BUSINESS STRATEGY IN THE
HEALTH SERVICE

Professional 2
June 2001

MARKING SCHEME

Question 1
@ This question draws upon the 1999 Technical update section for business grategy in the Hedth
Savice

Spexific actions resulting from the White Paper:
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(b)

PCG Leves:

(©

Fragmentation replaced by better planning jointly agreed by al who are charged with
planning and providing socid care.

Competition replaced by co-operation.

Reduction in management costs.

Aboalition of GPfundholding.

Crestion of PCGsand PCTs

NHS Commissioning bodies cut from 3600 to 500.

Reduction in bureaucracy.

Improving fairnessand quality.

Leve 1:
Levd 2

Levd 3:

Levd 4:

1 mark for each to maximum of 5

Sub-committee of locd HA, acting in an advisory capacity
Sub-committee of locd HA with respongbility for a devolved

budget
Free ganding Primary Care Trudt, with own budget, accountable

to the HA for the delivery of the HimP
As Levd 3 but with responghility for the provison of certan
community services (eg didrict nurang)

1 mark per level up to maximum of 4

Key Functions of PCGs.

BSHSXM3

To contribute to the Health Improvement Programme
To promote the hedth of the locd population

To develop primary care

To commission services

To monitor performance of NHS Trusts

To better integrate primary and community services
Towork with socid services

1 mark for each function up to 4
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Points that could be given include:

BSHSXM3

Emphasis on partnership rather than competition
Focus on the customer rather than the practitioner
Economy of scde
Avoids patient lottery of care
Better accountahility and control
More purchaser power
1 mark for each point up to 5
(18)
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Question 2

@ This section draws upon study units 12.2 and 19.

Stories and myths (beliefs)
. What core bdiefs are hdd?

How dgrongly held are these beliefs throughout the organisation, and particulaly at
senior levd?

Do the beliefs condtitute strengths and/or wesknesses?

Rituals and symbols
What do rituas and symbolstell you about the organisation?
What behaviour is expected and how isit rewarded?
What language is used to describe the organisation and its activities?

L eader ship and management style
What are the core beliefs of |eadership?
How are the core beliefs expressed both internaly and externaly?
What kind of strategies are preferred?

Structure and systems
Do structures and systems promote collaboration or competition?
How forma are structures and how important areinformal structures?
Which systems are stressed as being of key importance?

2 marksfor each area (2 issues required each area) up to a maximum of 8

NB. Other variants of cultural web acceptable; one shown overlesf.
©
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(b)

"

thuals and ywer

Elementsof an organisation’scultural web

Routines - established ways of doing things. Determine how individuds relate to
each other and how much organisational communication occurs

Rituals - eg training programmes, induction, assessment, promotion.

Stories - told by members of organisation to each other, outsiders or newcomers.
Symboals- eg logos, promoationa materia, common language and terminology.
Control systems - eg measurement and reward systems.

Power gructures - the most powerful management groups likely to be ones most
associated with core assumptions and beliefs about what isimportant.

Organisation sructure - will  reflect power structures, embody important
rel ationships and indicate what isimportant.

Good answers to this section will demonstrate how the web and elements therein can condtitute
barriersto change and in the process of doing o will give sectoraly relevant examples.

Typica points could include:

Trandformationd or fundamentad organisationa change can be defined as change that involves
appropriate cultural change.

The individud elements of the culturd web tend to mutudly reinforce each other and this
contributes to the problem of culture being particularly resistant to change.

Having sad that, some cultures will tend to be more resgtant to change than others, many
would argue that public sector cultures have developed over a period in which the sector was
shielded from significant change and are therefore still somewhat resistant to change.

Other points more related to pecific dements could include:

Power Bases

People do not give up power and influence essily and conflict occurs when people believe their
own postion is being undermined. Sectord examples could include fact that NHS consultants
have very powerful postions due to thelr contrectud arangements and are therefore able to
resist change effectively.

Systems
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Reward, information and control systems, for example can dl block change.  This is
particularly the case if eg reward systems or appraisd systems are not changed consistently
with the desred organistiond change, again gppropriaie organisaiond examples should be
possible. 2

Symbols

Symbols are dgnificant as barriers to change and are linked with the power issue discussed

ealier. Symbols can cover anything from a company car or pesond office to less tangible
symbols such as the clothes or uniform people wear; again organisstiond examples possible.
Trandformationa change needs to be accompanied by gpproprite changes in symbols which

may be resisted. 2

For such points concerning individual eements, broadly marks should be split equally between
identifying why an eement contributes to resistance and giving relevant example.  Many other
examples to the above are possible and should receive credit. (©)

(19)
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Question 3

(a The steps should follow aframework similar to that provided by Brysonie:
Initial agreement on purpose, steps, timing, roles and resources
Identification of mandates—legal frameworks, regulatory issues
Mission and values—raison d'etre, reason for exigting, stakeholders
Environment assessment —PEST, opportunities and threats
Interna resources — strengths and weaknesses, resource anaysis
Strategic issue identification — fundamenta policy issues, priorities
Strategic development —choices, options, evauation, direction and means

The future organisation— the vision of success

1 marks for each step, up to a maximumof 8

(b) Illustration using the steps in part (8) applied to their sector organisation. Marks will be given
for effective matching of the steps to an organi sation setting.

Marks will be given if dudents offer the counter-argument that drategy is incremental and
reactive ie does not follow or need a disciplined approach. This is the argument for emergent
srategies put forward by Mintzberg and covered in the 1998 update material.

5 marksfor each appropriateillugtration plus 5 for evaluation againg stepsin (a)
(10

(19
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Question 4
@ Elements of amarket strategy
Market segmentation

The breskdown of the market into groupings of different customers ie. who should the

organisation be targeting and why?
ie large enough to justify committing the resource
potentia for growth
not dominated by competition
needs the organisation’s sarvices
4
Market entry
How do we penetrate the market?
ie sdesand marketing plans
collaboration
3
Timin
When do we enter the market?
ie customer awareness
demand patterns
competitor activity 3

publicity and marketing campaigns
1 for each definition, 2/3 for attributes
(10
NB An dternative acceptable approach would be to use thefour ‘P'sie
Product — match to customer needs
Price—basisfor pricing (cost?, market etc), competition
Pace—accessihility, cost, convenience

Promoation — clear, open, appropriate

2 Y2 marks for each element up to max. of 10
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(b) A discusson under each element of its relevance to the sector

eg segmentation —specidist services, baance of resources and investment, future
needs

entry —collaboration with othersin the sector etc
timing— pressures and awareness, publicity

3 marks maximum for each element up to max. of 8

o thefour ‘P's
Product — match of needs dictated by professiond's, government, society
Price—cogt driven, taxpayer, government influence/dictated
Pace —through gateways, generaly fixed

Promotion —emphasis on information, awareness

2 marksfor each dement
®

(8)
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Question 5
@ _ _
Financial Performance M easures
Possble cdculations
2000 1999
Grossprofit percentage 1,200 900
3,000 2,500
40% 36%
Net Profit Percentage
(ignore apportionments) 786 576
3,000 2,500
26% 2%
ROCE 86 576
10,000 8,000
7.9% 7.2%
Economic Value Added (EVA) 786-(10,000x.06) 576-(8,000x.06)
£186k £96k
Revenue by progranme area
Management training 40% 28%
Health and safety 23% 20%
IT training 17% 28%
Financial training 20% 24%
Comments:
1 All ratiosindicate an improvement in performance
2 Indicates Unit can earn returns above cost of capita
3 Strong financid postion
4. Turnover by programme areaindicates move to management training

(See Innovetion)
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I nter nal Business Processes

Possible calculations: Year 2000

Development Expenditure as % of operating costs 10,0000 82%
1,214,000

New courses to market 3

Revenue generated from new course £300,000

New coursefailures cost £40,000

Revenue from new successful developments as % of revenue  10%

300

3,000k
% of revenue from new programmes under 5 years %
%returnon R & D (first year) 300,000-40,000 260%

100,000

but problems over life gpan of current innovations
Comments
1 8.2% of operating costs spent on innovation
2 Vitd importance of new programmes
3 260%returninfirg year
4. Function trends show growth areas (I T) in decline and failure
5. Innovations appear short lived and focussed on public sector
Learning and Growth
Possible cdculations

2000 1999
% FTE/PT 64 x .5 62% 5%

2
% days lost through sickness (assume 260 days) 7.3% 31%
Turnover per FTE £57,692 £54,348
Labour cost per FTE £34,615 £34,783
Turnover of staff — F/T 20% 20%
PT 2% 15%

Comments:
1 Grester rdliance on pat time staff
2. Significant turnover of part time staff
3 Posshlegrester sress on full time staff leading to increased sickness
4. Reductionin activity of full time staff
5 Increasad incidence of sicknessamogdt full time staff

Customer measur es
2000 1999
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Revenue by client

St Katherine' s BHS Trust 70% 60%

Other NHS Trusts 13% 16%

Private sector 17% 24%
No.of new clients (% of total) 20% 15%
No. of returning clients (% of total) 15% 21%
Comments

Increase in dependence on S Kathering's

Strategy of moveto private sector not achieved

Wide spread of customer satisfaction

Fewer returning customers and declining customer base

HPOODNPE

4 marks for each dimension
(1 mark for each distinct measure and %2 mark for each comment)
2 for presentation and approach
19
(b) Purdy financid messures indicate strong and improving performance but disguises
fundamenta weaknesses clearly highlighted inthe BSC andysisie

Weak, short term course innovation

Low spend on programme devel opment though importance

Greater dependence on &. Katherine's

Week in growth areas and dependence on short life cycle products

Increase use of part time staff and stress of full time reflected in increased sickness
Declining customer base. ic, etc

O WNE

Stressesvadueof BSCin

Clarifying and trandating vison and strategy
| dentifying linkages
Matching short term and long term goals
Enhancing learning
1 mark for each relevant point, up to a maximumof 5

23
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Question 6

Porter’ s5 Forces Model
Power of buyers
Power of suppliers
Intengity of current rivalry
Thresat of entry
Threat of substitution

The drength and configuraion of the above forces will determine the
profitability/performance of an organisation (or indudtry).

Power of Buyers

Proportion of buyers budget spent on TCU training; not possble to quantify; however, transitiona
arangements likely to ensure will be large NB. TCU provison percelved to be expensve future

budgets due to come under more pressure; all factors tend to lead to buyers scrutinising provision.

Product differentigtions TCU has reputation for meeting client needs effectively; some talored courses
provided within contracts.

Switching codts;, not many; some within contracts that exist. Requirement for business case conditutes
switching cost for going to outside providers for annual training requirements above 2,000 peso.

Ability of buyer to integraie forward — some but probably not much; ie development of mentoring, sdlf
study etc arrangements.

Power of Suppliers
Staff — only supplier referred to in any detail in case.

Recruitment of oaff from dterndive training organisation suggests potentiad for daff to integrate
forward.

Certainly high impact of trainer inputs on qudity/performance; increased by reputation for effective
talloring of coursesto dient needs.

Threat of Entry

Universities — priorities lie dsewhere for foreseegble future therefore no dgnificant threat
from this source.

Accountancy Training Colleges — over capacity here may lead to entry; fuelled by track record
of diversification. Tempered to small extent by prior private sector short course focus.

KPA — possible source of further entry; cost combined with budgetary pressure may militate
against that.

BSHSXM3 Page 13 of 14

1%

1%



Business Strategy in the Health Service June 2001
Marking Scheme

Product differentiation and switching costs as andysed under power of buyers will tend to
constrain threat of entry. 1

TCU training relatively capitd intensve, which is suggested by theory to generate entry
barrier. 1

Expensve computer based facilities and corresponding investment cost could conditute entry
barrier. 1

Knowledge of client organisations probably generates cost advantages for TCU via learning
effects. 1

Product differentiation/switching costs as analysed above. 1
Intensity of rivalry

None realy at pesent due to current policy; KPA activity on single project only exception to
that. 1

Threat of Substitution

Mentoring, sdf sudy could be seen as subditutes  Difficult to evauate comparetive
price/performance though nb perceived high cost of TCU provision. 1

Propensty to subdgtitute difficult to evaluate; current use of these options suggests may be
reasonable. 1

Credit available for other rdlevant points. 1 mark per point well made up to a maximum of 23. The
above marking scheme conssts mainly of case based points. Some sudents may provide the basic
theoretical determinants of Porter’'s modd but fail to relate them effectivdly to the case (which on
occason could be seen as quite demanding). Only a total of 8 out of 23 marks available for theoretical
determinants of forces presented in isolation from case references (this excludes the 2 marks for
overview of mode at beginning of scheme).

(23)
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