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Cracking the

Quandary

A Wharton School study shows why

| =
| &
0
b=
k=
=
| e—
L 3
=
2
=
=
w™
=y
(=15
=
| &
| =
| =
2
o
L+
=
=2
>
l e
I:.‘
iS:g
=

is broken and what may repair it.

he health care supply chain may not be rocket sci-
ence, but the complexities of value-chain operations
are more than most executives care to understand.
Fortunately, University of Pennsylvania professor Lawton
Burns and his colleagues have done an outstanding job of
breaking down the critical elements of the complex health
care supply chain and describing why it is dysfunctional. The
Health Care Value Chain is a culmination of the Wharton
School study that focuses on the major segments within the
chain: manufacturers that make the products, group pur-
chasing organizations (GPOs) that buy products in bulk on
behalf of hospitals, distributors who take title to them and de-
liver them, and providers who consume them in the course of
delivering patient care. The study was a three-year research
initiative underwritten by an industry-university consor-
tium, the Center for Health Management Research, and was
funded by the National Science Foundation.
Several excellent explanations for the health care indus-
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try’s shortcomings as a value
chain are detailed. First,
product demand is based on
physician or clinical prefer-
ence, not on cost-benefit or
budgetary constraint. Sec-
ond, professional training in
procurement and logistics
has never been a hallmark
among hospitals, which as-
sume that departments, or
cost centers, will lose mon-
ey—rather than trying to
keep them to a budgert.
Third, fragmentation makes
it difficult for one large, lead-
ing firm to catalyze the rest

of the industry by changing |

the business mode (as Wal-
Mart did). Finally, providers
have historically made their
technological investments in
patient care instead of infor-
mation systems and infra-
structure. Procurement and
other functions are based in
dated legacy systems, which
result in a lot of inaccurate
data and errors in business
transactions.

Perhaps the most impor-
tant point in this book is that
there is a lack of consensus re-
garding the health care value
chain. GPOs and wholesalers
have gone to great lengths to
document their contribution
to supply-chain management
as well as the need for greater
efficiencies in procurement
processes. Producers, on the
other hand, are most inter-
ested in market share. To the

extent that they focus on sup-
ply chains, their attention is
upstream (sourcing their own
supply inputs) rather than
downstream (distributing fin-
ished products to providers).
Producers regard GPOs and
wholesalers as influencers, or-
der takers and information
channels—not as customers.
Providers are most interested
in reducing costs to satisfy
managed care reimbursement
constraints, improving quali-
ty to satisfy patients and at-
tracting physicians to in-
crease utilization rates.

This beok is a must-have
for health care professionals.
It is a sound and accurate ac-
count of the current health
care supply chain. It describes
the new era of e-commerce
and point-of-use technology,
suggesting that improvement
in the health care value chain
will occur when hospitals em-
ploy information systems to
capture product information
and when these products
have a unified numbering
system. Only then will value-
chain players be able to lo-
cate, analyze and forecast de-
mand for their services and
initiate cost efficiencies along
the length of the chain. =
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