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McKinsey Global Survey Results:
Unprepared for changes in health care

! McKinsey Quarterly conducted
the survey in May 2009 and
received responses from

367 executives in the health care
industry. Sixty-eight percent

of respondents represent

the United States; the remainder
represent developing markets.

Ongoing health care reform and a new economic environment will have a significant
impact on the industry. Yet most players are not ready for change. Those who are innovate
differently and focus on increasing the value of health care.

Only 30 percent of executives representing the health care industry in the United States say their
companies are ready for reform and changing economic conditions, according to a McKinsey
survey on how prepared industry players—payers, providers, and pharmaceutical companies—are
for change! However, 76 percent say the impact of reform on the industry will be significant, and
54 percent say the same about the effects of the current economic crisis.

The survey asked executives where their innovation efforts are focused, which areas are likely to
provide the greatest benefit to their companies in the near term, how the importance of innovation
has changed within respondents’ companies since the financial crisis erupted, and how ready they
are to adapt to ongoing reform and the new economic environment.

The minority of companies whose executives say they are ready to adapt have a different strategic
focus than the others. Their top priority is to increase the value of health care by, for example,
reducing the misuse, underuse, and overuse of care or increasing the quality of care received. In
contrast, at most companies, the top priority is increasing revenue or membership growth. Also,
companies prepared for change innovate differently: they can count on leadership’s support, for

example, and drive innovation in a wider range of areas, including product design, customer service,
and IT.
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Is the industry ready?

Despite ongoing attention in the United States to health care reform and the current economic

crisis, less than a third of health care executives say their organizations are “extremely” or “very

ready” for reform; slightly more are prepared for changes in the economy (Exhibit 1). Among

insurers, the percentage who report they are prepared for reform drops to 14 percent, and more

than 20 percent say they simply don’t know. (In contrast, only 2 percent of executives at providers

and 6 percent of executives at pharmaceutical companies are unsure about their organizations’

preparedness.)

Exhibit 1
Unprepared for change
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Executives who say their companies are ready for reform are focused on increasing the value of
health care. This strategy makes sense in the face of rising costs of care. Among respondents overall,
however, 42 percent say the top priority is instead increasing revenue or membership growth.

Companies that are prepared for change are also more likely to have leadership teams that support
innovation. Moreover, in the face of economic crisis and the US election, innovation has taken on an
even more prominent role at these companies: 75 percent of executives who say their companies are
prepared for change—versus 58 percent of respondents overall—say the importance of innovation
has increased since September 2008. Moreover, 63 percent of executives at well-prepared
organizations say their leadership teams encourage new ideas, compared with 43 percent overall
(Exhibit 2). One-third say their senior leadership does extremely well at developing an innovation
strategy, versus only 11 percent overall, and almost 80 percent consider their organizations more
innovative than their competitors, compared with about 50 percent of respondents overall.

Exhibit 2
Companies prepared for change

% of respondents! Total, n = 367

Il % of respondents who say their
companies are extremely/very ready for
ongoing health care reform, n = 122

Which of the following statements describe your organization?

Our leadership team encourages 43 We don’t have enough big ideas 18
new ideas. I 63 but have many small ideas. i s
We have good ideas and ) . )
raectecivoy e [ 50 miomalios | I
at least some of them. '
We have pockets of successful
) __ innovation, but innovation 38 Our leadership team doesn’t 13
\is not developed and sustained NN 29 encourage new ideas. | I
throughout the company.
We have good ideas but are not 30 We don’t have enough ideas, 1
N _/ good at commercializing them. NN 28 big or small. B
( s 1Respondents who answered “none of the above” or “don’t know” are not shown.
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A diversified innovation portfolio

Companies prepared for change also pursue innovation in a wider range of areas than others do
(Exhibit 3). As these companies aim to increase the value of health care, they are focusing their
innovation efforts on product design and customer service equally. The well-prepared companies are
also targeting innovation in the areas where they expect to gain the most benefit in the next one to

Exhibit 3
Innovation strategy

B Extremely/very ready for ongoing In which of the following
health care reform, n =122 areas is innovation likely to
u ﬁggnﬂyé 2;’; ?éfilrlnzez;dy:f%ongoing In what areas, if any, is your provide the most benefit
' organization currently focusing to your company in the next
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three years—much more so than less prepared organizations are. Furthermore, companies that are
ready for change have assigned dedicated personnel to these areas or have budgeted funds to use
over the next 12 months in response to reform (Exhibit 4).

Exhibit 4
Responding to reform

% of respondents! M Total, n = 320

Il Extremely/very ready
for ongoing health care
reform, n =113

In which of the following areas, if any, has your organization dedicated specific
resources (personnel or budgeted dollars) to respond to health care reform in the
next 12 months?

Product design Network management -1921
Information technology Claims processing 1112
Customer service support Distribution %

Underwriting l79

No dedicated resources H 9

none of the above,” or “don’t know” are not shown.
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2 Medical management includes

utilization, disease, and
care management to ensure the
effectiveness of care.

Prepared or not, health care providers are more focused compared to other players. Providers say

product design, customer service, IT, and medical management? are likeliest to yield the majority of

benefits in the near term and they are focusing most of their innovation efforts on those four areas

(Exhibit 5). By contrast, insurers invest significant effort in product design, yet this is the area they

say is least likely to yield returns in the near term.

Exhibit 5
Where the innovation is

Health care providers, n = 229
& Insurers, n = 41
M Pharmaceutical, n = 97
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the most benefit to your company
in the next 1—3 years?

% of respondents!

1Respondents who answered “other” or “don’t know” are not shown.
2Medical management includes utilization, disease, and care management to ensure the effectiveness of care.
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Adjusting to the changing world

To prepare for health care reform and a changing economic environment, 65 percent of respondents
at companies prepared for change say they have made one or both of these subjects a formal part

of leadership meetings and discussions. Forty-five percent of executives also mention gathering
competitive intelligence as a way to prepare. While 70 percent of respondents at these companies
say they are reducing operating costs in response to the crisis, around 60 percent are also focusing
on more strategic initiatives, such as increasing productivity and introducing new products or
services to take advantage of weakened competitors (Exhibit 6). By contrast, about 85 percent of the
unprepared are focusing on reducing operating costs, followed by only 35 percent who are aiming to
increase productivity.

Sixty percent of hospital executives are responding
to the economic crisis by taking steps toward
increasing productivity, compared with 47 percent
of the health care industry overall

Exhibit 6

Strategic initiatives to confront the crisis

% of respondents! W Total, n = 367

Il % of respondents whose
companies are extremely/very
ready for a changing economic

Which of the following actions, if any, has your environment, n =136

organization taken or is it considering in response to the

current economic environment?

Reduction in operating costs -7076 Reduction in capital investments -280

) . 47 Reduction in spending on 21
Increase in productivity - 62 philanthropic activities 16
Intro.ducnon Of new products/ 46 Hiring talent that would not have 20
services to gain market share from 58 been available otherwise 33
weakened competitors

’ 42 ; ; 20

Restructuring - 42 Exit from certain markets 24
Search for merger or -38 ) . I 4
acquisition opportunities 4 Increase in hedging 5

1Respondents who answered “other,” “none of the above,” or “don’t know” are not shown.
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3 The survey was conducted in
January 2009 and includes
responses from 4,100 consumers
in the United States.
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Overall, most new ideas, health care executives say, come from competitive market analysis and
employees. Surprisingly, given the increasing public attention to consumer-focused health

care, only 41 percent say new ideas come from consumer insights. Further, the results indicate execu-
tives have more to learn about consumers’ preferences when purchasing health insurance and

other health-related products. Around 50 percent say employers exert the most influence on consumers
who are choosing insurance and that employers are the preferred purchase channel. A separate
McKinsey consumer survey on retail health care,3 however, found that consumers are more likely to
go to health insurance companies’ Web sites for information and prefer to purchase health insurance

from a salesperson or agent in person or via phone.

One in three respondents say their organizations do not currently have in place any formal
mechanisms to facilitate innovation. Thirty-one percent say their organizations have formal partner-
ships with research centers or academics, followed by 27 percent whose companies have dedicated
funds to innovation initiatives. Executives who rate their companies as more innovative than their
competitors are more likely to have dedicated funds to innovation (35 percent versus 27 percent

of respondents overall) and to have in place a council or committee that reviews innovation initiatives

and their progress (32 percent versus 25 percent overall).

« While each player within the industry—insurers, providers, and pharmaceutical companies—faces
a different set of challenges, many could benefit from improved innovation practices. These include
setting an innovation strategy that focuses on the areas most likely to yield returns, applying more
sophisticated consumer insight techniques, and generating ideas using sources beyond employees
and competitors.

« Investments in product design are critical as organizations prepare for change, but insurers and
health care providers can’t afford to overlook innovations in customer service and IT, which they
say will also provide the most benefit in the near term.




