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Simultaneously Improving Quality 
and Cost Requires More Than 
Incremental Change
By Kristopher M. Goetz 

Innovative cost transformation will enable hospitals and  
health systems to restructure their delivery models and  
flourish in an era of value-based care.

As hospitals and health systems around the 
country make the transition from volume-based 
care to value-based care, many should funda-
mentally rethink their care systems, quality 
metrics, and cost structures. In most cases, 
instead of settling for incremental changes, 
healthcare leaders may need to restructure their 
organizations to succeed under the value-based 
business model.

A new focus on the link between quality and cost 
is bringing together functions once treated as 
distinctly separate. Bridging operational and 
clinical functions—a task that requires collabora-
tion among the CFO, finance staff, chief medical 
officer, chief nursing officer, and clinical staff—is 
increasingly critical to successfully meet the 
value imperative.

New Approaches to Improving Care Quality

A key element in making the transition will be to 
ensure that a hospital or health system can use 
patient data to improve efficiencies and help 
enhance the quality of care. Organizations will 
need to extract and analyze patient care data 
from electronic health records (EHRs) daily, if not 
more frequently. This information will be vital to 
providing timely feedback to clinicians and 
implementing best and most cost-effective 
practices.

Consider the long-established thinking around an 
issue such as reducing central line infections. A 
common approach for organizations has been to 
hire more nurses, based on the concept that the 
organization can improve patient care with 

increased nurse-to-patient ratios. But such an 
approach increases costs, which reduces 
financial performance. 

The new business model requires that organiza-
tions consider quality, safety, patient satisfaction, 
and financial performance simultaneously. These 
factors are no longer viewed as mutually 
exclusive. Instead of hiring additional nurses to 
reduce nosocomial infections, an organization 
might consider implementing a more automated 
approach that maximizes the efficiency of 
existing resources. One example is an electronic 
system that periodically notifies clinical staff 
when they should implement various evi-
dence-based protocols.
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Another example might be developing predictive 
algorithms to help identify oncology patients who 
need palliative care or hospice consults. By 
incorporating numerous data points drawn from 
the EHR (e.g., the patient’s clinical criteria, recent 
readmissions, physician notes), the algorithm 
would trigger a consult from the palliative or 
hospice team to discuss the patient’s care goals 
and treatment options. If palliative care is 
deemed appropriate, this approach would reduce 
costs by avoiding lengthy admissions to the 
intensive care unit (ICU), while also helping 
improve patients’ quality of life in their remaining 
weeks or months.

Using the Best Measures of Value

Appropriate measurement systems will be a key 
element in the transition to the new business 
model. For many hospitals and health systems, 
implementation of such systems may require 
redefining traditional measures in areas such as 
productivity, staffing mix, and management 
structure to better align incentives for value.

Under the fee-for-service model, for example, a 
laboratory would look at the number of lab orders 
as a vital productivity measure, while a hospital 
pharmacy might look at the number of prescrip-
tions filled. In both cases, higher numbers would 
be associated with greater levels of productivity. 
This model incentivizes more utilization rather 
than the most appropriate utilization.

Measuring productivity on a cost per case basis 
offers a different perspective. Instead of striving 
for a higher volume of lab tests or medication 
orders, organizations consider whether those 
services are being provided in the most effective 
and efficient way. The goal is to offer high-quality 
care while ensuring that such care is provided at 
the lowest-possible cost. This analytical approach 
is appropriate for a value-based model.

Cost per life managed is another suitable metric 
for an organization seeking to manage the health 
and care costs of a defined population. For these 
new methods of measuring productivity to 
succeed, departmental silos should be eliminated 
and physician input will be critical.

Addressing Variability in Care

The Dartmouth Atlas Project (dartmouthatlas.
org) has been measuring healthcare expendi-
tures by geography for more than 20 years and 
has found significant variation in how medical 
resources are distributed and used nationwide. 
Numerous factors can contribute to variation  
in care. 

Supply-driven variation occurs, for example, when 
a patient is kept in the ICU, receiving the most 
expensive level of care for hours or even days 
longer than necessary because of a lack of 
capacity (specifically bed supply) in a step-down or 
medical unit. Preference-sensitive variations, on 
the other hand, refer to differences in care that are 
driven by medical staff—such as when one surgeon 
uses a higher-cost brand and model of orthopedic 
implant, while other surgeons at the same facility 
use a less expensive implant that is of equal quality 
and produces comparable outcomes. 

To transform care protocols and cost structures, 
hospital and health system leaders should identify 
areas of unnecessary variation (or unnecessarily 
large variations) and opportunities to streamline 
practices to improve overall value. For example, 
“60 Minutes” reported that a major cancer 
center plans to exclude a new cancer drug from 
its formulary because clinical trials have shown 
that the drug is no more effective than existing 
cancer medications, and its cost is significantly 
higher (Oct. 5, 2014). Such a decision reflects 
the data-driven balance of economics and care 
quality necessary to generate real value.

Numerous studies indicate that effective care 
protocols, implemented under the right clinical 
and organizational leadership, can significantly 
improve care quality and reduce unnecessary 
variation and its associated costs.

Moving Toward Innovative Cost 
Transformation

In some cases, organizations may need to 
significantly and fundamentally rethink their 
operations—specifically their services and 
businesses—and decide which are core to their 
mission. One of the most difficult decisions is to 
determine what to stop doing—especially 
because, historically, the emphasis has always 
been to do more. Healthcare leaders should 
take a step back and objectively consider what 
their organization’s goals should be during  
the next decade and beyond. Core questions  
to ask are:
> What is our mission?
> How does our mission define our identity today 

and over time?
> How do we want to serve our communities in 

the future?
> If we had to start anew, what would we do 

differently?

Restructuring organizations for effective and 
innovative cost transformation may not be easy, 
but it can be done. With strong leadership and 
effective collaboration, hospitals and health 
systems can make significant improvements in 
quality that will benefit patients as well as  
strategic financial performance for many  
years to come.
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