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The Supply Chain has become one of 

the hot topics in healthcare.  There are 

many recent articles about huge savings 

from streamlining the supply chain. 

Some organizations are adding supply 

chain executives to senior management.  

Many organizations continue to ignore 

supply chain improvement.  Are they not 

interested in improving their bottom lines?  

Is supply chain savings a lot of hype?  Are 

the benefi ts of improving the supply chain 

just not worth the effort?  Are there real 

substantial savings lurking in the supply 

chain, and can they be realized now?

The defi nition of supply chain has 

changed dramatically over the last 10 years.  

As late as the mid-nineties the supply chain 

generally referred to the costs associated 

with purchasing, storing, and transporting/

distributing supply items.  It was viewed 

primarily as an in-house function.  Recently 

this defi nition has expanded.  

The supply chain defi nition now 

includes all the activities of getting 

supplies from the manufacturer to the 

provider including all costs of the supplies 

themselves.  As I like to say, “The stuff you 

use and how you get it.” 

The new defi nition includes:

! An organization’s internal processes 

from identifi cation of need through 

disposal

! External processes from manufacturer 

through distributor to payment

! Product selection and how they are 

While there is some confusion over what exactly the supply chain is, there is little question that there are savings opportunities – very 

real savings opportunities – available to healthcare organizations.  This article attempts to identify where the real savings are and what 

actions organizations can take in the short term to realize them.

used

! Services, as well as supplies, and 

equipment

!  The labor used to make it all happen.

 So are there really savings in this 

newly defi ned supply chain?  Perhaps the 

best place to start answering this question 

is to investigate the potential opportunity.  

Most hospitals spend between 20-25% 

of their budgets on supplies1.  However, 

when all the labor that is actually used to 

operate the supply chain is included, the 

percentage of the budget devoted to the 

supply chain becomes 40%.  No matter 

how you view it, the supply chain consumes 

a substantial portion of the budget.  On a 

global scale, a 1996 study of the healthcare 

supply chain called the Effi cient Healthcare 

Consumer Response (EHCR) determined 

that the annual supply chain expenditure in 

healthcare is $23 billion and as much of $11 

billion could be taken out.

Beyond Low Hanging Fruit

 Healthcare organizations have sought 

savings from the supply chain for years now.  

They have traditionally gone after the “low 

hanging fruit.”  Frequently they depend 

on Materials Management and previously 

successful methods to fi nd savings.  These 

efforts included searching for lower prices, 

reducing storeroom inventory, using 

product review committees, standardizing 

basic med/surg products, and generally 

beating up on vendors.  

Another tactic imposes across 

the board budget decreases that force 

departments to fi nd their own low hanging 

fruit.  Unfortunately, the low hanging fruit 

has been picked.  These cost savings tactics 

of the past are no longer suffi cient.

Future savings will be dependent on 

diffi cult but more effective measures.  The 

most important of these are:  intelligent 

contracting, managing departmental 

inventories, using Value Analysis teams and 

principles, establishing changes in practice 

and utilization, infl uencing selection of 

physician and clinician preference items, 

partnering with suppliers, developing 

committed and capitated contracts, 

maximizing technology, addressing 

services as well as supplies/equipment, 

and optimizing the use of labor within 

the supply chain.  Some of these are long-

term endeavors, but there are short term, 

concrete things that you can do to start 

realizing these supply chain savings now.

Five general focus areas have the 

greatest potential for savings in the near 

term.  Three of these are in the organization’s 

internal supply chain and includes the 

selecting, purchasing, receiving, storing, 

moving, paying for, and using supplies and 

services.  The remaining two areas are in 

the external supply chain (i.e. the fl ow of 

materials from the manufacturer to the end 

user).  

The fi ve focus areas are:
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!  Realigning supply chain tasks

!  Improving the effi cient fl ow of 

materials

External Supply Chain:

!  Partnering with suppliers

!  Improving the fl ow of information

Attaining a Total Cost Focus

This is the most extensive and 

arguably the most promising avenue to 

explore.  Healthcare organizations and 

their purchasing staffs tend to be very 

price focused.  However, the purchase 

price is only part of the total cost for 

anything.  Many factors infl uence the total 

cost including:  the effect of one purchase 

on others, freight, rebates, productivity 

issues, etc.  Staff must be more willing 

to accept all the purchase ramifi cations 

as a whole rather than just how it affects 

their individual budgets.  Purchasing staffs 

must also act on the total costs, and not get 

caught in the cheaper is better - trap.

There are many other facets to 

maintaining a total cost focus. Three 

that pertain to supply chain savings 

are: maximizing the value of your 

Group Purchasing Organization (GPO), 

appropriate product (and service) 

selection and utilization, and establishing 

a collaborative relationship between 

Materials Management and Accounts 

Payable.

The GPO market has changed 

signifi cantly over the last several years.  

Issues raised by the Senate judiciary 

subcommittee have led to internal changes 

within the GPOs. Several new GPO 

models have evolved. Some networks 

have decided to self-contract becoming, 

in effect, their own GPOs.  This is an 

excellent time to review your current GPO 

and the benefi ts it provides.  Based on the 

level of risk you are willing to take and your 

satisfaction with your current GPO it may 

be time to consider a change to either a 

different GPO or a self-contracting model.  

Whether you change or not, you should act 

like a customer.  Make sure your GPO is 

meeting your needs.  If it is not – challenge 

it.

Appropriate product selection and 

utilization has the greatest potential for 

short and long-term internal supply chain 

savings.  According to the Advisory Board, 

up to 78% of the potential savings in 

supplies comes from selecting the “right” 

items and using them in an optimal way.  

Focus on the high-expense departments:  

perioperative, cath. lab, radiology, 

pharmacy.  Initiate a process to scrutinize 

product selection and use.  There is no 

better process than Value Analysis.  Not 

only are new product requests reviewed, 

but also current products are routinely 

examined, practices challenged and waste 

eliminated.  A technology assessment 

process that uses Value Analysis principles 

is also valuable, particularly with very 

expensive and politically sensitive 

requests.

Although it may be a smaller 

opportunity, paying the correct amount 

for the supplies and services will result in 

supply chain savings.  Anytime Materials 

Management and Accounts Payable do not 

work as a team there is a high likelihood 

the lowest total cost is not being achieved.  

Without this teamwork the purchasing 

department can be circumvented, 

contractual terms can be missed, incorrect 

prices and freight charges can be paid, and 

discounts overlooked.

Realigning supply chain tasks.  

A wasteful supply chain expense occurs 

when clinical staff performs supply chain 

tasks.  In a typical healthcare organization, 

clinicians can spend too much of their time 

on supply related activities.  Some of these 

are necessary, but many others should be 

eliminated, or accomplished in a different 

way.  Clinicians should be involved in 

the supply chain but in the right manner.  

Clinicians should participate in Value 

Analysis, create specifi cations for the items 

they need, tell Materials Management 

what they need and when, use products 

correctly, and identify new cost effective 

product ideas.  

There are also tasks clinicians should 

not perform.  Clinicians should not order 

directly from suppliers – unless it is from 

a specifi cally negotiated contract and part 

of a larger supply chain plan.  They should 

not manage their own inventories unless it 

is in concert with Materials Management.  

They should not run to the storeroom 

for supplies or, for that matter, pick 

supplies for cases.  Clinicians should be 

part of negotiating teams to provide their 

expertise and incorporate their points of 

view.  However, they should not negotiate 

directly with suppliers.

Improving the effi cient fl ow of 

materials.  There are many opportunities 

to reduce labor and inventory costs 

through materials fl ow.  Seek to 

automate re-supply functions and make 

replenishment automatic.  Expand par 

level programs to include more than the 

traditional nursing units.  Use supply usage 

information to set and adjust par levels.  

Establish perpetual asset inventories in 

supply intensive departments.  Investigate 

the fi nancial feasibility of point of use re-

supply systems.  Make efforts to eliminate 

redundant steps in the supply chain:  use 

suppliers, reduce duplicate supply locations, 

reduce paperwork, etc.  Balance the cost 

of inventories with the costs of labor 

and service - increased inventory turns 

are not always cost effective.  Moreover, 

do not mistake convenience for labor 

savings.  Many supposedly labor savings 

products are accepted even though they are 

at a higher price.  Often the labor savings 

is marginal at best and no positions are 

eliminated.  

Partnering with suppliers.  In 

the external supply chain, partnering 

with suppliers is both the most 

lucrative and the most challenging 

of the opportunities. This strategy 

has worked very well in the non-healthcare 

business world. For example, WalMart has 

partnered with several key suppliers where 

those suppliers manage the inventories 

of their goods at the WalMart locations.  

Healthcare, however, has generally 

maintained a more traditional adversarial 

relationship with suppliers.  By partnering 

and fi nding true win-win solutions to 

supply chain problems, suppliers and 

providers can use each other’s strengths 

to reduce costs for both. Examples of 

successes are beginning to surface, and 

Supply, continued on page 9
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partnering continues to hold much 

promise.

Improving the fl ow of information.  

Proper use of information technology 

can take cost out of the supply chain.  

Maximizing the use of EDI (electronic 

data interchange) can take labor out of 

Purchasing, Receiving, and Accounts 

Payable.  It can also improve the fl ow of 

money by making payments just in time 

and allowing realization of all time related 

discounts.  Good usage information can 

result in reduced product costs.  Accurate 

usage information can be an important 

tool in negotiating contracts.  Good 

trending information can help avoid waste 

through obsolescence (a signifi cant cost 

in departmental inventories).  Monitoring 

trends can help to identify potential 

problems with utilization.  Upward 

trends of high-cost supplies can indicate 

an inappropriate change from lower cost 

items.  Automation of usage information 

can also lead to labor reductions.  Point 

of use systems may eliminate the need to 

inventory par level locations.  This can also 

lead to push distribution where suppliers 

automatically send replenishment supplies 

based on real-time usage information.2

There is one fi nal thought about 

fi nding supply chain savings now.  

Realizing these savings requires more than 

today’s materials manager.  Healthcare 

organizations that want to signifi cantly 

improve signifi cantly their supply chains 

need an executive with a different 

perspective and a different skill set from 

most materials managers.  This perspective 

is more global and looks beyond the normal 

materials responsibilities of purchasing and 

distribution.  It is an encompassing view of 

all expenses, resources, and labor that goes 

into managing them.  This person must take 

responsibility for creating and articulating 

a vision and strategy for the supply chain.  

He/she must be involved with technology 

assessment, departmental inventory 

control, cost analyses, Value Analysis, 

and asset management.  He/she must 

infl uence proper product selection and 

utilization, practice change, and total 

cost management.  The new skill set must 

include critical thinking, team building, 

facilitation, true win-win negotiation, 

confl ict management, fi nancial 

management, change and transition, 

and strategic planning.  If your current 

materials leadership does not match this 

new model, you should encourage him 

or her to begin acquiring these skills.  

Without such a leader, much of the supply 

chain savings will remain illusory.  Senior 

leadership, however, must be willing 

to confer both the responsibility and 

authority to this supply chain executive, 

otherwise, the supply chain savings will be 

equally unattainable.

Summary

In summary, the answer to the 

question, “Are there really savings 

substantial savings lurking in the supply 

chain, and can they be realized now?” is a 

resounding yes!  Based on the information 

in EHCR and my work with clients, 

maximizing the supply chain can reduce as 

much as 12% of the organization’s budget.  

At least half of that is possible now, and 

much more will come in the near future 

based on the initial steps you take now.  !

David Kaczmarek, FDPHM, FAHRMM, is 

vice president at The McFaul & Lyons Group, where 

he’s responsible for developing and managing the consulting 

practices, as well as the interim and outsourced materials 

management services offering. Kaczmarek has more than 
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Footnotes:

1 There are numerous and varied 

defi nitions of what goes into ‘supplies’.  

Supply costs as low as 14% have been 

reported, but this is generally dependent 

more on what costs are applied to the 

supply budget line.
2  This system is used extensively by 

some major retailers like Wal-Mart.


