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ABSTRACT

Hospitals are suddenly in the midst of a dynamic, changing
environment: ratper than reimbursement based on actual cost, fees are
established by the type of illness and characteristics of the patient.
Tﬁerefore, hospitals are searching for ways to increase revenues,
productivity, and cost-containment.

This thesis focused on the Qutpatient Services Department (0OSD)--
what its objectives are, how it operates, and whether it is effectively
being used to increase revenue or decrease costs. The 0SD was also
evaluated in the areas of facilities and procedures. Further, a
Ccritical incidents survey was used to solicit patients' opinion of the
OSD. In examining the marketing impact, it was found that OSD serves as
an important public relations unit for the hospital and thus should be a
separate organizational unit.

The results of this thesis may enhance the relocation of the

Outpatient Services Department to another section of Tucson Medical

Center,




CHAPTER 1
INTRODUCTION

The health care industry has not as yet captured the full
benefits of operations management. In the early 1968s, time-motion
studies were conducted and queuing theory was applied, but these were
only minor improvements within the complex health care environment.
Since then, managers have defined the difference between services and
manufacturing, With this greater understanding of the characteristics
of service organizations, operations management has become more
effective in its resolution of the problems facing hospitals today.
These improvements, combined with the trend toward increased
productivity and reduced costs throughout the health care industry, are
renewing hospital administrators' interest in operations management.

This thesis is a study of the Outpatient Services Department of
Tucson Medical Center conducted by the author over a period of eight
weeks., The objective of the study is to present any information that
would facilitate an effective relocation of the Outpatient Services
Department. The author gathered all data and conducted all observations
pre;ented in this thesis.,  Since hospitals are a part of the service
industry, an introduction to services is called for.

The purpose of this chapter is to review the health care industry
as compared to the manufacturing industry. A general overview of the

two environments is presented and then a review of the differences




between service and manufacturing operations is presented, Finally, the

current environment in which hospitals operate is introduced.

The Health Care Delivery System

Previously, many operations managers viewed the hospital as a
production system. The patient, or the health of the patient, was the
product and the physical hospital and staff were the tools of production
(Ruppel and Grazman 1982). However, this point of view may not be
realistic. Figure 1.1 illustrates a typical manufacturing plant which
draws its resources from one market, pool A, and then transforms those
resources during processing so they can be sold in another market, pool
B. A hospital, on the other hand, functions more like a recycling
plant, The facility draws its resources from the same pool that it will
eventually deposit its processed goods into., Figure 1.2 shows that,
although transformation does occur, the market is the same for both
inputs to and outputs from the system. Under these conditions, the
hospital's product is actually the health service itself. The patient
is an entity that flows through the facility, and the patient's well-
being is actually one of many quality measurements.

In order to determine successful performance, hospitals ﬁust
recognize that their medical services are their products., A
manufacturing plant can quantifiably ﬁeasure a finished product before
releasing it to the market. As long as the product maintains its
expected useful life, it will be considered satisfactory by the

customer. A service, however, is not as easily quantified. The success
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of a service is a combinatidn of both the quality of the service and the
customer's perception of how that service was performed (Fitzsimmons and
Sullivan 1982). As applied to a hospital, the satisfaction of the
customer is based on his health as well as his perceptions of how the
health care was administered., Therefore, when the health service is
viewed as the product, both the gquality of service and the influencing

of a customer's opinion of the service must be addressed.

Service Characteristics

Service facilities offer several considerations that are not
apélicable in manufacturing. With an understanding of these unique
traits, the operations_manager can better understand the health care
environment. Inputs to a service facility are different from resources
(Fitzsimmons and Sullivan 1982). The input is the customer himself. The
patient usually arrives at the hospital at random intervals, bringing
with him a unique demand for the service. The resources are the tools
available to the service manager that enable him to perform the service,
Medical resources include the staff, inventory, equipment, and physical
hospital facility. In order to perform its function, the service system
must interact with the customer input system. This interaction brings
several unique characteristics into consideration. Following is an
explanation of six features presented by Fitzsimmons and Sullivan (1982)
and Sasser, Olsen, and Wykoff (1978): participation, simultaneity,

perishability, labor intensiveness, intangibility, and measurability.




Participation

Since the customer is a participant in the service process, more
attention must be paid to facility design than is_required for
manufacturing facilities, The hot, greasy, noisy factory in which
automobiles are made is of no concern to the prospective buyer. 1In
contrast, howevék, the surroundings at the dealer's showroom may affect
the customer's purchase decision. To the consumer, service is an
experience that happens within the environment of the service facility.
The overall quality of the service may be enhanced if the facility is
designed from the customer's perspective. Special attention should be
paid to interior decorating, furnishings, customer convenience, noise
levels, and even colors in order to influence the consumer's perceptions.
Fitzsimmons and Sullivan (1982) illustrate this idea: "Compare the
feelings invoked by picturing yourself in a stereotypical bus station
with those picturing yourself in an airline terminalﬂ; The realization
that the customer can play an important part in the service process is
very important. The performance of a service can be directly affected
by the knowledge, experience, motivation, and honesty of the customer.
For example, the accuracy and completeness in which a patient provides
his medical history can greatly influence the effectiveness of the

attending physician.

Simultaneity
Another distinctive characteristic is that services are both
produced and consumed at the same time, and, therefore, cannot be

stored. Inventory cannot be used as a buffer to absorb fluctuations in




demand. A manufacturing facility operates as a closed system, with
inventory separating the production system from consumer demand,

Services operate as open systems, with the full impact of demand
variations being transmitted to the system, Inventory can also be used
to buffer the different stages in a manufacturing process. In a service
system, customers mugt wait. Instead of inventory control problems, many
services focus on queuing or waiting problems.

Intervention for quality control purposes is often impossible
when the service is simultaneously delivered and consumed. Manufac-
turers can inspect a product before delivery to ensure the consistency
of output; services must rely upon other measures. One possibility for
an alternative measure is to limit the discretion of service employees
through the use of standard procedures.

The customer and provider must be brought together before
production and consumption can occur simultaneously. Therefore, service
facilities have a limited market from which they can attract customers.
If the service cannot go to its clients, effective marketing technigues
must be employed to attract customers to the service facility. Once the
consumer is inside the facility, other promotional strategies can be
used. Sasser, Olsen, and Wykoff (1978) provide this example: "A
restaurant is able to use point of sale literature (the menu) and
personal selling (waiter's suggestions) to increase the size and yield

of the sale."




Perishability

The idea that a service is a perishable commodity is‘crucial to
the effective management of service operations. A hospital bed not used
or a physician sitting idle for one hour are examples of an opportunity
lost., Because a service cannot be stored, when it is not used, it is
gone forever, If demand were constant then the utilization of service
capacity would not be a problem. Unfortunately, the demand for a
service is at least as variable as that for manufactured products.
Usually, service demand is cyclic with a substantial amount of variation’
between the peaks and valleys. In Los Angeles, the demand for emergency
medical service was found to vary from a low of 8.5 calls per hour at 6
am to a peak of 3.5 calls per hour at 6 pm.

The operations manager has three basic options when providing a
servicebwith variable demand and a perishable capacity to provide the
service, First, he can smooth the demand in three manners: (a) by
using an effective appointment schedule or (b) by using price incentives
(ie, proposing reduced rates during low-volume periods) or (c) by using
marketing to discourage non-emergency visits at peak times. Second, he
can alter the capacity of the service in three ways: (a) by employing
part-time help during peak hours or by (b) scheduling workshifts to
adjust personnel needs as demand varies (ie, staff more nurses at
peak hours) or (c) by increasing the consumer self-service features
of the service (ie, have the patient £ill out medical history and
insurance forms.) Finally, the service operations manager can take
the passive approach and just permit customers to wait. By waiting,

the consumer allows greater utilization of service capacity.




When an organization rewards a customer for waiting, as do
airlines who offer discounts to standby passengers, the customer will
not usually object to the wait. The rewarded wait-time may, in fact,
enhance a customer's opinion of the service quality when it is believed
that the service respects the value of the client's time. An interesting
study could be conducted to determine how discounts in medical care
could affect the utilization of the emergency ward. Non-acute cases
might alleviate the burden of an over-crowded facility by receiving a

discount for waiting.

Labor Intensiveness

The critical resource that determines the effectiveness of a
service organization is its labor. Like manufacturing, services have a
problem keeping up with technology. Instead of machines and test
equipment, in a service, it is the skills of the labor force that become
obsolete as new knowledge becomes available. In order to close the
technological gaps, an expanding service organization can recruit new
labor. However, the only successful strategy for a stable service
facility where seniority is important may be continuous retraining.

Work activity in services is person-oriented rather than thing-
oriented as in manufacturing. Personalization may be increased through
the introduction of automation in order to eliminate relatively routine,
impersonal tasks. This enables the server to concentrate on the
remaining work. However, increased personal attention creates the
opportunity for variability in the service provided. Although the

service manager must recognize this relationship between service




personalization and variatioh, it is only negative when the consumer
perceives a disparity in the quality of service, Most consﬁmers expect
_to be treateq.fairly and to be given the same service others receive.
Consistency in a service facility can be ensured through effective
standards and proper training procedures. The most common method of
monitoring the uniformity of a service has been through a customer
complaint systeﬁ since most service managers find it hard to justify the
cost of periodic administrative ‘screening.

Given the close interaction between the server and the customer,
employee relations take on a greater significance. 1In manufacturing,'
auto workers with complaints against the firm have been known to
sabotage the product on the assembly line. Usually, final inspection of
the product will prevent the defective automobile from reaching the
consumer, However, because its employees are the firm's only contact
with consumers, disgruntled service employees can do irreparable harm to
the organization. From a service manager's perspective, the attitude of
an employee is just as important as his performance. The marketing |
campaigns of some hospitals emphasize the value of labor relations in
the service industry: these hospitals differentiate themselves from
other facilities on the basis of greater patient interaction and
friendly, personal attention. "Since the hospital desires to be the
patient's hospital-of-choice in order that the exchange relationship may
continue, an effort is made to provide the necessary amenities to the

patient." (Cooper, 1985)
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Intangibility

Intangibility is another-unique feature of services. Products
are tangible items where services are often ideas or concepts. This
presents a dilemma for the consumer. When purchasing an automobile, a
customer can look it over, sit in it, and test its performance before
making a purch%se decision. In contrast, a service customer must trust
the reputation of the firm since he cannot judge the product's value and
quality prior to its delivery. Registration, licensing, and
governmental regulation have been implemented to assure the consumer of
certain standards of performance. However, the burden of convincing the
customer of service reliability falls upon the service alone. Since the
service itself is often available at several other facilities, i.e.,
health care service is available at several hospitals, marketers may
want to highlight the manner in which the service is delivered as well

as the reliability of the service,

Measurability

One of the most frustrating characteristics of a service for
operations managers is the difficulty in measuring output. "Some
measures of service emphasize quantity without respect to qualitative
differences; others emphasize quality of services performed." (National
Research Council 1979) Unfortunately, we have yet to discover an
adequate method of measuring both. In order to appreciate the
difficulty in measuring services, an understanding of the difference
between service intensity and service duration is necessary., Service

intensity is the quantity of services received by a customer during a
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particular period. This is usually counted on a per day or per illness
basis, Service duration is the length of time over which the service
was administered. This is quantified in minutes, hours, or days to
determine the length of stay. Measurement difficulty stems from the
fact that both intensity and duration are important issues, yet each has
its own measurement.

Herein lies the problem: most service facilities usually have
more than one important criterion (ie, quality health care at a minimum
cost), instead of a single, critical concern. Another problem is that
the evaluation of a system's performance based on output alone may not
be entirely valid since this assumes a homogeneous input. Perhaps a
better evaluation of service performance is a measure of change in each

consumer from input to output state.

The Health Care Industry

With the above insight into the unique characteristics of service
industries overall, a more focused view of health care can be presented.
The health care industry is currently in a transitional period. All
sectors of health care are becoming more competitive and market-driven.
Rather than simply reimbursing providers on the basis of cost, the major
purchasers of health care--federal and state governments, employers, and
individuals--are beginning to negotiate for services., Third party
participants, such as Medicare and Blue Cross/Blue Shield, are using a
Diagnostic Related Group (DRG) system to determine the amount of payment
based on the patient's illness, instead of the hospital's cost of care.

This turbulent environment often obscures two significant facts: 1)
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health care is the second largest industry in the Unites States,
following only defense, and 2) health care is considered a growth
industry.

The following statistics, documented by the Hospital Corporation
of America (1985), provide an overall picture of the medical
environment, Health care expenditures are expected to‘increase from
$420 billion in 1985 to $660 billion by 1998; hospitals account for over
49 percent of the current total disbursements. Industry analysts
predict groﬁth to come from outpatient care because inpatient admissions
have declined 18 percent since their peak level in 198l. The average
length of a patient's stay declined 4 percent in both 1983 and 1984; the
current average is approximately seven days. This decline has been
attributed to new technology, improved productivity, alternative levels
of recuperative care, and increased cost of inpatient care.

EXpectations are that stabilization within the industry is close at hand
since only the acutely ill are admitted to hospitals overnight. The
average patient day use rate, which has fallen nearly 20 percent over
the past three years, dropped to 950 patient days pef 1,008 population
by the end of 1985, Occupancy rates for United States hospitals fell to
approximately 65 percent in 1985, down from 69 percent in 1984 and as
high as 75 percent in previous years. Most of the reduction in the
number of admissions and the average length of stay is attributed to
patients under the age of 65. With employers imposing increased
deductibles, copayments, preadmission certification, and utilization

reviews as a part of their health benefit programs, the use of




13

facilities for the under-65 age group is more expensive to the
individual than in previous years.

This decline in the health care industry is expected to continue
as a result of increasing cost containment and competitive pressures.
One result is a decrease in the number of nonfederal, short-term
general hospitals--from nearly 6,000 in the mid-197@s to approximately
5,808 today. On the positive side, three trends should be noted.

First, hospital outpatient visits increased 7 percent. Second, hospital
and other health care services will soon be flooded with an aging
population. The number of persons over age 65 will grow from 27 million
today to an estimated 39 million by the year 2018. Third, demand is
growing for specialized health care facilities and for alternative
services, including medical transportation and home health care. In
this search for alternative methods, applying operations management
techniques have become vital as hospitals enter into a more competitive

environment.




CHAPTER 2
SURVEY OF THE LITERATURE

In order to gain greater insight into the many challenges health
care presents operations managers, a survey of the literature is
presented. This review focuses on ambulatory or outpatient care since
this thesis is a study of the outpatient services department of a
hospital. This chapter begins with a definition of ambulatory services,
then goes on to present a historical perspective. From there, various
issues are discussed: -'managerial concerns, patient satisfaction,
marketing, admissions, same-day surgery, and productivity. The project
described in chapter three is better understood with this background
information. Following is an introduction to ambulatory services.

The steady decline in the rate of hospital admissions can be
attributed to both the relatively low cost and the improved quality of -
care offered by outpatient facilities. Ambulatory patients began to
increase in number when studies that documented the cost of an overnight
stay began to appear. One such study, gonducted by the Johns Hopkins
University in 1983, claimed that procedures done on an outpatient basis
are 45 percent less costly than the same procedures done on a patient
admitted for an overnight stay (Gilman 1984). When these studies were
combined with improvements in medical technology that reduce the amount
of pain and complications associated with medical procedures, insurance

companies and other third party participants quickly changed their

14
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reimbursement policies. Physicians were offered 125 percent of the
normal payment when patients were handled on an outpatient basis as
compared to only 75 percent if they were admitted to the hospital
(Gilman 1984), Patients were told they could recuperate more quickly in
the familiar environment and comfort of their own homes. All of these
factors combined to form a relatively new market of patients who require
only selected hospital services at infrequent intervals.

Ambulatory services are becoming the most important elements in
hospitals today. Since a patient's initial contact with the health care
system is usually through outpatient facilities, any first impressions
created will have a profound impact on future health care expenditures
and expectations. "There is much reason to believe that the method by
which ambulatory medical services are rendered is a major determinant of

the type and volume of other health services utilized." (Roemer 1981)

The Definition of Ambulatory Services

One way to understand ambulatory care is to envision all the care
that is given to patients who do not reside in health care institutions
during the time care is given. In order to distinguish the type of
facility and provider personnel that are needed, it is useful to
functionally divide care into primary, secondary, and tertiary care,
Primary care is the point of entry for all non-emergency care.

Secondary care includes less frequently oééurring conditions requiring
some specialized equipment. This category includes procedures utilizing
several staff disciplines, such as physicians, nurses, dieticians, and

pharmacists., Tertiary care involves highly unstable conditions where
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technologically sophisticated equipment is necessary. A surgical team
in a specialized facility with patient-monitoring and life-support
equipment would fall into this division. Services such as home care,
preventative care, and health education are not generally considered

ambulatory services. (Meshenberg and Burns 1984; Palmer 1983)

A Historical Perspective

In the past, outpatient clinics provided free care for the poor
and an aura of charity surrounded the facilities. It was reported that
physicians had developed certain habit patterns and attitudes in a
period where they were often unwilling "volunteers" forced to provide
outpatient services in order to maintain position and privileges within
the hospital medical staff. These habit patterns became normal, even
expected, behavior that was difficult to change (Stimson and Stimson
1972), Patients dreaded the day they had to enter an outpatient clinic.
Despite this harsh beginning, outpatient facilities have continued to
flourish and have almost completely shed their previously sullen
reputation.

The number, range, and complexity of hospital outpatient
departments have grown considerably since the 192@s., Milton Roemer
(1981) presents the following historical view:

In 1926, there were about 1,798 outpatient departments. The
American Medical Association (AMA) estimated in 1922 that almost
8 million (out of a normal population of about 147 million)
persons were being served by hospital clinics. In a 1919 study
in Chicago, it was reported that, from a sample of families that
excluded any who had applied for "general charity", 18 percent
had received some form of hospital clinic service in the past

year. . .. In the depression years of the 1938s, growth was
understandably rapid. Although programs of voluntary health
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insurance to support private medical and hospital care have
grown since the 193@s, their benefits have been largely confined
to inpatient hospital and medical service. As a result, the
costs of ambulatory care have remained predominantly a personal
responsibility, and accordingly increased numbers of low- or
even middle-income families have continued to seek care at
hospital outpatient departments. . . . Today, the hospital
outpatient department is probably the most accessible setting
for delivery of organized ambulatory health services (OAHS) in
the United States. The nearly 264 million patient visits made
to American outpatient departments in 1977 is the largest volume
of OAHS encounters in any clinic setting, with the exception of
private group practices.

Mark Tatge (1985) réported on several hospitals that confirm
the above trend in increased outpatient admissions. Fairview
Community Hospital in Minneapolis documented that their outpatient
visits rose from 21,699 in the first quarter of 1984 to 28,954 in
the first quarter of 1985--an increase of 33.4 percent, Another
Minneapolis hospital, Health Central System, claimed its outpatient
admissions expanded 16 percent during the same period--from 31,427

to 36,722.

Organizational and Managerial Issues

As a result of this growth, many hospitals are expanding beyond
traditional inpatient services to provide comprehensive primary care,
Organizationally, however, most hospitals are structured to provide
effective and efficient inpatient services; ambulatofy services have
traditionally been secondary in status. Within this low-priority
environment, outpatient facilities have had difficulty in recruiting
personnel, competing for hospital resources, and marketing their
services. The current trend to enhance the status of ambulatory care is

largely due to the realization that primary care contributes
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significantly to the financial stability of a hospital. As outpatient
services offer greater profits, the balance of power and status may
shift away from inpatient care.

Until then, hospitals may find it difficult to attract competent
managers to an area that holds a second class status (Williams 1983).
Since most health care managers are involved with inpatient care, they
would most likely avoid the frustrations of running a low-priority unit
effectively. Also, these managers would have relatively little
knowledge of organizing and maintaining high quality éervices in the
non-technological, ever-changing environment of an outpatient facility.
Ambulatory care requires ongoing and direct patient contact in order to

survive; its managers must have excellent public relations skills.

Patient Satisfaction

One of the most important elements in public relations is the
monitoring of client satisfaction. When an examination of the hospital
system is done through the eyes of the patient, inconsistencies are
usually easy to identify. For example, some appointment systems allow
walk-in patients to be seen before patients with an appointment (Stamps
1978). 1In this case, does an incentive exist that encourages the
patient to make an appointment? Aren't there greater rewards for simply
walking in? This is a clear example of conflicting perspectives. The
hospital would prefer that patients schedule an appointment, but the
patient doesn't observe any reward for doing so. 1In fact, the patient
quickly learns that he can minimize his own time in the system by

dropping in unannounced.
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As one might expéct, the patient's view of reality may not only
conflict with that of the provider, it may even entirély contradict that
of the provider. For example, a patient might disagree with a
physician's diégnosis or may only partially agree to follow the
prescribed treatment. Given that these differences in perspective exist,
hospital administrators may question whether it is worthwhile to even
consider the patient's view of reality; after all, an unlimited supply
of patients appears to exist while the supply of facilities is limited.,
Paula Stamps (1978) points out that the behavior of an individual is
based on his perceptions of reality, not an objective evaluation of the
situation. 1In regard to health care, the following factors have been
theorized to influence an individual's decision to seek medical care:
the perceptions of the severity of the illness, attitudes towards the
ability to cure the disease, expectations of the physical threat of the
condition, cultural variables, demographic variables, and previous
satisfaction with medical care.

This last factor is the most important reason for administrators
to consider the patient's view of reality. Patient satisfaction has
been related to both patterns and types of utilization, including the
pursuit of either acute or preventative care. For example, patients are
more likely to choose a specialist when their experiences have left them
highly satisfied with technical competence but unsatisfied with
interpersonal contact. The level of patient satisfaction even affects
patient compliance with medical advice and how promptly the patient pays

his medical bills (Stamps 1978).
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In terms of evaluation, a patient's opinion should be viewed as
the overall result of bringing the health care service and the
individual together. The results of patient opinion surveys are usually
utilized in two ways: First, the outcome is used as a standard to
evaluate quality; and second, the results are used to enhance subsequent
types of interaééion between the patient and the system. The
determination of which of these two uses is legitimate appears to be
highly controversial in the literature. Both philosophically and
methodologically, it is hard to prove the validity and importance of a
patient's perceptions. However, most studies do agree that a hospital
can be more effective in the marketing and promotion of its services
when its perceived strengths and weaknesses are known. Inguanzo and
Harju (1985) provide the best summary: "“Any positive impressions that a
patient takes with him following a hospital stay will pay the hospital
future dividends in the form of increased potential for repeat business

and positive word-of-mouth promotion."

Marketing Ambulatory Care

Patient satisfaction and positive impressions lead to the
relatively new concept of marketing in the health.care field. A good
strategy for bringing marketing into health care could be in the area of
preventative medicine. Some examples of preventative care marketing are
the campaigns that have been launched to make the public aware that many
immunizations, such as measles vaccines, are available through local

health departments. However, the marketing of ambulatory care







