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Strategic Management in Healthcare
Interview with Hospital Administrator
Q. What kind of risk do the MCOs assess? 
A. Some of the risks that the MCOs assess include financial risks, data security risks, strategic importance risks, and service provision risks. 
Q. Does risk-based compensation limit the freedom of primary care physicians in any way in terms of patient care? Why or why not? 
A. Yes, risk-based compensation limit the freedom of primary care physicians in some ways in terms of patient care because physicians may be involved in more risk and inherently unsafe practices that expose themselves to greater danger while trying to fit within the requirements of the risk-based compensation package. 
Q. How does the capitation model of reimbursement work? 
A. Capitation model is a kind of compensation model that involves a fixed payment system. In this model, health care providers are set to receive a fixed amount of money per patient, which is paid in advance for a defined period whether the patient or member makes a visit to the care provider or not. 
Q. Do physicians generally prefer one model over the other? Why or why not? 
A. Yes, physicians generally prefer fee-for-service model over the others (salary or capitation). While each of these compensation models has their own problems and shortcomings, the predominantly preferred model (fee-for-service) is a major contributor to the failures of the healthcare systems in the United States today. Physicians like this model because it enables providers to make claims based on the number of procedures they have carried out for patients over a period. This means that they can make more money on every patient’s visit. 
Q. Why do HMOs prefer the prepaid, monthly premium? 
A. HMOs prefer the prepaid, monthly premium because it is based on predetermined payment for every service that a patient or member would go seeking in a hospital. This form of payment is streamlined and clearly organized and enables the HMOs to increase the profit-base because they make fixed payments each month for each patient the providers see. 
Q. Is pay-for-performance a better model than existing models of compensation? 
A. Yes, some studies have determined that pay-for-performance is a better model because it involves compensating employees based on their contributions at work. This means that they will be motivated to work and produce more in order to get higher pay. It is a natural motivation. 
Q. Are there limitations to it as well?
A.Yes, this model has limitations including the fact that it can serve as a demotivation to employees if the goals set for them are too difficult for them to realize and mostly it depends on the quality of judgment made by the management. 
Interview analysis
Conducting a risk assessment is an integral part of organizational management because it ensures that the management is aware of the risks and challenges that the institution faces and inhibits the realization of its goals. Based on the interview with a Hospital Administrator, the following were critical findings that were noted.
First, it was noted that risk assessment is different in many organizations, but there are underlying fundamental principles that apply across. In the healthcare sector, managed care organizations’ role is to provide appropriate and cost-effective medical treatment. Therefore, MCOs can focus on financial risks, strategic importance, and service provider risks. Some of the issues that influence MCOs’ relationship with the stakeholders include contract management, performance standards, and bankruptcy. All these aspects require that the organization understand the different risks that inhibit its fulfillment of the goals and responsibilities from care seekers, patients, and other stakeholders.
Secondly, the interview further showed that there are limitations to the risk-based compensation strategy to primary care physicians that affect the care they provide to patients. According to the respondent, risk-based compensation involves taking risky and inherently unsafe procedures that may further expose the life of patients or the physicians to greater risk because they are focused on getting higher pay. In this model, the higher the risk the provider takes, the greater the compensation he or she gets. However, as Rappleye (2015) further explains, providers need to be careful about this model because the payer has an advantage over the provider because they have all the data throughout economic and quality components. It is important to use data that is timely and accurate when negotiating risk-based compensation. Care management is an important aspect of this model because more focus is placed on reducing administrative costs.
Regarding the question on the capital model of reimbursement, the interviewee responded that it is a model that involves paying the providers a fixed amount of money per patient or member who visits them. The capitation model is a fixed-amount type of compensation used in the healthcare system with the aim of reducing the cost of healthcare. In this model, providers are set to receive a fixed amount on every patient they treat. This payment or reimbursement is made in advance for a specific time like a month, whether the patient or member comes for the service or not. Ideally, this model is an effective way to reduce the cost of healthcare services because it ensures that patients with high utilization naturally balance out with the patients with little utilization.
Regarding model preference, the interviewee said that patients prefer a fee-for-service model over the other two (salary or capitation) because it guarantees them more income. According to Berenson and Rich (2010), the fee-for-service model is the predominantly preferred compensation model by many physicians because it ensures that they make a lot, especially when they receive many patients. Unlike the other payment models that limit their income, physicians prefer this model as it offers them the freedom to engage and determine their compensation based on the time they invest in the work. When a patient visits the doctor many times within the same month, they pay for every service, and the payment may differ depending on the type of service they come for. This means that physicians will have to make more as much as the patients continue to visit.
To regulate the quality and cost of care services delivered in hospitals, health maintenance organizations (HMOs) come in to deliver or arrange for quality care services at a cost-effective price. According to the interviewee, HMOs play a critical role in designing appropriate quality health care (Burcham, 2005). HMOs prefer a prepaid monthly premium because it is based on a predetermined formula that ensures that every payment made to any service is equivalent to the cost incurred by the patients. This payment mode is streamlined and organized. While it enables the HMOs to increase their profit base by determining and setting a fixed amount to be paid in advance to physicians for every patient’s visit, it also offers the doctors the opportunity to improve their services constantly.
Whether the pay-for-performance model is better than the existing models of compensation, the interviewee responded that some studies had determined the effectiveness of this model over the other models. According to Milkovich and Wigdor (1991), compensating employees based on performance makes sense in theory because high performance translates to increased compensation, which further acts as a motivation to employees and can lead to higher results. However, based on the interviewee, this model has had some controversies over the years, including the question of the quality of health care services. Proponents of pay-for-performance believe that this model aligns the employees’ compensation with their contributions at work, which means that they will have to become more productive in order to get higher compensation. This improves the quality of services and efficiency at work.
However, this model is not entirely perfect as it involves some controversies. The interview identified some of these controversies, including that this model can serve as a demotivation to employees, especially when the organization sets goals that seem unachievable and difficult for them. Secondly, the pay-for-performance model is also believed to depend on the quality of the managers' judgment and those in charge of paying the staff. This judgment can be affected by unethical issues such as favoritism that may also affect who gets the payment.
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