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As large companies move their
employees into managed care, they
must concern themselves with the
quality and price of their employees’
health care. Based on a survey of
Fortune 500 companies, we show
that most Fortune 500 companies are
integrating several aspects of quality
into their purchasing and contracting
decisions by focusing on three
dimensions of quality—customer
service, network composition, and
clinical quality.

Large employers have transformed their purchasing
of health care during the last decade by conducting in-

tensive price negotiations with health plans and using

financial incentives to encourage employees to shift

from indemnity to managed care coverage.1 The

movement to managed care has prompted serious

concerns about the quality of care among consumers

and the media.2 Consumers have voiced complaints

and filed lawsuits against managed care plans alleg-

ing that they denied access to necessary treatments.

Quality concerns in the health care system extend

beyond managed care. The Institute of Medicine (IOM)

recently announced the existence of a quality chasm

“between the health care we have and the care we

could have.”3(p.1) According to the IOM, the existing

health care system harms too frequently, resulting in

millions of medical errors and thousands of prevent-

able deaths each year. It also frequently fails to deliver

potential benefits to consumers. In response, the

IOM has called upon public and private purchasers

to “examine their current payment methods to remove

barriers that currently impede quality improvement,

and to build stronger incentives for quality enhance-

ment.”3(p. 182)

We examined the role of Fortune 500 employers in

quality management based upon evidence from a

recently completed survey of health care purchasing

among the nation’s largest public companies. Our

findings confirmed that a transformation has occurred

in the way companies manage health care quality. We

found that companies are integrating several aspects

of quality into their purchasing and contracting de-

cisions. We focus on three dimensions of quality—

customer service, network composition, and clinical

quality. We found that large employers emphasize

different dimensions of quality than their counter-

parts in the health care sector, focusing on customer

service rather than clinical quality. Large companies
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are collecting more data on consumer satisfaction and

customer service and less on clinical quality. Their

preference for service-based measures is also evi-

denced in their purchasing decisions. When contract-

ing for carriers, nearly twice as many companies re-

quire improvement in customer service as clinical

quality. We explore some of the factors that may lead

companies to focus more on customer service than

clinical quality.

Understanding quality management activities

among Fortune 500 companies is important for many

reasons. Providing coverage for 20 million employees

and many more dependents and retirees, Fortune 500
companies are crucial to the country’s economy and

are influential models for other purchasers of health

care. If Fortune 500 companies pioneer approaches to

quality management, other small and medium firms

may follow. Large companies’ purchasing will greatly

affect any attempts to overcome the quality chasm in

the health care delivery system. The article begins by

describing the literature on quality measurement and

management among large employers. We then pres-

ent the methods and measures used in our survey of

the Fortune 500. We use the results of this survey to de-

scribe the central tendencies of these companies. These

quantitative results are compared with qualitative re-

sults from extensive interviews with some innovative

companies that are actively managing the clinical qual-

ity of care. Finally, we conclude with an explanation of

these results.

THEORY AND PRACTICE OF QUALITY
IMPROVEMENT

No overarching theory of quality management has

been applied to health delivery systems and corporate

management of employee health benefits. The health

care and corporate sectors rely on different theories

and traditions of quality management. Based upon

the work of Juran, Aoki, and Demming, corporate con-

tinuous quality improvement (CQI) and total quality

management (TQM) programs focus on measuring

quality and installing programs that prevent quality

problems before they occur.4–6 In other words, the cor-

porate approach emphasizes standardizing processes.

The health care literature, by contrast, seeks to iden-

tify processes that lead to better clinical outcomes,

thus linking processes to outcomes. It has drawn on

the work by Donabedian and focuses on assessing the

appropriateness of care as well as adherence to pro-

fessional standards.7 Lately, some health care organi-

zations have shown interest in transferring industrial

approaches such as TQM and Six Sigma to their health

care quality management.3

DEFINING HEALTH CARE QUALITY

The medical and much of the health policy literature

define quality as the degree to which health services

increase the likelihood of achieving desired health

outcomes and are consistent with current professional

knowledge.8 This definition of quality implies that

quality improvement should address the knowledge

and practices of individual physicians as well as the

processes of care relied upon by major health care

delivery organizations.9 High-quality health care de-

pends on the capabilities of delivery systems to prevent

and minimize errors, to coordinate care across set-

tings and practitioners, and to ensure that reliable

health care information is available when needed.

There is a recognition that best practices are hard to

define in health care and that some variability in out-

comes is inevitable.

By contrast, service quality is a key priority among

large employers who have transferred the definitions

and tools of quality management from their core

businesses to health care. From reports by industry

participants, a small number of studies, and our own

pretests at 88 companies, it appears that health bene-

fit managers in large companies define health care

quality more broadly than the health care sector. This

is important because how quality is defined and

measured determines the kinds of quality programs

undertaken.

Service quality, although not explicitly included in

the medical definition of quality, has become an

emerging concern in the health care sector. Service

quality refers to characteristics that shape the experi-

ence of care for patients and their families other than

the technical quality of diagnostic and therapeutic

procedures. A recent Journal of the American Medical
Association review of the literature on service quality

in health care reported that improvements in service

quality could translate into better clinical outcomes

and patient and physician satisfaction.10 The review

also stated that the techniques for service improve-

ment developed in other sectors could be transferred

readily to the health care sector. Currently, service

quality, though less developed, is increasing in impor-

tance among the health care sector.
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Quality has three key dimensions for health benefit

managers at large companies: customer service qual-

ity by health plans and providers, access to services,

and clinical quality. Customer service involves meas-

uring the interaction between the health plans and

employees on measures such as telephone response

time, claims turnaround times, and the speed at which

disputes are resolved. At the provider level, customer

service involves satisfaction with amenities, interper-

sonal relations, and other nontechnical aspects of

care. Access refers to what hospitals and physicians

are included in health plans’ networks. Consequently,

improvements in these areas can increase value to

consumers as well.11

Other health researchers have noted the analogy

between assessments of health care quality and indus-

trial quality. Luft observes that in the industrial sector,

companies (and consumers) monitor closely the cus-

tomer satisfaction ratings of automobiles by JD Power

and Associates.12 The yearly rankings provide infor-

mation on performance, dependability, dealer respon-

siveness, and overall customer satisfaction by individ-

ual model types and by company. Other data from the

National Highway Safety Administration and the

Insurance Institute for Highway Safety document in-

juries in crash tests and in actual use. Luft compares

the JD Power rating to consumer satisfaction surveys

of health plans, NCQA accreditation, HEDIS (Health

Plan Employer Data and Information Set), and clinical

outcomes to reports on injuries and mortality.

PAST RESEARCH ON CORPORATE
PURCHASING

Research has begun to document the quality strate-

gies that companies adopt on their own, through busi-

ness coalitions, or through accreditation organizations

like the NCQA. These studies examining quality and

health care purchasing have produced mixed results.

Some have shown a growing interest in quality man-

agement among employers; others have reported little

knowledge or interest in health care quality among

the corporate community.

Based upon extensive interviews with company

executives and health plans in four markets, Maxwell

and colleagues found that prominent early movers to

managed care were transferring their procurement

strategies used in their core businesses to health

care.13 Companies employed business tactics such as

competitive bidding and standard setting to negotiate

more aggressively with health plans over premium

prices and the quality of care. When purchasing health

care, some companies selected health plans based in

part on quality considerations and standards for them

to meet in the areas of customer service, access, and

clinical quality. To encourage health plans to invest in

clinical and service quality, a few of these companies

put a portion of their premiums at risk to ensure their

compliance with established standards. A few compa-

nies also modified premium contribution based upon

specified quality criteria, and paid employees more for

selecting health plans that they rated high on quality.

A study of 25 large employers in a single market by

Thompson and colleagues found similar results. The

employers set performance requirements in their re-

quest for proposal (RFP) process for customer service

and satisfaction. If individual requirements were not

met, employers would withhold a percentage of their

administrative fees. Although considered important,

employers did not use clinical quality measures in a

comparable way in their purchasing process. The

authors explain that employers did not emphasize

clinical quality measures because they relied on con-

sultants for their assessment of quality and their own

lack of staff with a medical background. Because of

their lack of expertise in measuring clinical quality,

employers tend to “emphasize those aspects of health

plan performance that they best understand.”14(p.70)

Meyer and his colleagues found in a qualitative

study of large employers and business coalitions that

some of these organizations were holding health plans

accountable for their performance with regard to both

costs and quality, a process they referred to as “value

purchasing.”15 They classified employers into three cat-

egories in terms of their movement toward value

purchasing: exclusively focused on cost containment,

quality information collected but not used in purchas-

ing decisions, and quality criteria used to select their

health plans and providers. In his discussion, Meyer

differentiates between administrative (service) quality

and clinical quality. He remarks that clinical quality

measures are more difficult to define and therefore

are only actively pursued by purchasing “pioneers.”

Other studies document how widely the quality im-

provement practices of purchasing leaders were spread-

ing to large employers as a group. In 1997, the Business

Roundtable surveyed its 200 member companies—a

group comprised mainly of Fortune 500 companies—

about their health care “quality initiatives.”16 According

to Business Roundtable, large companies recognize

the potential impact of their programs on individual



employees and their families, as well as the indirect

implications for workforce productivity and reten-

tion.16 As a result, many member companies manage

the quality of health plans, evaluate the quality of

health providers, and advocate quality health care for

employees. These companies appear to include cus-

tomer service in their evaluation of quality health

care, although the survey did not focus on it.

Hibbard and colleagues found similar results among

thirty-three large employers in four selected mar-

kets.17 They found that large employers relied upon

NCQA accreditation, HEDIS, and customer satisfac-

tion surveys in their health purchasing decisions.

Large employers were less likely to collect or dissemi-

nate data on clinical quality obtained at the hospital or

provider level. They also reported that companies

with geographically concentrated workforces were

more likely to use HEDIS and customer satisfaction

surveys than those with more dispersed workforces.

Gabel found strikingly different results when exam-

ining the impact of standardized clinical quality mea-

surement (such as NCQA accreditation and HEDIS) in

employers’ purchasing decisions.18 Based on 1997

KPMG survey data of different size firms, he con-

cluded that NCQA accreditation and HEDIS reports

still have a relatively minor impact on companies’

choice of plans. Only about a third of those surveyed

were even familiar with NCQA accreditation, and 11

percent rated it as “very important” in the selection of

health maintenance organizations (HMOs) (just 5 per-

cent rated HEDIS “very important”). Furthermore, of

those companies using quality data, very few provided

the information to employees to help them choose

among multiple health plan options.

Based upon data from the 1997 RWJ Employer

Health Insurance Survey, Marquis and Long found a

higher rate of use of general quality information in

purchasing decisions than some other studies.19

Nearly 60 percent of employers reported relying on

quality information in their purchasing. The rates in-

creased to nearly 70 percent for those offering HMO

or (point of service) POS plans for which quality in-

formation is most readily available. The use of quality

information in purchasing was also positively associ-

ated with firm size, and enrollment in HMO and POS

plans. Contrary to their hypothesis, firms offering

multiple carriers reported using quality information

more than those purchasing from a single carrier.

Some companies have participated in business

coalitions and third-party accreditation to comple-

ment or in some cases to substitute for their own qual-

ity programs.20,21 Influential third-party accreditation

processes for health plans only emerged in the early

1990s when several prominent companies sought to

identify uniform and standardized quality performance

indicators for managed care. Since then, large employ-

ers have helped promote NCQA and HEDIS by requir-

ing NCQA accreditation as a condition for contracting.

Recent survey data from the National Business Coali-

tion on Health show that 90 percent of their nearly 85

employer-led coalitions (representing over 11,000

employers) collect quality information and that

nearly two thirds report extensive involvement in

these collection activities. Eighty-four percent of

coalitions reported participating in continuous clini-

cal quality improvement activities with health plans

and providers, and nearly half of these rate their

involvement as extensive. The study was unable to

evaluate the extent to which business coalitions har-

nessed their market power for quality as well as cost

containment purposes.22

In sum, the existing literature on quality in health

care purchasing suggests that large employers are col-

lecting a wide variety of information on their own.

This is a significant change, as many of these qual-

ity measures and tools did not exist a decade ago.

Nevertheless, it is unclear from existing evidence

how large employers define the quality of health

care, that is, which dimension of quality they are re-

lying on for their purchasing decisions. The incon-

sistent findings in the literature may be due to the

fact that studies have relied upon different defini-

tions and measures of quality. The literature sug-

gests certain factors—both industry characteristics

and delivery system variables—may be associated

with the use of quality information in health pur-

chasing. However, no studies have explored whether

different factors are linked with different dimensions

of quality in purchasing.
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The existing literature on quality in
health care purchasing suggests that
large employers are collecting a wide
variety of information on their own.
This is a significant change, as many
of these quality measures and tools did
not exist a decade ago.



Our study design was developed to remedy some

of these problems. We sought to measure explicitly

the different domains of quality—customer service,

access, and clinical quality. By focusing on the Fortune
500, we examine quality practices in a sample where

they should be prevalent and relatively homogenous.

By studying the different domains of quality and col-

lecting information on different types of insurance

and purchasing practices, we can explore the relation-

ship among them.

DATA AND METHODS

During the first half of 2000, we conducted a tele-

phone survey of senior health benefits and human

resources executives at Fortune 500 companies about

their corporate health care purchasing practices. The

primary research instrument consisted of a 35-minute

telephone survey targeted towards senior benefits

managers in each firm. We conducted supplemen-

tary interviews with managers at 32 companies as a

follow-up to the telephone survey. (We pretested sev-

eral different versions of the survey with more than

70 companies in the Fortune 501–1000 companies, and

with 18 of the largest privately owned U.S. compa-

nies. We also conducted more than a dozen 2-hour in-

terviews with corporate managers prior to the admin-

istration of the survey in order to help with the survey

design and wording.) The methods for our study have

been described in detail elsewhere.23

Rather than selecting a random sample, the tele-

phone survey was conducted with officials at firms in

the complete 1999 Fortune 500 list, which consists of

the 500 publicly traded U.S.-based firms with the

largest 1998 revenues. We report results for the For-
tune 500 and the Fortune 100, that is, the 100 largest

companies by revenue. In recent years, the composi-

tion of this list has changed to reflect the continued

growth of the service and high-tech sectors.

We interviewed 411 companies out of 489, for a re-

sponse rate of 84 percent. Eleven Fortune 500 compa-

nies had been involved in mergers and acquisitions

so that they no longer had unique benefits policies.

Among the Fortune 100, we interviewed 84 out of

100 companies for an 84 percent response rate. Sur-

veyed Fortune 500 companies ranged in size from

4,458 to 204,250 employees. The median company had

16,730 employees.

We typically interviewed the senior-most official re-

sponsible for health benefits, their supervisors respon-

sible for all compensation and benefits including

health, or the vice-president of human resources. The

titles of these individuals often were director of health

benefits, director of compensation, or vice president

of human resources. A team of six trained interview-

ers administered the survey with participants by tele-

phone. Because these senior-level managers receive

numerous requests for participation in benefits sur-

veys, we were careful to select interviewers that could

speak knowledgeably about the subject matter and

thereby better engage our respondents. The inter-

viewers also participated in an initial 40-hour training

program, which reviewed the key concepts in health

care purchasing and managed care. In addition, the

interviewers received extensive training in “nondirec-

tive” probing techniques that promoted highly uni-

form data collection procedures.24 The interviewers

received ongoing training during the 6-month period

of data collection.

The survey instrument contained questions in six

major sections: health benefits and plan types, pur-

chasing strategies, quality, outcomes, administrative

structure, and human resources. It consisted of a total

of 118, mostly close-ended, questions. Due to the lack

of comparable questionnaires, we could not use many

questions from other surveys. We did draw upon a

small number of questions (e.g. on types of health

plans and employer contributions) from the Robert

Wood Johnson Foundation’s Employer Health Insur-

ance Survey’s national sample of establishments and

from similar surveys of large companies.25

Because of the lack of in-depth studies of health

care quality among large companies, we had to de-

velop nearly all of our own quality measures. We

were guided by extensive pretests with 88 companies.

(Given the need to develop large numbers of ques-

tionnaire items, we pretested several different ver-

sions of the survey with more than 70 companies in

the Fortune 501–1000 companies, and with 18 of the

largest privately owned U.S. companies. The results of

the pretest led to final modifications of the survey in-

strument.) Based upon both the literature and our ear-

lier fieldwork, we developed questions to document

quality practices in these three domains—clinical

quality, customer service, and network composition.

The low frequency and variability of particular qual-

ity practices led us to develop questions that best

characterize companies’ general approaches to each

of three different dimensions of quality. We asked

companies whether they set requirements in their con-

tracts with health plans with regard to customer ser-

vice, network composition, and clinical quality. We
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also asked a more general question about quality as a

formal criterion in carrier selection, and adapted a

question from the Foster Higgins health benefits sur-

vey about requirements for NCQA accreditation.26

We asked questions about the collection of different

types of quality information and its dissemination to

employees.27 To gauge the level of quality management

activities, we asked companies how frequently they

met with health plans and whether they provided fi-

nancial incentives and disincentives to monitor quality.

A number of other measures were relied upon in

the regression analyses. For documenting employee

enrollment by plan type, we asked respondents to

estimate “what percentages of covered employees are

enrolled in each type of health plan: traditional in-

demnity, PPO, POS, and HMO.” (This measure was

found in Marquis and Long.25) In this article, we use the

word “plan” to refer to the company offering specific

products (for example, Kaiser Permanente is a health

plan while HMO, PPO are products). In the article, we

refer to health products by specific type, that is, HMO,

preferred provider organization (PPO), POS plans.

To measure employer contribution levels, we asked

about percentage contribution to individual coverage.

Workforce concentration was measured by taking the

ratio of enrollment in the largest metropolitan area as

a percentage of the total enrollment. We used com-

bined percent enrollment in HMO and POS plans as a

measure of HMO penetration. Self-insurance was

measured by querying corporations as to whether

they self-insured, purchased coverage, or relied upon

both financing methods. We included a measure for

choice—asking a company about how many carriers

it offered its employees in the metropolitan area in

which it had the largest number of employees. As a

measure of size, we relied on Fortune rankings, classi-

fying companies into Fortune 100 versus others in the

Fortune 500. In our regression analysis, we also in-

cluded a variable on outsourcing to consulting firms

and other outside vendors. We asked, “compared to

1994, do you do more, same, or less outsourcing for

health benefits?”

We used descriptive tables to examine key quality

variables. Because the survey response rate was 84 per-

cent, the full sample is a nearly complete representa-

tion of the Fortune 500 during the interview period.

We used logistic regressions in an exploratory analy-

sis that attempts to identify company characteristics

that are associated with having contractual require-

ments regarding quality. Three binary outcomes are

modeled: having contractual requirements for cus-

tomer service, for annual clinical quality improve-

ments, and for composition of the provider network.

Predictors are based on company characteristics and

purchasing practices including: Fortune ranking, con-

centration of employees, choice of plans, HMO pene-

tration, self-insured, outsourcing to consultants, and

percent employer contribution. These attributes were

chosen because they are important predictors of other

health plan purchasing behaviors.23,28–30

RESULTS

Nearly all of the Fortune 500 now regularly collect

many types of quality information, including NCQA

accreditation, consumer satisfaction surveys, and

HEDIS, as shown in Table 1. The highest percent of

companies collect information from customer satisfac-

tion surveys, followed by information on accreditation

status and HEDIS. Fortune 100 companies were more

likely to collect quality information across all three of

these measures than others in the Fortune 500.
When asked about the most useful source of quality

information, the majority of Fortune 500 companies

(49 percent of the Fortune 100 and 53 percent overall)

cited consultants. Consultants typically collect data on

customer service issues such as consumer satisfaction,

the accuracy of claims processing, and telephone re-

sponse times. Less frequently, they provide more clin-

ically oriented advice, programs, and software that

assist companies in working with their health plans

or managing the health of their employees.

The results in Table 2 show that customer service

and satisfaction data have priority in company dis-

semination of health care information to employees.

Only 31 percent of the Fortune 500 report disseminat-
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TABLE 1

COLLECTION OF QUALITY INFORMATION, 

FORTUNE 100 AND 500, 1999

Fortune 100 Fortune 500

Collect any quality information 94% 93%

Accreditation by NCQA or other 69%* 52%

Consumer satisfaction survey 70%* 54%

HEDIS 67% 50%

* Statistically significant difference at the .05 level.



ing any quality data to their employees. Of those 141

companies, 60 percent provided employees with con-

sumer satisfaction survey results. Half of companies

distribute accreditation information and 38% give out

HEDIS data.

The overwhelming majority of companies surveyed

reported using quality in health plan selection as

shown in Table 3. However, since only 32 percent of

the Fortune 500 companies require improvements in

clinical quality, the actual definition of “quality”

comes into question. Corporations rely on customer

service and network composition as measures of qual-

ity. Almost all of the Fortune 500 required standards

for customer service in their contracts but only one-

third require improvements in clinical quality. Though

it wasn’t statistically significant, the greatest size

effect was found in requiring NCQA accreditation

(73 percent of the Fortune 100 versus 55 percent of the

Fortune 500).

A few companies such as General Motors and Veri-

zon have found that higher quality plans are not al-

ways the most expensive plans. They believe that the

market on its own is not providing appropriate sig-

nals or adequate incentives for quality improvement.

To encourage plans to compete on the basis of quality

rather than risk selection, these companies adjust pre-

mium contributions to encourage quality by allowing

employees to pay less for health plans with higher

quality ratings. However, very few companies—only

7 percent of the Fortune 500—adjust employee pre-

mium contributions based on quality, indexed by

both customer service and clinical quality ratings.

Looking only at the very largest firms, 20 percent of

the Fortune 100 provide positive financial incentives

for quality. All of these companies offer the majority of

their employees a choice of two or more plans; 12 per-

cent of companies that offer a choice of carriers also

adjust their premium contributions. (Of course, ad-

justing premiums only makes sense for companies

that offer a choice of two or more plans.) This may be a

sign that altering premiums may be the wave of the fu-

ture, but managers reported in supplementary inter-

views that competition among health plans is based on

price rather than quality.

Companies also use negative incentives, or penal-

ties, to regulate health plan quality. Fifty-five percent

of Fortune 500 companies increase monitoring of of-

fending plans. Only 17 percent freeze enrollment, that

is, they do not allow employees to enroll in the offend-

ing plan for a given year. Forty-seven percent of For-
tune 500 companies and 51 percent of the Fortune 100
pursue a more drastic course and drop offending

plans. Of course, these large numbers also reflect the

prevailing trend among companies to drop plans.23,28

In supplementary interviews, managers cited both

clinical quality and service reasons for dropping plans.

To examine the association between requirements

for customer service, clinical quality, and access and

various industry and health insurance characteristics,

we used logistic regressions. The results are shown in

Table 4. We found a strong correlation between cus-

tomer service and outsourcing. Once again, this points

to the importance of consultants in RFP-based health

purchasing. Percent employer premium contribution

was positively associated with all three measures.
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TABLE 2

TYPE OF INFORMATION DISSEMINATED BY

FORTUNE 500, 1999

Fortune 500 
(N 5 141)

Consumer satisfaction survey 60%

Accreditation status (NCQA or other) 55%

HEDIS 38%

Quality data from business coalitions 15%

Quality data from consultants 30%

Other 30%

TABLE 3

USE OF QUALITY IN CONTRACTING, FORTUNE
100 AND 500, 1999

Fortune Fortune 
100 500

Use quality in carrier selection 86% 83%

Require NCQA accreditation 73% 55%

Requirements for network 

composition 61% 61%

Customer service standards in contract 93% 86%

Annual improvements in clinical 

quality 37% 32%

* No statistical significance found between columns.



Firms may have a greater responsibility for all three di-

mensions of quality if they pay a larger share of premi-

ums. Other factors, such as self-insurance and concen-

tration of employees, were not found to be important

in any of the models.

We found that the greater the choice of health plans

offered to employees, the more likely the company

was to set requirements for network composition, but

not for clinical quality and customer service. Choice of

plans and access to providers are linked in the current

managed care debate. Alternatively, a broad selection

of plans may impede partnership between health

plans and companies on clinical quality issues.30

We found that percent enrollment in HMO and POS

plans increased the odds of a firm requiring improve-

ments in clinical quality when contracting with plans.

Consequently, clinical quality-minded firms will find

it in their best interest to partner with HMO and POS

plans. Until recently, comparative measures of PPO

performance have not been available. In addition,

PPO plans generally have less influence than HMOs

over their hospital and physician networks.

Our findings are consistent with Marquis and Long

who found that enrollment in HMOs and POS plans

were important predictors of the use of quality mea-

sures in purchasing. In contrast to Hibbard, concen-

tration of employees was not associated with any

purchasing practices in the domains of quality. The

biggest difference between our analyses and past re-

search is that most other studies had not disaggregated

elements of quality.

Overall, our regression results suggest that differ-

ent factors influence different domains of quality. To

work with health plans on customer service, health

benefits managers must understand employees’ needs

for services and the capabilities of carriers to improve

their service. In contrast, for clinical quality, they need

knowledge of their employees and dependents’ health

problems, the medical management systems of their

plans, and the clinical capabilities of their provider

networks. Fortune 500 companies are concerned with

many aspects of quality—which means more than clin-

ical quality in their view—and emphasize customer

service in their activities.
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TABLE 4

LOGISTIC REGRESSIONS PREDICTING CUSTOMER SERVICE, IMPROVEMENTS IN CLINICAL QUALITY,

AND COMPOSITION OF PROVIDER NETWORK

Dependent Variables
Relative Odds (Confidence Interval)a

Improvements in Composition of Provider 
Independent Variables Customer Service Clinical Quality Network

Offering employees choice of 

three or more health plans 

(Y/N) 0.62 (0.32–1.19) 1.24 (0.77–2.00) 0.55 (0.35–0.86)***

HMO penetration 1.00 (1.00–1.02) 1.01 (1.00–1.02)*** 1.00 (0.99–1.00)

Outsourcing to consultants (Y/N) 2.45 (1.31–4.58)*** 1.01 (0.63–1.61) 1.11 (0.72–1.73)

Average percent contribution 1.03 (1.00–1.06)** 1.03 (1.00–1.06)** 1.01 (0.99–1.04)

Self-insured (Y/N) 2.09 (0.69–6.36) 1.63 (0.60–4.42) 1.22 (0.50–2.98)

Concentration 0.99 (0.99–1.01) 1.00 (0.99–1.01) 1.00 (0.99–1.01)

Fortune 100 (Y/N) 0.82 (0.38–1.77) 1.20 (0.69–2.09) 1.08 (0.63–1.86)

22 Log L 295.260 455.616 490.633

a For each parameter estimate the odds of requiring each of the three outcomes changes by a factor of eparameter estimate for a unit increase in

one factor.

Key: Point estimate (P value): * p , .10, ** p , .05, *** p , .01



CASE STUDIES OF QUALITY MANAGEMENT

Most companies, as we have shown, focus on im-

proving customer service for their employees. Some

companies also are attempting to promote clinical qual-

ity improvements among health plans and providers.

Despite cost and the lack of adequate measures, more

than one-third of the Fortune 500 participate in clinical

quality management. It is important to note these in-

novations because we do not want to convey the im-

pression that large companies are neglecting clinical

quality. In addition, such practices may spread and

the companies at the forefront of clinical quality im-

provement may influence the rest of the Fortune 500 as

well as other large and medium firms.

We provide three examples of large companies—

General Motors (GM), Circuit City, and the Central

Florida Health Care Coalition (CFHCC)—that are pur-

suing a number of different approaches to clinical

quality improvement in this section. We chose to

highlight these cases because of the differences in type

of company and type of quality program. For in-

stance, GM is a large manufacturing company (the

largest purchaser of health benefits after the federal

government) while Circuit City is a retailer. The

CFHCC, by contrast is a coalition of different kinds of

employers in the Orlando area. Despite these differ-

ences, all three displayed common themes in their

quality programs.

General Motors

With 1.5 million covered lives and an annual budget

of $3.9 billion, General Motors is the largest private

purchaser of health care in the United States. Through

its sheer size, GM exerts a great influence on the

health care delivery system. GM presents a useful ex-

ample because it has adopted a variety of strategies to

improve health plan quality in both service and clini-

cal quality dimensions. GM’s example also shows

how inefficiency at the plan and market level can af-

fect even the largest of purchasers. GM has used its

purchasing leverage to improve quality in three major

ways—by setting performance standards and bench-

marking quality management on its own, by introduc-

ing chronic care management among its employees,

and by helping to launch the Leapfrog Group.

Like many large companies, GM began by issuing

RFPs on its own. These RFPs required NCQA accredi-

tation, proven clinical outcomes, and other specifica-

tions measuring effectiveness of care. GM aggres-

sively uses benchmarking to rate its contracting health

plans on their quality performance. Each year, GM

asks over 120 HMOs nationwide to respond to a com-

prehensive RFI (request for information) that includes

submission of the HEDIS Quality Compass disk

months before the official HEDIS review. The RFI

also solicits information on clinical and preventive

measures (number of cesarian sections, routine dia-

betic exams, etc.), provider access, and other guides

to performance.

General Motors rates plans based on their quality

measurements and then disseminates report cards to

participating carriers, other purchasers, and employ-

ees. Through the report cards, GM holds health plans

accountable for their performance. Moreover, be-

cause many purchasers and enrollees see the results,

plans with low scores feel pressure to improve. The

data are also used to identify specific clinical processes

for which plans should target continuous quality

improvements.

According to GM’s management, the market does

not always offer adequate incentives for employees to

select high-quality health plans. In fact, GM con-

ducted a study that showed little correlation between

cost and quality of plans. GM employs “flex pricing”

to encourage migration into higher quality plans. To

price plans, GM begins with the assumption that the

very best managed care plans offer a greater level of

benefits and are considerably more efficient than the

indemnity option. As a result, GM employees choos-

ing a benchmark carrier will pay less than they would

pay for indemnity coverage. Pricing based on the

benchmark assures that higher-rated plans are less

expensive to consumers. To ensure a countervailing

emphasis on quality in health care, GM believes that
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employers must assume a more active role in provid-

ing a financial incentive to enroll in higher-quality

plans.

Besides offering their employees financial incen-

tives to choose lower-cost plans with higher ratings,

GM has also worked to promote healthful behavior

among its employees by instituting chronic care man-

agement programs. These target employees with cer-

tain diseases (heart disease, diabetes) that are prevalent

among the GM workforce. Currently, GM is piloting

ActiveCare, a program that connects high-risk em-

ployees with care provided by a select network of

physicians.

Early on, GM found that participating with a coali-

tion facilitates the contracting process for both compa-

nies and plans. Joining a coalition allows companies

to impose standardized quality requirements. While

benchmarking standardizes the measurement of clini-

cal quality, collecting quality information as a coalition

standardizes administrative processes. Rather than

barrage plans with RFPs, GM and other participating

members of the Greater Detroit Area Health Council

(GDAHC) and other purchasing coalitions nationwide

have been issuing a uniform RFP. The group incorpo-

rated GM’s performance expectations into a common

75-page quality RFI that is used by all member com-

panies. When dealing with individual purchasers,

health plans must address conflicting demands for

quality. By contrast, coalitions enforce a clearer, more

consistent view of quality care. GDAHC, for instance,

has worked to develop common quality standards for

Detroit-area plans.

GM was also a leading member of the Business

Roundtable’s Leapfrog Group, a coalition of large em-

ployers working with hospitals to adopt a series of

measures aimed at reducing medical errors and pro-

moting patient safety.31 These leaps include installing

computer software systems for prescription writing,

staffing intensive care units with specially trained

physicians, and limiting high-risk procedures to hos-

pitals that specialize in them. Leapfrog is a direct

result of the 1999 Institute of Medicine’s grim statistic

that between 44,000 and 98,000 Americans die each

year from preventable medical mistakes made in hospi-

tals.32 Preventable medical mistakes also contribute to

an estimated additional $27 billion in health care costs

each year. Participating companies add conditions in

their contracts requiring hospitals to adopt a set of

three “leaps.”

Even for GM, with all its size and purchasing clout,

clinical quality management is not easy. To achieve it,

GM recruited an experienced manager from GTE who

had already successfully implemented many of the

same programs there. GM faced additional difficulties

because of the number of retirees in their system. They

also have greater health problems and costs because of

the number of older employees and others suffering

from chronic diseases such as diabetes and heart dis-

ease. Because of unions, they can only apply some of

their quality programs to management employees.

Circuit City and Active Health Management

During the last few years, many employers com-

plained that managed care failed to improve quality

of care or cut costs. Realizing that a few high-risk, high-

cost cases often account for much of their health costs, a

few companies have turned to vendors other than

health plans for medical care management. These out-

side vendors monitor extensive databases with infor-

mation on clinical algorithms, drug interactions, and

number of medical visits. They use the data to identify

at-risk employees and encourage rapid intervention.

Circuit City, the Fortune 500 electronic products re-

tailer, provides a prominent example through its part-

nership with Active Health Management. According

to Circuit City, the main problem lay in health plans’

ineffective use of patient data. Consequently, Circuit

City followed an approach pioneered by Merrill Lynch.

It partnered with Active Health Management, a New

York-based disease management software provider,

to monitor patients’ clinical data to identify high-risk

patients now and later prevent these patients’ health

situations from exacerbating and their number from

exploding.

Twenty percent of cases accounts for 80 percent of

health plan costs. Also, part of a company’s total bill

for health care consists of costs associated with inade-

quate screening for disease, inappropriate treatment,

and often, simple medical errors. By running 40,000

employee lives through Active Health’s central data-

base, Circuit City hopes to act early to prevent high-

risk patients from becoming high-cost episodes. Ac-

tive Health constructs a series of algorithms involving

medical information, prescription records, and lab re-

ports. The software then flags any cases of drug non-

compliance, possible drug interactions, or patients

receiving suboptimal care.

Significantly, Circuit City provided Active Health

with access to medical information on all individual

cases but no cost data. Successful care management

hinges on coordination between Circuit City and Active
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Health. Active Health is not responsible for treating any

of the cases it identifies. While Active Health monitors

patients’ clinical data, Empire Blue Cross and Shield,

Circuit City’s claims administrator, actually provides

medical management. Currently, Circuit City is collect-

ing reports through random audit on how these cases

were handled. Through review, Circuit City hopes to

establish whether this innovative approach to disease

management actually succeeded in cutting costs while

improving quality and employees’ health outcomes.

In Merrill Lynch’s case, health insurance costs per

capita dropped between 1995 and 1999 and the rate of

claims more than $50,000 have also declined.33 Eighty

percent of Merrill’s employees are covered by the sys-

tem. A number of employers, both private and public,

have decided to contract with Active Health and com-

panies providing similar services. Interested employers

besides Circuit City include Sears Roebuck, Marriott,

and the Commonwealth of Massachusetts. While data

on these programs’ long-term effects is still unavail-

able, in the short-term they are most threatened by

HIPAA and other regulations related to patient pri-

vacy. Their progress raises the concern that employers

will identify high-risk employees for purposes other

than care management, but these practices are spread-

ing rapidly as more companies look outside their

health plans for disease management programs and

services related to clinical quality.

Central Florida Health Care Coalition: Quality
Improvement with Hospital Systems

In the preceding example, Circuit City and Active

Health worked together to improve the health and

manage the behavior of their employees. In this exam-

ple, a group of mostly service-sector employers, the

Central Florida Health Care Coalition (CFHCC) part-

nered with local hospital systems to improve quality

at the provider level.34 The CFHCC, which includes

Walt Disney World, Orange County Public Schools,

Lockheed Martin, and other large employers, used

quality data to spur changes in the health delivery

system. Concentrating on the two hospital systems

used by its employees, the coalition collected data on

diverse quality measures such as rates of cesarean sec-

tion, cardiac catheterization, and blood pressure

screenings. Staff from the hospital systems and the

employer coalition worked together on the project.

Using data analysis software, they looked for varia-

tion in quality and utilization, identifying averages,

benchmarks, and outliers.

By partnering with hospitals directly rather than

with health plans, the employers were able to im-

prove the cost and quality of their health care benefits.

By initiating data collection and analysis at the hospi-

tal, group practice, and physician levels, opportuni-

ties to increase the value of their health care services

were identified. The cost savings amounted to mil-

lions of dollars, and the improvements in the quality

of care were significant.

In order to make their strategy a success, the CFHCC

overcame several obstacles. To adequately track

health improvements requires ongoing measurement

and monitoring. CFHCC’s hospitals utilized the same

data collection, MediQual/Atlas, across all the hospi-

tals to evaluate health outcomes and charges. The coali-

tion was able to use the data to demonstrate to physi-

cians how they compared with their peers in terms of

quality improvements and costs. The results were re-

ported to hospital system officials, prompting greater

awareness and often resulting in corrective action.

One large coalition participant, Orange County

Public Schools (OCPS), pushed this idea further by en-

couraging data collection and analysis at the individual

physician level. OCPS looked first at the doctors within

their health plan hospitals. Significant differences in

the practices of physicians were discovered—resulting

in wide variation in costs and quality outcomes. They

helped develop quality performance criteria that were

then used to examine physician practices. The re-

sults were shared with employers in the Coalition,

providers, and individual physicians. Simply sharing

the data led to measurable voluntary improvements.

Just as GM’s report cards pushed health plans to com-

pete with each other on quality, the OCPS data

encouraged physicians to improve their performance.

While the CFHCC’s strategies demonstrated signif-

icant benefits, they highlight some of the obstacles

that other employers and coalitions may face in imple-

menting clinical quality initiatives. A central part of

the coalition’s strategy was to obtain the buy-in of

physicians in order to convince them to change the

ways that they practice medicine. Physician resistance

at the level of data collection may come into play.

Some physicians are wary of tying their performance

to “economic credentialing.” They are also con-

cerned about whether their individual performance

will be released to the public. Lastly, physicians may

question the validity of the data, such as whether it is

case-mix adjusted.35

Different hospitals may be using different infor-

mation systems, and conversion to one standardized
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format requires significant buy-in and resources. In-

deed, many hospitals even have different information

systems internally that are not fully integrated. Even

when the same information system is used, there are

potential limitations. With MediQual/Atlas, individ-

ual charges down to the level of the specific lab tests

and other procedures could not be elucidated. Rather,

the system was limited to detecting global charges.

Disney, OCPS, and the other employers in the

Coalition have succeeded in raising clinical quality

and saving money through the partnership approach.

By initiating data collection and analysis at the hospital,

group practice, and physician levels, opportunities to

increase the value of their health care services were

identified. The use of many procedures dropped; ce-

sarean section rates dropped from 36 percent to 21 per-

cent in 1 year. While health plans and hospitals pro-

vided much of the initial investments required to

start data collection, the savings materialized quickly.

Within 2 years, for example, one participating hospital

system saved $12 million in annual Medicare ex-

penditures as a direct result.

The examples above showcase the variety of ap-

proaches available to companies interested in clinical

quality management. They also show certain similari-

ties both in processes and expected outcomes. In all

three cases, companies overcame internal and external

barriers to implementing clinical quality improve-

ment. They were all motivated by rising health care

costs as well as system inadequacies. They all believed

that by investing in quality, they would save money

in the long run. While we have included only three

companies in our case studies section, we interviewed

many more who reported similar experiences manag-

ing clinical quality.

Moreover, each case study company relied on quality

data as an integral part of a strategy for improvement.

By issuing report cards, GM provided its employees

with information to make an educated decision. The re-

port cards also prompted health plans and hospitals

to meet certain performance requirements. The CFHCC

achieved similar results just by disseminating clinical

quality information. Circuit City, meanwhile, used

claims data to prevent high-cost medical episodes be-

fore they happened.

Company strategies were implemented not by fiat

but through concerted coordination among employ-

ers, plans, hospitals, and outside vendors. GM, Circuit

City and the CHFCC followed a trend toward pursu-

ing quality management at the level of the delivery

system. All of the innovative quality programs were

initiated by highly experienced health benefits man-

agers who were knowledgeable about the health care

delivery system.

The examples also show why more companies do

not take innovative approaches to managing clinical

quality. First, clinical quality is difficult to measure.

All the above cases took existing measures into account

when designing their own standards for benchmarking

plans, providers, and hospitals. Increasingly, consul-

tants are moving into this territory by advising compa-

nies on how to integrate quality into carrier selection

and creating their own trademark quality indices.

DISCUSSION

Our research has confirmed that a major transfor-

mation has occurred in the use of quality measures in

health care purchasing among the nation’s largest

companies. A decade ago the major tools for assessing

health plans such as HEDIS and CAHPS did not even

exist. Today, Fortune 500 employers routinely collect

large amounts of data and use them in their purchas-

ing decisions. Our response rate and use of multiple

quality measure lends credence to our findings. The

lower rates reported by Gabel and some earlier stud-

ies are likely due to the fact that their samples in-

cluded small and medium employers who use quality

measures less frequently in their health care purchas-

ing. Even among the Fortune 500, we found major size

effects with the Fortune 100 being more active in quality

management than other companies.

However, Fortune 500 companies have emphasized

customer service and access more than clinical qual-

ity. This emphasis is reflected in the type of quality

information that they collect and in their purchasing

decisions. Nearly twice as many companies reported

setting standards for customer service than for clinical

quality with their health plans (32 percent for clinical

quality versus 86 percent for customer service). This

confirms the findings from own earlier studies and

those of Thompson and colleagues.14

Our study suggests that companies have many rea-

sons to emphasize customer service and access over

clinical quality. Information on clinical quality is more

difficult to obtain and interpret than data on customer

service, as our case studies illustrate. Most benefits

managers in our survey were not health professionals

(only 2 percent report having a medical background)

and thus may have exhibited a reluctance to interfere

in clinically related quality issues. They often pre-
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ferred to let health plans or other provider groups

address them.

The emphasis on customer service is reinforced by

companies’ reliance on consultants who also typically

lack clinical training. Our regressions demonstrated

that companies that outsourced more administration

to consulting firms were more likely to promote cus-

tomer service. We found no relationship between use

outsourcing and the likelihood of clinical quality im-

provement. Benefits managers and consultants often

think of health care primarily as a customer service

organization.14 Because of the managed care backlash,

managers also must be concerned with the political

implications of quality management. If companies do

not address employee concerns about access, more

stringent and costly anti-managed care legislation

may result.

Despite the barriers to improving clinical quality,

nearly a third of companies report setting standards

for clinical quality in their contracts as well as being

involved in other clinical quality activities. These

companies as well as those discussed in our case stud-

ies overcame the formidable internal and external bar-

riers that make it difficult to design and implement

clinically oriented quality programs. Many of these

companies have maintained their commitment to clin-

ical quality programs even when confronted with ris-

ing health care costs. Although the commitment re-

mains among many of the companies that we studied,

the focus of these corporate clinical programs is shift-

ing from health plans to physicians and hospitals. As

our case studies above suggested, when large compa-

nies band together—for example, GE and GM’s work

with Leapfrog—they come closest to heeding the

IOM’s recommendations.

Our findings have significant implications for at-

tempts to bridge the quality chasm in the health care

delivery system. Although large employers spear-

headed the managed care revolution, they are un-

likely to play a similar leadership role on clinical

quality issues for the many reasons discussed above.

Leadership will have to come from the provider

community or the government, perhaps with the

support of the nation’s largest corporations. In addi-

tion, at this time, it is not clear whether the innova-

tive clinical quality programs pioneered by leading

Fortune 500 companies will disseminate to other For-
tune 500 companies or to the corporate community as

a whole. Without further dissemination, there is a risk

that the quality of care in the whole health system

may be compromised.

Our study has important implications for research

on health care purchasing and the quality of care. Re-

searchers must be aware that the very topic of quality

management imposes unique limitations on their

study. First, as we have found, quality is difficult to

measure. We tried to remedy this problem by intro-

ducing several indicators of clinical quality, network

composition, and customer service. As quality man-

agement is a sensitive political issue for both em-

ployers and health plans, questions on it encourage a

positive response bias. That is, respondents may be

reluctant to acknowledge that they are not actively en-

gaged in quality management. Moreover, quality is

difficult to define. Our research suggests that adopting

different definitions of quality can lead to different

outcomes.

Nonetheless, as more companies pursue quality

management activities, there is a greater need for stud-

ies of the potential costs and benefits of such pro-

grams. One key question is to the extent to which the

quality programs adopted among the Fortune 500 are

spreading to small and medium corporations. A sec-

ond question is whether clinical quality programs

such as the ones highlighted in the case studies will

yield cost savings to the companies that adopt them.

It is also important to examine the factors that influ-

ence the implementation of corporate health care

quality programs. Finally, information is needed on

how the techniques for improving customer service

can be transferred from corporate practices to the

health care sector. The same industrial quality tech-

niques may have to be modified substantially when

applied to the health sector. These are all key areas

for future research.
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