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The Importance of Service Recovery

A recent article in The Archives of Internal Medicine reminded me of the importance of service recovery and how little attention many service providers pay to it.  The article reports the results of a survey of 2,600 doctors in the U.S. and Canada that asked how they would handle serious medical errors in four hypothetical cases.  Only 42% of responding physicians would actually admit to making an “error”; another 56% would inform their patient of the detrimental incident but not admit to their mistake.  Even fewer physicians would directly apologize to patients for their blunder (only 33%).  These results indicate that few doctors engage in service recovery.

Service recovery is defined as the action of seeking out and dealing with failures in the service delivery process in order to improve delivery performance.  It does not involve simply pacifying and mollifying a complaining customer.  Service recovery differs from rework.  Reworking a good incurs costs in terms of labor hours, parts, and effort but once a good is sufficiently reworked, the customer never knows a defect occurred.  With services, rework often involves more than just bringing the product (customer) into specification; the service defect can be rectified by rerunning the service process but the customer is aware of the need for rework and remembers the defect even after it is repaired. So there is also a need to rework the customer’s attitude, which is an uncertain specification.  Four questions that a service provider should ask him/herself with respect to service recovery are:

1)
Does the recovery process lead to increased customer satisfaction, at least for those customers the organization wishes to retain?

2)
Does the recovery process improve customer retention rates?

3)
Does the recovery process drive systemic process improvements?

4)
And, as a result of the above, does service recovery improve financial performance?

Many failures are often customer failures.  Poka-yoke can be used to prevent failures from happening in the first place, especially in self-service.  Steps involved to help design a failure-free service include:

1)
Identifying potential or actual weak points in a process

2)
Identifying the type or nature of the failure(s)

3)
Brainstorming ways of reducing or preventing errors

4) Selecting, designing, and implementing the most appropriate poka-yoke

5) Monitoring and evaluating the effect(s) of implementation

An important part of service recovery is the ability to effectively handle customer complaints.  Steps toward this goal include: acknowledging the customer’s distress, showing empathy, owning the problem, apologizing to the customer, and potentially involving management for highly annoyed or abusive customers.  If a service provider has truly made a mistake, they should rectify the problem, provide the customer with some sort of compensation, examine internal processes in the organization that led to the service failure, fix the root cause(s), and inform customers what has been changed to prevent a repeat of the problem.  Service failures can be minor or major, simply annoying or potentially life threatening.  Mistakes may happen, especially when human labor is involved, but businesses should be prepared to prevent annoyed customers from becoming lost customers.
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Paying for Health Service: Private Insurance vs. Public Expenditure 

In September’s Campus Corner column, Americans’ below-average life expectancy was contrasted with the excessive per capita expenditures on health care costs in the U.S. when compared to other OECD countries.  Unlike other OECD countries, the U.S. relies on private insurance to pay for health care services for residents under 65 years of age; only Medicare (limited to the elderly and disabled) and Medicaid (limited to the poor) are publicly financed.  Private insurance paid for 36.2% of all U.S. health care expenses in 2002.  This number contrasts with 0.3% in Japan, 0.9% in Italy, 4.1% in Spain, 5.4% in Ireland, 5.7% in New Zealand, 8.6% in Germany, and 9.6% in Switzlerland – all countries where public funding assumes the lion’s share of health care financing.  Private insurance in the U.S. is employment based where employers provide health coverage for both primary policy holders (i.e., the employees) and their dependents.  The insurance system is tax incentivized for organizations but is not mandatory.  When a worker loses his or her job, he/she also loses his/her health insurance until another job is attained.  There is the option of buying an individual insurance policy but such policies are far more expensive than third-party discounted insurance plans.  Due to rising health care costs as well as falling employment, more than 3.8 million Americans lost employer-provided health insurance between 2000-2003; 2.5% fewer employees had employer-provided coverage at the end of that time period.  Particularly hard hit were workers in New Mexico, Texas, and Wyoming where losses in employer-provided coverage exceeded 4.5% on top of already lower-than-average health insurance rates provided by employers.  Children (i.e., employees’ dependents) fared better since many gained coverage under Medicaid and State Children’s Health Insurance Programs (SCHIP).

Not surprisingly, U.S. public expenditures on health as a percentage of total health costs were the lowest among the OECD countries in 2002: tied with Mexico at 44.9% of total health expenses.  The U.S. and Mexico’s low funding for public health programs stands in stark contrast to the generous amounts of public support provided in 2002 by such countries as: the Czech Republic (91.4%), the Slovak Republic (89.1%), Norway and Sweden (85.3% each), the U.K. (83.4%), and Denmark (83.1%).  Not all these countries benefit from their large proportions of public spending on health care; for example, the Czech Republic, the Slovak Republic, and Denmark all have lower life expectancies than the U.S.  It must be noted though that they spend significantly less per capita than does the U.S. on health care. Other countries such as Sweden and Norway disburse much less money on health but enjoy much longer average life spans than Americans do; their health care systems (including the financial structure) could provide valuable information regarding how the U.S. could improve its own health care delivery system.

As has been happening with household income and household wealth for many years, the gap between rich and poor in the U.S. has expanded with respect to health care coverage.  Between 2000 and 2003, workers in the lowest quintile (20%) of wage earners were the least likely to have employer-sponsored health insurance; 24.9% of the bottom quintile had insurance as opposed to 77.8% of employees in the highest quintile.  Exacerbating the thin health care coverage of working Americans and their dependents are the high out-of-pocket (OOP) payments Americans must make when utilizing health care services.  In U.S. purchasing power parity dollars, Americans had the second highest out-of-pocket payments for health care in 2002; only Switzerland had higher OOP payments.  All other OECD countries reported significantly lower OOP payments for their residents.

Next month’s Campus Corner column will describe a national health care delivery/financing system that could provide a model for the U.S. in terms of restraining health care costs while improving quality of service.  This is an issue that affects individuals as well as business and industry.
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Are We Getting A Good Bang For Our Health Care Buck?

With per capita health care costs rising and populations aging worldwide, both governments and employers that provide health care benefits to their employees are concerned about health care expenses. Expenditures on healthcare in most OECD (Organization for Economic Cooperation and Development) countries increased dramatically between 1997-2002; preliminary data indicate that the trend continues to this day.  Health care spending as a percentage of GDP rose from an average of 7.8% in 1997 to 8.5% in 2002 across the 30 member OECD countries.  This jump stands in stark contrast to the 1992-1997 period when health care spending’s share of GDP remained virtually unchanged.  Even more remarkable is the difference in the growth of health care expenditures in the U.S. versus the rate of expansion for health care payments in other OECD countries.  Health care disbursements in the U.S. multiplied 2.3 times faster than GDP, expanding from 13% in 1997 to 14.6% in 2002, reaching an expenditure level of $5,267 per person in 2002, nearly 140% higher than the OECD average of $2,144 per capita.  Other OECD countries have not been immune to health care inflation; health care expenses have outpaced economic growth by 1.7 times outside the U.S.  While a couple other OECD countries experienced double-digit expenditures on health in 2002 when compared to GDP (11.2% of GDP in Switzerland, 10.9% of GDP in Germany), the remaining countries kept health expenses to only single-digit proportions of GDP; a few (the Slovak Republic, Poland, Mexico, and Luxembourg) capped health costs at around six percent of GDP.  

One needs to ask: Are we getting a good bang for our health care buck?  The statistics indicate a negative answer.  The U.S. ranks 21st out of 30 OECD countries with respect to life expectancy, a measure of health status across populations.  Americans can expect to live to 77.1 years on average, 4.3 years less than the highest ranked country (Japan) and below the OECD average.  When compared to per capita expenditures on health in U.S. dollars, life expectancy is clearly positively correlated with health spending for almost all OECD countries.  For example, Hungary with a per capita health outlay of $961 has a correspondingly low average life expectancy of 72.3 years.  Similarly, Iceland with a per capita health investment of $2,680 enjoys a high average life expectancy of 80.3 years.  The two conspicuous outliers are Japan and the U.S.  Japanese live the longest but are only average spenders when it comes to health care, ranking 15th out of 30 OECD member countries.  Americans on the other hand suffer from a below-average life expectancy but spend a whopping $5,267 per person on average, far outstripping health care expenditures in other OECD countries.  We tolerate an infant mortality rate of 6.8 deaths per 1000 live births, the fifth highest rate among the OECD nations.  And while the elderly consume a disproportionate share of health care dollars due to their greater number of health problems, the U.S. has the fifth lowest proportion of people 65 years and older when compared to the total population.  

Future Campus Corner columns will explore a variety of health care financing and service delivery issues that affect Americans’ (and other OECD nations’) health status and health care costs.  Health care coverage and the means to finance it are critical issues that will only gain prominence as populations age worldwide.
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The Japanese Health Care System: A Model of Efficiency and Effectiveness

In last month’s Campus Corner column, it was noted that the Japanese are the longest-lived constituents of the OECD but are only average spenders when it comes to health care, ranking 15th out of 30 OECD member countries.  Americans on the other hand suffer from a below-average life expectancy but spend a disproportionate $5,267 per person on average, far outstripping health care expenditures in other OECD countries.  The Japanese health care system could offer some insights regarding how Americans’ health might be improved while reducing the amount of money spent on Americans’ care.  The Japanese health care system is a mixed system distinguished by universal public health insurance that is delivered through either the Employee Health Insurance program (for employees and their dependents) or the Citizens’ Health Insurance program (for self-employed and unemployed people); health services are delivered primarily by private providers.  Patients receive a comprehensive range of services and are required to pay only modest copayments.  Providers are paid primarily on a fee-for-service basis with prices adjusted individually every two years for each procedure and drug in order to discourage excessive use.  The volume of health care is high, especially with respect to patient-doctor visits and pharmaceutical consumption per capita.  Evidence exists that quality may be sacrificed for quantity since patients frequently wait a long time to consult physicians at large hospitals and then obtain only an abbreviated examination and cursory information.  This may be due to the comparatively small count of physicians in Japan relative to other OECD countries.  It is also due in part to the nearly costless admission to most hospitals and physician’s practices, an example of moral hazard.  But access to health services, both in terms of geographical location as well as service utilization seems to be largely equitable, even though health care financing appears somewhat regressive, a phenomenon observed elsewhere in other OECD countries.  The U.S. is far less equitable when it comes to health care access and service utilization, especially when examined across socioeconomic strata.

The burden of a rapidly aging population plus economic stagnation in Japan prompted the government to introduce incremental reforms that increased the copayment rate from 10% to 20% for employees in 1997 and from a negligible fee to a 10% copay for those covered by old-age insurance in 2002.  Both increases in copays prompted immediate drops in spending by these demographic groups.  In contrast to the U.S., medical technology costs in Japan have been kept under control by applying a pricing practice where decreasing fees are paid in line with increases in utilization.  Drug prices were slated to be cut in April 2004.  These price controls and adjustments led to a contraction in medical expenditures in FY 2002 for the first time in Japan’s history.   While universal health care may be difficult to achieve in the U.S. due to ideological opposition about “big government” associated with a single payer system, the model provided by Japan of public funding and private sector health care delivery is one that could substantially reduce health care spending in the U.S. while retaining quality of service.  The Japanese have demonstrated that a high quality of life can be sustained (as evidenced by their superior life expectancy) without spending a lot of money on health care services.  Their example of incremental reform is one worthy of examination by U.S. health care policy-makers.  
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