

with investments in IT, 

physicians, and managed 

care compared to other 

systems; HCA’s acquisition 

of Mission Health)

• New Configurations (e.g., 

UnitedHealthcare is now the 

largest employer of physicians, 

the MA value chain looks very 

different than the traditional 

one)

• New Models (e.g., OneMedical

- tech-enabled concierge 

primary care company)
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THIS PHENOMENON IS NOT NEW…

The “invisible hand” has been trying and continues to seek substitutes for the 

core product of provider systems, the Inpatient Stay

Traditional Access Points “Newer” Access Points

Hospital

Emergency Room

• E-Visits

• Urgent Care

• Retail Clinic

• O/P Diagnostic

• OP Surg Centers

• SNF’s

• Home Care

• Rehab

And hospital days/1000 continue to decline even in the face of an aging 

population
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…BUT JUST AS HOSPITALS BECAME PROVIDER SYSTEMS, 

PROGNOSTICATORS ARE URGING NEW PATHWAYS TO GROWTH

Provider systems were able to expand into historic substitutes. 

How will they participate with revenue stream of new ones?
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“COOL APPS” ARE STARTING TO GET “COMMERCIAL GRADE” 

ZocDoc is eliminating 

subscriptions in favor of a 

model that charges for 

every new patient booking, 

despite objections from 

some longtime providers.

ZocDoc’s Old Model

Subscription Based

$3600 per year per 

doctor

- Used by over 6 million U.S. patients a month

- Valued in 2015 at about $2 billion

- Backed by big names in technology, including Jeff 

Bezos, Marc Benioff and Peter Thiel

And This Just Happened…Signals Increasing Market Power

ZocDoc’s New Model

Transaction Based

Fee Per Booking
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CREATIVE DESTRUCTION IS FORGING ENTIRELY NEW CONTEXTS, 

RESULTING IN TRANSFORMATION OF INDUSTRIES

There is increasing 

consensus among 

healthcare leaders 

that disruption is 

imminent.

Transformed Industries in last 20 years

Newspaper 

Publishing

Communications Banking

Bookstores Music Travel AgenciesRetail

Media

Healthcare

Next?

Yet for provider systems, 

actual market impacts still 

sound like a “leaky pipe” 

rather than “time for a new 

house.”

So, business model 

innovation does not YET 

seem like a solution for 

everything, but rather a 

case-by-case ROI analysis.
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PROVIDER SYSTEMS ARE EXPERIMENTING WITH INNOVATION IN 

DIFFERENT ARENAS…

Labor & Supply Optimization

Overseas call centers in Israel and the Philippines staffed 

with U.S. licensed nurses to address patient questions

Overseas Call Center

Patients with HBA1C levels greater than 8 and identified 

as being food insecure are given a referral to access 

healthy foods at the Farmacy

Dedicated physician resource across inpatient episode and 

post-hospitalization period to ensure a return to health

Fresh Food Farmacy

Extensivists

eTrak

Leverages RFID tags to track mobile medical equipment 

Surgical Schedule 

Optimization
Block Scheduling Optimization (BSO) tool prevents high 

inpatient census days and optimizes use of operating rooms 

and surgical robots

KP Health Connect
Patient portal with care delivery support, ancillary services 

connection, health plan administration connectivity shown 

to improve preventive screening rates and chronic care

Workflow Efficiency Access

Social Determinants of HealthCare EffectivenessPatient Experience

Reduced cardiac cath lab costs by implementing cost-

guiding labels for supplies, saving $990,000 annually

Cost-Guiding Labels

Creates efficiency in the appointment check in process by 

providing patients with a QR code that can be scanned at 

check in kiosks to verify demographics, pay copays, verify 

insurance eligibility, and sign documents

Appointment Pass

POC gathering tool collects consistent and standardized 

data on patient concerns and triggers remediation actions 

in real time across Baylor Scott & White’s 49 hospitals

POC Survey

Home Telehealth program monitors 160 patients per month 

in their homes following a hospitalization to reduce readmits

Home Telehealth

Inova’s Concierge Medicine program provides patients with 

24/7 access to care for a upfront membership fee

VIP 360

CAPABLE provides RN, Occupational Therapy, and home 

improvement services to keep seniors safe at home.

CAPABLE

Care platform with connectivity to interdisciplinary mental 

health team including family members

Alluceo

Command Center

Operational command center that aggregates hospital 

wide data in real time and leverages predictive 

analytics and AI to optimize throughput

Virtual reality (VR) based therapy for PTSD treatment

Bravemind

Sensely PartnershipOur Care Wishes
Online platform to streamline the documentation of 

advance directives. Platform may eventually link to EHR
Programmed triage protocols on Sensely

avatar to identify appropriate level of care
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…YET PROVIDER SYSTEMS CONTINUE TO STRUGGLE TO BRING 

NEW INNOVATIVE MODELS TO LIFE

Maximizing 

Reimbursement Rates

Optimizing Revenue 

Cycle

Improving Market 

Essentiality and Scale

PROVIDER SYSTEMS TYPICALLY 

FOCUS ON SELECT AREAS…

Improving Patient 

Safety and Quality

Growing Share of 

Wallet with Patients

Driving Breakthrough 

Productivity Gains

Physicians – Subsidy 

to Impact

Driving Return 

from IT

WHILE DEPRIORITIZING OTHERS…

Provider systems #1 

Problem: Applying 

Yesterday’s Tools

to Contemporary Issues

Scaling Agile 

Operating Models

Relying on 

traditional strengths 

to steer through 

unfamiliar, turbulent 

waters is risky.
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IN ADDITION, PROVIDER SYSTEMS SHOULD RECOGNIZE THAT 

DISRUPTION NEED NOT HAPPEN ALL AT ONCE

Disruption seldom happens in 

an event (like the Y2K), and it 

need not upend your entire 

value chain – an impact to one 

part at a point in time could 

still be sufficient to threaten 

your future.

Change is coming in dribs and drabs,

and provider systems need an innovative plan to continue to grow. 

Inaction or indecision is also a move with consequences, especially if it has 

material impact on margin.
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WINNING PROVIDER SYSTEMS WILL DRIVE BUSINESS MODEL 

INNOVATION THAT IS DIGITAL ENABLED

Consumer 
Centricity

“Big Bets” for 

Business Model 

Innovation

Rise of HDHP and Medicare Advantage

Breakthrough 
Productivity

Expenses rising faster than revenue

Reimbursement downward trend

Changes in Consumer Behaviors/Attitudes

Digital Driven 
Essentiality

Information-based value chain disruption

Big Trends/Forces –

Driving Need for Change

• “Amazon and Apple like 
experience” - ”wow me”

• Multi-channel consumer 
engagement model

Clinician apathy and switching risk 

Most Important 

Enabler –

Digital Assets

• Intelligent machines that use 
AI, Machine Learning, etc.

• Propelled by big data, cheap 
storage and computing 
infrastructure

• Future basis for competition -
digital platform

• “Own the digital front door”

• Command Center for 
deployment of  scarce resources
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WE BELIEVE THERE ARE THREE PRINCIPLES THAT DRIVE 

SUCCESSFUL INNOVATION AT LARGE ORGANIZATIONS

ALIGNMENT WITH ENTERPRISE STRATEGY

• Successful organizations invest in systematic innovation while continually 

calibrating against enterprise strategy and long-term operating plans

• Without this critical linkage, investments tend to flounder, innovation 

activities get misaligned and eventually retired

1

CLEAR UNDERSTANDING OF CONTEXT

• Successful organizations are hyper-aware of their identity and operating 

context and can clearly outline their current and future positions along 

multiple dimensions – industry, market, demographic, regulatory, and social

• Equally importantly, they know where NOT to play

2

CONTINUALLY ORIENTED TOWARDS ACTION

• The leap from lab environment to full scale implementation cannot occur 

unless action is ingrained into the DNA of systematic innovation efforts

• This requires a) selecting the right operating model that fosters action and 

b) rapidly translating mature ideas into initiatives with funding and 

leadership commitment

3

Example
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IN CONCLUSION, PROVIDER SYSTEMS CAN NO LONGER AFFORD A 

“CHECK-THE-BOX” STRATEGY

• Private plans have been part of Medicare 

since the program’s inception in 1966; 

enrollment went up from 13% in 2005 to 

34% (or 20 million lives) in 2018

• UHC’s focused differentiated strategy 

and market share growth:

• 2004 – 5% (250K of 5M)

• 2010 – 18%

• 2015 – 20%

• 2018 – 25% (4.9M of 20M)

• UHC and Optum continue to evolve their 

business models to capitalize:

• Owning key parts of delivery system

• Deploying new capital and technology

• Dictating rates and terms

Winning organizations 

will put 

innovation at the center 

of strategic planning 

to unlock revenue and 

margin growth,  

and drive change in a 

methodical, 

disciplined and 

pragmatic manner.

Example – Focused Strategy and Execution

Medicare Advantage Strategy

Source, KFF, ResearchGate
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THANK YOU!

CONTACT INFORMATION

Rulon Stacey
Managing Director

Email: rulon.stacey@navigant.com

Phone: 612.615.5189

Deepak Damodaran
Director

Email: deepak.damodaran@navigant.com

Phone: 408.480.6363
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QUESTIONS? • Valinda Rutledge| vrutledge@apg.org

mailto:vrutledge@apg.org
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