
Diagnosis: A margin improvement plan that’s 
stuck in the past. Cure: A clinically integrated, 
tech-enabled model that levels up your efforts 
and sustains the gains. Here’s how to build it.

The ‘90s Want Their 
Hospital Performance 
Improvement Plan Back
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Many hospitals and health systems today face the same problems they did 
two or three decades ago: Their margin improvement efforts result in only 
incremental improvements, and they lack a reliable way to sustain it.

For margin improvement to succeed, “nipping around the edges” is no longer sufficient. 
Hospital operators have to link financial improvement strategies to their core business: 
patient care. With a focus on clinical redesign, margin improvement is elevated from 
a siloed goal to a data-driven strategy that yields a positive impact on the overall 
business while redesigning the clinical operating model to function more effectively.

THIS PAPER PRESENTS THE FOUR KEYS TO SUCCESS IN DESIGNING  
AN EFFECTIVE MARGIN IMPROVEMENT STRATEGY THAT WEAVES  
ITSELF INTO THE FABRIC OF THE OPERATING MODEL.

Executive Summary 
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As the healthcare industry manages through the pandemic and continues the transition to 
value-based care, wherein reimbursement is contingent upon delivering high-quality care at the 
lowest possible cost, hospitals and health systems are looking for additional opportunities to 
improve margin. The department-level initiatives that prevailed in the 1990s have been tapped 
out; now, the key to a stronger operating model is efforts that are holistic and sustainable.

While data is central to successful margin improvement efforts, health system 
leaders are struggling to gather the baseline information that accurately identifies 
variation and improvement opportunities in a timely manner. In an August 2020 poll 
that included nearly 150 healthcare providers during a Premier webinar, more than 
half said that data in their organizations is fragmented and difficult to put together, 
and that stakeholders are overwhelmed with the volume of data and reporting.

IN PREMIER’S WORK TO SUPPORT HEALTH SYSTEMS TO SUSTAINABLY 
IMPROVE THEIR BOTTOM LINES, WE’VE IDENTIFIED FOUR COMMON 
OBSTACLES TO EFFECTIVE MARGIN IMPROVEMENT:

1. Providers are unable to wrap their arms around the data that’s required to 
underpin a successful and sustainable margin improvement effort. The most helpful 
data includes cost, clinical and revenue information; is able to be benchmarked 
against an organization’s own performance as well as peers across the nation; and 
offers drill-down capabilities by facility, department, provider and even patient.

2. Providers don’t have a central, reliable repository for their data. Many health 
systems today are the amalgamation of other sites of care, including physician 
practices, independent providers, community hospitals, post-acute facilities 
and more. With each addition to the family comes a disparate data platform to 
attempt to homogenize. Even facilities that have in-house IT teams may deal 
with conflicting data reports, increasing the need for a single source of truth.

3. Margin improvement efforts don’t address the members’ core business: 
patient care. Individualized and department-level efforts that try to work 
around physicians and clinicians – as opposed to with them – may yield 
incremental improvements, but without clinical partnership, they will not be as 
comprehensive or strategic. As a result, these initiatives do not have as good 
a chance to be sustained moving forward. The most impactful improvement 
activities don’t try to avoid the clinical operating model; they begin with it. 

4. Once improvement is achieved, providers lack the tools to sustain the gains. These 
are the same problems many hospitals and health systems faced two or three decades 
ago. Performance improvement or “Lean” initiatives work for as long as an engagement 
lasts, but don’t enable providers with the tools and resources they need to continue the 
work. For long-term sustainability, technology enablement must be part of the process.

 
Hospitals and health systems facing even one of these challenges risk not only 
finances, but also quality of care. Research shows that strong financial performance 
is associated with improved patient-reported experience of care, which relates to their 
perception of quality and safety. One study found that financially stable hospitals are 
better able to maintain highly reliable systems and provide ongoing resources for quality 
improvement – which ultimately provide a better experience and outcomes to patients.

Introduction
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Healthcare providers are mission-driven – they exist to improve care in their communities, 
ensure the health of their local citizens and often act as a safety net for some of the most 
vulnerable. They are the training ground for the clinicians and physicians of tomorrow, 
their clinical trials and studies advance the science of healthcare, and they often fund 
efforts to train providers in under-resourced areas of the world on advanced medicine.

As the saying goes, “no margin, no mission.” Healthcare delivery relies on margin, 
but unfortunately, many providers live on slim margins. According to studies, about 
a quarter of total healthcare spending in the United States is waste, with failure 
of care delivery and care coordination accounting for $130-240 billion. This has 
led to the spread of care variation reduction initiatives in recent years – efforts 
to reduce waste and unnecessary care, and standardize care delivery. 

These realities were in place before “COVID-19” entered our vernacular. Even pre-
pandemic, about a quarter of rural U.S. hospitals faced closure. The pandemic 
accelerated many of these financial straits, with the American Hospital Association 
estimating the nation’s hospitals and health systems lost an average of $36.6 
billion per month from March to June 2020 treating COVID-19 patients alone. 

At the same time, the industry has witnessed the rise of disruptors, including health plans 
and private equity firms. These firms are working with independent physicians and practices 
to improve the customer experience with a focus on innovation, technology and value. Payer 
policies have also incented outpatient care, with the Centers for Medicare & Medicaid  
Services proposing in August 2020 to eliminate the Inpatient Only list over a three-year period.  
If implemented, this change would remove about 400 musculoskeletal-related services from the 
list, shifting high-margin operations like total knee and hip replacements to the outpatient setting.

Against this backdrop and shifting patient preferences, leading health systems have 
found a margin improvement approach that works. With this framework, they’re 
able to not just improve the bottom line, but to standardize care. What’s more, they 
are using this framework to ensure a positive impact to the health system over 
long-term horizons – as opposed to short-term or fleeting advancements.

THE COMPONENTS OF COMPREHENSIVE AND SUSTAINABLE MARGIN IMPROVEMENT
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Amid Financial Pressures, A Margin Improvement Model That Works: 

Technology-Enabled and Clinically Integrated

The margin improvement model that healthcare providers today are finding most effective – and 
that answers for all of the challenges listed above – is a clinically focused approach that is built 
on business intelligence and a technology ecosystem. Why?

+ It better integrates margin improvement activities throughout the entire operational 
structure, beginning with the clinical operating model. This ensures quality is not 
sacrificed for margin. 

+ With the clinical operating model at the core, a strategic and comprehensive margin 
improvement plan will create positive ripples—driving progress in workforce, supply 
chain, throughput and revenue design.

+ Advanced business intelligence sources the opportunities that are most impactful, 
both from a margin and quality perspective.

+ Integrated technology is the connection point between business intelligence and 
performance improvement. It ties data to opportunity areas and offers a framework  
to maintain the positive changes and progress your results.

WHAT CHALLENGES ARE SOLVED BY THIS APPROACH? PROVIDERS CAN:

+ Go beyond the “data-rich, information-poor” conundrum that only allows for 
gradual improvements by deriving opportunity areas from a robust dataset that 
merges revenue, cost and clinical information down to the encounter level. 

+ Overcomes the tactical, department-level efforts that work 
around physicians as opposed to with them. 

+ Build an actionable plan around the data that is most relevant to 
them, whether it’s variation at an individual physician level, within a 
diagnosis-related group (DRG) or across a department or facility.

+ Accounts for organizational readiness, providing an infrastructure that is 
designed to evaluate opportunity, inform action and sustain change.

+ Elevate an infrastructure that sustains the change via technology enablement, 
allowing for progress and advancement far after a transformation initiative kicks off.
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To improve both quality of care for patients and accelerate positive financial change, it’s 
imperative that health systems re-examine their margin management approach. Through 
its experts and technology infrastructure, and its experts’ years of working one-on-one 
with a range of hospitals to increase margin, Premier has created a model that works. 

Here are the four keys to success for providers in transforming 
and sustaining their margin improvement efforts.

1: A Focus on the Clinical Operating Model 

Providers need insight into full cost to build a long-term, sustainable strategy. 
And since we’re in a clinical business, margin improvement has to be built 
around clinical variation. To the extent a provider can identify, analyze and 
eliminate variation, they can drive a better understanding of their quality.

It’s imperative that margin improvement go hand-in-hand with quality – this ensures 
value-driven changes as opposed to cost-driven. For example, an evaluation of 
physician preference items should examine an implant not only by price, but by best 
price and the downstream impact on readmissions and critical care needs.

Enabled with quality information, providers can partner closely with physicians. 
Physicians are central to a long-term revenue strategy: they are partners in revenue, and 
with the proper alignment, they will work with administrators to drive variation out. 

Radiating outward from the clinical operating model, providers can sustain margin 
improvement by strategically incorporating the forces that surround it – i.e., 
“unpacking” the clinical operating model. This encompasses population health 
initiatives, payer challenges, competition moving into the market, operational 
initiatives such as throughput, services shifting to outpatient and more.

Four Keys to Success to Transforming and  
Sustaining Your Margin Improvement Efforts

Bottom line:
A complete outcomes analysis must tie quality to revenue – critical 
clinical insights that have often been left out of the margin equation.
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2: Robust Data Analytics That Transform Data 
Into Actionable Business Intelligence  

Provider organizations that unpack their clinical operating models are often 
flooded with data. To avoid being data rich and information poor, they need 
the capability to transform the data into actionable, meaningful intelligence 
that identifies opportunities and creates a roadmap to improvement. 

To solve for this – and ensure data enables intelligence and not ignorance – leading 
providers leverage advanced analytics and business intelligence that derives from a vast 
repository of hospital data. Premier’s database, for example, includes 100 billion data 
points on clinical, financial and operational performance from all major facets of the 
healthcare ecosystem – including data on 45 percent of all U.S. hospital discharges.

These robust analytics generate the insights for providers to measure, benchmark and easily 
compare both internal and external performance to shape strong decision-making. This includes:

+ Benchmarking clinical and financial outcomes against peer hospitals.

+ Identifying care variation.

+ Reducing readmissions, complications and mortality.

+ Monitoring ongoing quality improvement efforts and resource utilization.

+ Measuring the effectiveness of clinical interventions.

+ Complying with regulatory reporting requirements.

Ideally, providers should have in their toolbox the capability to take their 
analytics a step beyond retrospective analysis to incorporate forecasting 
capability – thereby accounting for organizational transformation.

Bottom line:
An accessible business intelligence infrastructure that’s underpinned by 
robust data analytics is necessary to inform action and sustain change.
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3: Expertise to Put All the Pieces Together  

Once providers peel back the layers of their clinical operating models and pinpoint 
variation, they need to strategically design performance improvement initiatives 
that work. Robust analytics provide the insights to design effective solutions 
around clinical variation – and partnering with industry leaders in the areas of 
clinical transformation and margin improvement accelerates results.

Experts can mold the business intelligence into a user-friendly platform, enabling 
a framework that incorporates all of a provider’s data – and benchmarks it against 
100 billion data points from across the nation. These efforts enable providers 
to reap the benefit of standardization and efficiencies, whether analyzing a 
specific site of care or the governance model for a particular service line.

For example, if leaders notice a particular department in which costs are exceeding 
average, they can work with experts to develop an actionable plan that taps industry-wide 
best practices. The intervention may include engaging with their clinicians and industry 
experts to identify the root cause of the variation – and putting into place solutions to solve 
for it. Industry experts can help facilitate a meaningful discussion about clinical practices; 
integration with the value analysis team to assess the quality of supplies such as implants; 
or a transformation initiative that leads toward a more optimized care delivery model.

An early believer of this methodology is McLaren Health Care, the Michigan-based 
system with 15 hospitals, which began working with Premier in 2017 to build the 
framework for its data warehouse. As McLaren CFO Dave Mazurkiewicz said, 

I HAD DATA – WHAT I NEEDED  
WAS INFORMATION AND INSIGHTS. 

With McLaren’s data cleansed, standardized and integrated, Premier began 
building McLaren a customized technology platform, inclusive of industry-wide 
benchmarking capabilities, robust business intelligence solutions and rich  
data analytics. This powerful engine is driving the clinical operating model  
to reduce clinical variation and unwarranted costs. Now, McLaren and Premier  
are partnering to transform the meaningful insights into more sustainable 
operational improvements.

Bottom line:
Industry-leading experts can take a provider’s business intelligence to the next 
level, and accelerate their clinical transformation and margin improvement.
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4. A Performance Improvement Technology Portfolio 
that Enables Long-Term Sustainability  

After redesigning their clinical operating models, leveraging advanced analytics and 
business intelligence, and working with industry experts to implement improvement 
initiatives – providers had better have a plan in place to sustain the positive changes.

Healthcare organizations can ensure long-term improvements by hardwiring changes with 
technology and cloud-based cascading dashboards. The solutions should be long-term 
and customizable, molding the platform to work with a provider’s operational workflow. 
Providers need the capability to integrate as much as possible into the electronic health 
record, including quality outcomes, workforce information, physician practice operational 
and financial performance improvement metrics, and clinical decision support. 

Hardwiring all relevant insights from an analytical, implementation and improvement 
perspective keeps providers’ momentum and progress going – and empowers them to lead 
the way. This transforms the conclusion of a performance improvement initiative from a 
hand-off to a build-off. Experts transition out of an engagement by enabling providers with 
repeatable, technology-backed initiatives that are set to live on well past the initial effort.

Bottom line:
A performance improvement technology portfolio empowers providers 
to successfully build on to existing efforts and continually step up their 
performance improvement game.
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Providers ready to move to the next level of margin improvement are committing to 
removing clinical variation and hardwiring practices that work. In today’s environment, 
providers do themselves a disservice if they’re working without accurate and timely 
insights that are proven to drive better, safer care and ensure financial sustainability.

With the right data to fuel actionable business intelligence and a clinically integrated, tech-
enabled model, providers can achieve sustainable improvement. And it’s exactly the cure for 
hospitals whose margin improvement efforts are ready to step out of the ‘90s and into the future.

LEARN MORE:  
Premier’s experts are ready to modernize your margin structure and care delivery  
by way of greater efficiencies, better outcomes and stronger financial health. 

VISIT US ONLINE or EMAIL US.

Conclusion
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