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Chapter 1

INTRODUCTION

gg:@se

This thesis 1is intended to help policy makers design,
implement, and control the delivery of preventive health care to older
people. Life style and psychographic characteristics of elderly
consumers, 1living in Arkansas, will indicate market segmentation
possibilities, and through them, product characteristics, -purchase
location options, promotional alternatives, and pricing

considerations.

Health Care Marketing: Definition

Health care marketing is a subset of generic marketing, a term
used to isolate the "human activity directed at satisfying needs and
wants through exchange pr'ocesses."1 More specifically, it is a
process that discovers the needs or wants of a target market,

translates them into product or service characteristics, and then

1Philip Kotler, Marketing Management, Analysis, Planning, and
Control, 4th ed. (Englewood Cliffs, NJ: Prentice-Hall, 1980), p. 19.
See also: Richard P. Bagozzi, "Marketing as Exchange, Journal of
Marketing, 39 (1975), 32-39.



2
converts "demand for these products, services, or ideas into a desired
r'esponse."2

Health care marketing, as used here, derives its substance from
the application of the marketing concept to those whose needs take the
form of physical ailments associated with chronological age.
Furthermore, Cooper writes,

The marketing concept is a health systems management orientation
that accepts that the key task of the system is to determine the
yants, needs and values_of a target.market(s) and shgpe thg sy§tem
in such a manner to deliver the desired level of satisfaction.

Hochbaum, however, explains that health care marketing differs
from any other kind of marketing and that "the difference is in the
promise." He claims that the principal obstacle may be the fact that
the health care promise is not always a concrete, observable, directly
experienced benefit. "Only rarely can a physician promise for sure
that a particular treatment, medication, or surgery will cure the
patient." Furthermore, he points out that marketing practices "based
on promised consumer satisfaction, cannot be applied as universally or
as simply in the health area without violating ethical principles to
which the health professions adhere——or at least, to which they

profess to adhere."u

2Har'r'y L. Hansen, Marketing Text and Cases, 4th ed. (Homewood,
IL: Richard D. Irwin, 1977), pP. 3.

3Philip D. Cooper, "What is Health Care Marketing?" Health
Care Marketing, ed. Philip Cooper (Germantown, MD: Aspen System
Corporation, 1979), p. 7.
uGodf‘r'ed M. Hochbaum, "A Critical Assessment of Marketing's
Place in Preventive Health Care," Marketing and Preventive Health
Care: Interdisciplinary and Interorganizational Perspectives,
Progiedingg Series (Chicago, IL: American Marketing Association,
1978), p. 8.
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Health care marketing's definition is here restricted to the

market comprising elderly consumers by narrowing the study's
objectives to the physical needs and wants of this segment, with
respect to (a) disease diagnosis and prevention and (b) physical
facilities offering health care services. As a conclusion, therefore,
the definition of health care marketing as applied to elderly persons
is essentially the delineation of the generic marketing definition,

but is expanded to accommodate specifics of the elderly segment.

Health Care: Importance and Trends

Dollar amounts spent on health care comprise 8.96 percent of
the nation's G.N.P. (1979).2 Tables 1-1 and 1-2 illustrate some
aspects of this outlay.

However, health care cannot be measured solely in monetary
terms. It is a highly personalized service that has immediate effects
(and significant spillover costs) on the nation's productivity, social
tendencies, longevity, and happiness. Recently, however, personnel of
the Joint Commission on Accreditation of Hospitals, indicated that
"there appear to be no consideration of the patient's perception of
care in the review procedures of these certifying, assuring, or
accrediting agencies. nb

From a marketing perspective, however, the customer's

perception of the service offered is a sine qua non proposition.

5U. S. Department of Commerce, Bureau of Census, USA Statistics
in Brief, 1980.

6E1eanor Nelson-Wernick, et al, '"Patient Perception of Health
Care," Health Care Management Review, 6 (1981), T1.




Table 1-1

United States: GNP? and Health Care Expenditures

Billions of Dollars Percent
1965 1970 1975 1979 1970 1979
1. GNP 688 982 1529 2369 100 100
2. Personal
Consumption
Expenditure on
Serviceggr 179 269 438 700 27.4 29.5
3. Total National
Health o
Expenditure 42.0 174.9 132.1 212.2 100 100
Spent bxzd
4, Consumers 28.6 u3.3 70.7 114.4 57.8 53.9
5. Govermment 1.0 27.8 56.3 91.4 37.1  43.1
6. Philanthropy and
Industry 2.4 3.8 5.1 6.4 5.0 3.0
Spent for:d
7. Hospital Care 13.9 27.8 52.1 85.3 37.1 40.2
8. Physician Services 8.5 14.3 24.9 40.6 19.1 19.2

2n current prices.

PSource: U. S. Bureau of the Census, Statistical Abstract of
the United States: 1980, 101st ed., (Washington, DC, 1980), p. .39,
table no. 725.

®Ibid., p. 104, table no. 152.

d1bid., p. 105, table no. 153.



Table 1-2

United States: Consumer Price Indexes (1967=100)

1980

1970 1975 (May)
1. All items 116.3 161.2 244 .9
2. Medical care 120.6 168.6 263.4
a. Physician services 121.4 169.4 267.4

b. Hospital room 145.4 236.1 410.1

Source: U. S. Bureau of the Census, Statistical Abstract of
the United States: 1980, 101st ed. (Washington, DC, 1960), p. 487,
table no. 808; see also: p. 107, table no. 159.




Smith noted,
the need for hospital executives to have clear, accurate, and
regular information regarding consumer satisfaction is equally as
great as the need for executives in other industries, to have such
information. In fact, the hospital executives' needs may be
grea”er; in no other .?',ndustr'y is the service so personal or the
consumer so dependent.

Also, hospital administrators seem to be cognizant of the need
actually to market health care. The following statements are
indicative: "People will no longer use a facility just because it is
there," "Providing services that relate to the hospital's mission,
serve a real need in the community, and are cost effective may be a
better philosophical base for planning, . . . and a market oriented
model views the consumer of health services as the focus of
analysis."8 The above indicate a need to study the consumer and the
decision influencers before the marketing decision is made. It is
necessary to study how the consumer perceives health care services and
to help him make appropriate decisions if necessary.

It is not sufficient to think only in present perspectives; it
is necessary also to examine trends associated with health care needs.
There are predictions, for example, that expenditures on preventive
health are increasing and that the increased longevity of the average
American may indicate that money spent on health care for the aged may

9

be pr*oportionately increased in the future. During his campaign,

7R. B. Smith, "Patient Opinion Help Place Hospital Service in
Perspective," Hospitals, 51 (1977), pp. 65-68.

8"Why Hospital Marketing?" Profiles in Hospital Marketing, 1
(1981)’ 9”‘95.

9Health Care's Decade of Change (Beverly Hills, CA: American
Medical International, 1981).




Jimmy Carter said,

prevention is both cheaper and simpler than cure, but we have
stressed the latter and ignored to an increasing degree the
former. In recent years we have spent U0 cents out of every
health dollar on hospitalization. In effect we've made the
hospital the first 1line of defense instead of the 1last. By
contrast we've spent only three cents on disease prevention and
control, less than one-half a cent on health eduﬁﬁtion and
one-quarter of a cent on environmental health research.

Does this comment imply that our policy makers are aware of
changing patterns of consumption in health prevention or of their
importance? Possibly. Preventive health may be compounded, however,
by another trend, namely, that the aged will comprise twelve percent
of the population by 1990. In fact, "projected changes in the
population distribution would bring the elderly's share of health care
dollar to more than 324 . . . by 1990."11

Other significant trends may originate from technological and
drug therapy advances. Hospitalization that previously required
extensive inpatient therapies can now be treated outside the hospital.
Fmergency routines and many types of surgery can now be performed on
an outpatient basis. These new forms of health care aim to the
"substitution of outpatient care, with both lower cost and increased

12

convenience for the patient." In fact, a Blue Cross study shows

that during the decade 1968-1978 the patient days of health care

1OM. Venkatesan, "Preventive Health Care and Marketing:
Positive Aspects," Marketing and Preventive Health Care:
Interdisciplinary and Interorganizational Perspectives, Proceedings
Series (Chicago, IL: American Marketing Association, 1978.), p. 12.
Refers to: Des Moines (Iowa) Register, March 4, 1977, p. 1.

11

Editorial, May 16, 1980, Hospitals, 54 (1980), 62.

12 Jeff C. Goldsmith, "The Health Care Market: Can Hospitals
Survive?" Harvard Business Review, 58 (1980), 102.
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declined by 18.6 percent, whereas in the same period the outpatient
visits increased by 137.6 per'cent.13 Changing trends may occur also
in the administrative procedures of health care institutions. It is
also possible that current inefficient performance measurement tools
will be replaced by new ones that will provide different data
dimensions (and data quality). Milch writes,
It seems safe to predict . . . that enlightened self-interest and
increasing public and goverrment pressures for change will cause
hospitals to abandon, at least in respect to patient care
activities, such traditional indices as bed occupancy ratios and
patient origin as the scalar parameters appropriate for measuring
performance, and will gra ly force a transition towards
strategic marketing concepts.

Finally, the whole health care delivery system may be
changing. Some predict that (1) the community hospital of the next
decade will act as a full service center; (2) that the 100-250 bed
hospital will become cost-effective for dependence on share services
will provide access to high medical technologies; (3) that health
delivery will become more personal and in familiar settings; (4) that
increased sophistication of the paramedical professions will change
their present role; (5) that "the advent of greater choice will force
health care consumers to evaluate how much they will utilize the
health care system and through which pr'ovider's."15

In sumary, it 1is observed that although health care

13Blue Cross Plans Experience Sharp 10 Years Decline in
Hospital Utilization Rate, Blue Cross and Blue Shield Associations
January 18, 1980.

1uR. A. Milch, "Product-Market Differentiation: A Strategic
Planning Model for Community Hospitals," Health Care Management

Review, 5 (1980), 10
15

Health Care's Decade of Change, op. cit.
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expenditures comprise almost one tenth of G.N.P., there is little done
on the consumers' perceptions on health care. From a marketing
perspective, the consumer must be studied before "production"
decisions are implemented. However, the consumer mist be studied in a
dynamic sense, where future trends will be integrated in the evolving
enviromments. In this section significant trends were pinpointed, as
well as, that health care expenditures as a percentage of the G.N.P.,

and the elderly's share of health dollar, are increasing.

The Arkansas Health Reality

The topical concentration of this thesis is targeted to the
State of Arkansas and, ultimately to a sample of the State's elderly.
This section aims to provide same insight on local characteristics and
opinions on the State's health care situation.

With respect to most of the critical econamic indicators and
demographic characteristics, Arkansas ranks below the national
averages. In contrast, comparative examination of health care
statistics shows that Arkansas health matters are almost in line with
the rest of the nation (Table 1-3).

The opinions on the health care situation in the State seem to
vary according to the prevailing perspective, and differences in
semantics, methodology, and priorities of other researchers. For
example, Doyle found that if current utilization patterns prevailed
and if the demographic structure did not change dramatically, no
district was expected to experience a shortage of hospital beds in
1980s. In fact, she concluded that Arkansas seemed to fit, in the



Table 1=3

Comparative Health and Other Statistics:
Arkansas Versus United States

10

Reference UNITED Source*
Year ARKANSAS STATES Page Table
Resident population (000) 1978 2,158 218,228 12 - 10
Per capita personal income
($) 1979 6,785 8,706 47 - 740
Index of transfer payment
to total personal income 1975 126 100 uu8 - 711
Median family income ($) 1975 10,106 14,094 4us - 753
Families below poverty
level (%) 1975 14.1 9.0 467 - T77
High school graduates (%) 1976 56.2 66.6 151 - 242
Black resident population
(% of total) 1976 17.2 11.5 36 - U2
Active physician (per
100,000 resident
population) 1978 118 182 111 - 168
Number of hospitals 1978 96 7,015 117 - 182
Number of hospital beds
(000) 1978 12.7 1,380.6 117 - 182
Number of beds (per 1000
resident population) 1978 5.86 6.33 a.
Average daily hospital
room charges 1979 77 115 M4 - 177

*Source: U. S. Bureau of the Census, Statistical Abstract of
the United States: 1980, 101st ed. (Washington, DC).

a. Estimated as: Number of hospital beds x 1000/resident

population.
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aggregate, the national pattern of a surplus in hospital beds.16 In
this sense, Doyle presented a rather optimistic view of the Arkansas
health reality. A less optimistic assessment concerned allocation of
the State's health resources among 1lifestyle modification,
environmental improvement, and medical treatment where Linda Bilheimer
concluded "that most major health problems in Arkansas were associated

17

with lifestyle and environment." In another study she questioned

whether the average Arkansan would take advantage of health care
services offered,18 and her more recent opinion is alarming inasmuch
as she alleges a "business as usual" approach to health and health

care delivery, even though "the system is not meeting our needs and we

are appalled at how much it 1is costing us."19 (emphasis added)
Therefore, it may be observed that in spite of the fact that Arkansas'
health statistics seems to be in line with the national averages,
research opinions with respect to the state's health reality appear to

be diametrically opposed.

Research Objectives

The purpose of this study is to explore health care marketing

16Rachel Jane Doyle, "An Empirical Investigation into the
Factors Determining the Demand for Hospital Services in Arkansas," PhD
dissertation, University of Arkansas, 1976.

17Linda Bilheimer, Health Care in Arkansas, Paying Too Much for

the Wrong Thing (Little Rock, AR: Winthrop Rockefeller Foundation,
1980), p. 1G.

18Linda Bilheimer, "Profile of Health in Northwest Arkansas,"
Pr‘oj;:ct No.8P-113, Department of Planning, State of Arkansas (July 17,
1970), p. 28.

19Bilheimer', Health Care . . ., op. cit., p. 37.
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based on field research in Arkansas. This work aims to accomplish the
following objectives:

1. To identify perceptions of the elderly consumer with respect
to health care, generally, and disease prevention and health
care's physical facilities marketing mix, specifically.

2. To associate those perceptions with demographic and biological
characteristics of the elderly.

3. To determine the psychographic profile of the elderly
consumer, in Arkansas.

4, To attempt to segment the elderly health care market on the
basis of demographic and psychographic elements.

5. To provide specific marketing suggestions with respect to

product design, promotion, pricing, and distribution of health
services.

Justification

Health care consumes a significant percentage of this nation's
resources. Additionally, health care's spillover costs and benefits
have social and political effects whose exact repercussions are not
always quantifiable. Health care marketing might be improved by
adapting marketing research methodology to specific elements of
distribution, communication, pricing, and salient product
characteristics of health -care. This will improve the design,
implementation and control of the product that serves the need for
health care.

{However,] there is a precious little we can do to fit the product
to the consumers' tastes or to package it attractively. Almost
the best we can do is to make the painful a little less painful,

the unpleasant a ﬁattle less unpleasant, the frightening a little
less frightening.

20Gof‘r'ey M. Hochbaum, "The Environment for the Marketing of
Preventive Health," Marketing and Preventive Health:
Interdisciplinary and Interorganizational Perspectives, eds. Philip D.
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Specifically, the elderly have more chronic diseases and
disabilities than the average citizen; life expectancy is reduced; and
psychological problems are magnified because of the retirement
transition and socially isolated lives.

This research aims to contribute to our knowledge (need,
buying behaviar, importance of purchase and so on) about this segment;
in a sense it is a pilgrimage to the aging and an obligation to
ourselves for the future. Additionally, this dissertation has a
strong orientation toward the diagnostic health services, since their
utilization may postpone therapeutic needs, or at least prevent some
of the corresponding disagreeable episodes.

In deciding to undertake this research a basic consideration
was the belief that in its final form it will provide useful
information to policy makers, providers, and others related to the
health care for the elderly. Conclusions may indicate areas of cost
contairment, or of hidden variables; they may provide new planning
approaches and help improve the quality of life through better market
targeting followed by appropriate resource reallocation.

A second consideration was to provide updated research. A
third, to provide a useful framework not previously employed for
analysis for future, similar projects. Last, but not least reason for
undertakiﬁg this project, was that it has no exact parallel.

Fran the point _of‘ view of the specific area--the State of
Arkansas--there are several important health care related

contributions but none studies the elderly consumer fram a similar

Cooper, William J. Kehoe, and Patrick E. Murphy, Proceedings Series
(Chicago, IL: American Marketing Association, 1978), p. 5.
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perspective. Those studies include: Davis' work on the
need-satisfying ability of hospitals, where he tests the hypothesis
that "the satisfaction of same of the needs of various groups of

people by an organization was directly related to management carrying

21

out the accepted functions of management." Bilheimer's dissertation

that aimed "to explain certain patterns of output and manifest

behavior in the hospital industry."22 Butts' comparative cost

evaluation of in-home and community-based health care programs for the
aged; however, his study did not provide means to study the
psychography of the elderly target population, nor to segment it

accor'dingly.23 Doyle's research on the demand for hospital

beds;eu Veuleman's work on hospital accounting practices leading to

25

determining a "sound" cost accounting system, and Harvey's model of

hospital facilities through simulation, via operation research

techniques.26

2IMhomas S. Davis, "The Need Satisfaction of Patients,
Employees, and Physicians in Hospitals Related to the Performance of
Management Functions," PhD dissertation, University of Arkansas, 1975,
p. 12.

22l inda Bilheimer, "Hospitals in Arkansas: A Study in Firm
and Industry Behavior," PhD dissertation, Harvard University, 1975.

23Doyle Morris Butts, "Selected Health Care Programs for the
Aged in Northwest Arkansas as an Alternative to Institutionalization:
A Cost-Effective Evaluation," PhD dissertation, University of
Arkansas, 1979.

2poyle, R. J., op. cit.

25Malcohm Wayne Veuleman, "An Inquiry into the Adequacy of
Cost Information Systems of Selected Arkansas Hospitals," PhD
dissertation, University of Arkansas, 1971.

26Aubr'ey Eaton Harvey, "A Study of Simulation Modeling in the
Design of a Camprehensive Health Care System," PhD dissertation,
University of Arkansas, 1974.
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From the point of view of the type of approach utilized--market
segmentation study through psychographic profiling of the health
consumers—there are not many significant systematic contributions.
Industry literature, for example, attempted recently to show hospital
public relations managers how to see their markets. Although some
market profiling was suggested, there was no evidence of utilizing
psychographics in sketching the market, instead, the emphasis was
based only on demographic var'iables.27 Additionally, there is
evidence that from an application perspective attempts to quantify
profiles of public opinion are simplifying processes by bypassing the

28

analysis of the consumer characteristics. From an academic

perspective, several works have aimed to study the health care
consumer. 29 There 1is, however, only one work that includes an
analysis of their 1life styles, perceptions, psychographics.

Acito30 attempted to factor analyze statements with respect to health

2Tup  Do-It-Yourself Market Audit," Profiles in Hospital
Marketing, 1 (1981), 42-18. —

28R. H. Greene, "Community Survey Profiles Hospital's Image,
Helps Set Goals," Hospitals, 55 (1981), 60.

29For' example: Mabelle Goya Sonnenshein, "Consumer Choice in
Matters of Health Care," PhD dissertation, Tufts University, 1979.
Robert John Eng, "Study of Beliefs, Uncertainty and Information
Seeking in  Health Care Consumer Behavior," DBA dissertation, Indiana
University, 1979. Joseph Felix Gauff, "Consumer Aspects of Marketing
in Small Health Maintenance Organizations," PhD dissertation,
University of Washington, 1979. William Bremner MacGregor Cassie,
"Consumer Behavior in the Medical Care Services Setting: A Field
Study of the Expectations, Attitudes, and Visit Satisfaction
Evaluations of Medical Patients at a General Practice Clinie," PhD
dissertation, University of Minnesota, 1971.

3Ol“r'anlrclin Acito, "Consumer Preferences for Health Care
Services: An Exploratory Investigation," PhD dissertation, State
University of New York at Buffalo, 1976.
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behavior, for the New York area, in 1976, as part of a broader thesis.
This present dissertation will utilize a similar but modified and
expanded methodology aiming solely on the elderly health -care
consumer.

Finally, from the point of view of the elderly consumer, only
b»h"ight:31 attempted to work on parallel grounds. His dissertation
aimed to identify determinants of health services of the elderly. The
study was developed in Wisconsin in 1973, and capitalized on a
population sample derived from a relatively poor public housing
comunity. Additionally, in terms of methodology, Wright's effort
utilized strictly causal modeling approaches, regression, and path

analysis.

Organization of the Study

This dissertation consists of five chapters. Chapter one
introduces the study. Chapter two presents a review of health care
literature from a marketing perspective. Chapter three presents an
analysis of the research methodology employed. Chapter four presents
the findings of the research from the previous chapter. Chapter five
sumarizes the study and the findings, and makes suggestions for

further research.

31Roosevelt: Wright, "The Determinants of Health Service
Utilization Within an Aged Population," PhD dissertation, University
of Wisconsin-Madison, 1978.



CHAPTER 2
LITERATURE REVIEW

The previous chapter outlined the objectives of this
dissertation which are concerned with marketing to the health care
consumer. The objective of this chapter is to review pertinent
earlier studies. This review will be developed at three different
levels: (1) a discussion on evolution of national health care
policies; (2) health care's marketing mix pez‘spectives,1 competition
issues, regulatory issues and planning issues, as they apply to the
general health care consumer; and (3) characteristics of and attitudes

toward health of the elderly population segtnent:2 (Figure 2-1).

1Marketing mix is the "set of controllable variables and their
levels that the firm uses to influence the target market:" Philip
Kotler, Marketing Management: Analysis, Planning and Control, 4th ed.
(Englewood Cliffs, NJ: Prentice-Hall, Inc., 1980), p. 88. The term
usually refers to McCarthy's framework of "llPs" (product-price-place-
pramotion); E. J. McCarthy, Basic MarketlggB er'1a1 Approach,
7th ed. (Homewood, IL: Richard D. Irwin, 1981), pp.

21n order to be consistent with previous studies and statistics
hereby quoted, aged population was defined as the 55 and over segment,
and specifically it was subdivided into three groups: (1) the prere-
tirement one (55 to 64 years old), (2) the young-old (65 to 74 years
old), and (3) the old-old (75 and older); George B. Glisan and G.
Edward Kiser, A Study of the Elderly Consumer of Bank Services in
Arkansas, (Fayetteville, Arkansas: Bureau of Business and Economic
Research, University of Arkansas, 1982), p. 14.

17
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LEGEND

Objective : The Elderly Health Care Consumer

I : Historical Perspectives (A)
Il : Product (B), Promotion (C), Place (D), Price (E), Competition (F), Regulation (G), Planning (H)
Il : Profile of the Elderly (J), Profile of the Health Care Consumer (K)

Figure 2-1

THE INTENT OF CHAPTER 2
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Historical Focus on Health Policies

This introductory section highlights a basic change in state
policies with respect to health care. I[n 1848, the Public Health Act
in Britain announced that nation's intent to intervene directly into
the lives of individuals and to safeguard the general health of the
population and that of the work force in particular.3 If the Public
Health Act was a milestone marking the first health care revolution, a
second one was indicated by the United States Surgeon General's report
on health pramotion and disease pr'evention.u

The "report" emphasized that Americans spent sufficient sums
on health treatment and care of disease and disability, but not enough
on prevention. The bulk of the "report" discussed and documented the
fact that much is yet to be done, and stressed the role of life-style
factors within each group. It further pinpointed the need to reorder
priorities at least with respect to: (a) inadequacies in the existing
health care system, (b) behavioral factors or unhealthy life-styles,
(c¢) environmental hazards, and (d) human biological factors.’ Its
primary thesis was that "life-style factors should be amenable to
change by individuals who understand and are given support in their

attempt to change."6 Finally, the "report" suggested that the Federal

3Lesley Doyle and Imogen Pennell, The Political Economy of
Health (London: Pluto Press, 1979), ch. U4.

uU. S. Department of Health, Education, and Welfare, Healthy

People: The Surgeon General's Report on Health Pramotion and Disease
Prevention (Washington, DC: Government Printing Office, 1979).
Hereafter, referred as the "report."

6

5Ivid., ch. 1, p. 9. Ibid., ch. 1, p. 10.
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government should provide supportive action in three directions:

preventive health ser'vices,7

9

health pr'ot:ection,8 and health
Supportive roles by individuals,10 f‘amilies,11 health
pr~of‘essions,12 health institutions,13 schools,”l business and

15 communities,16 and gover'mnen'c,17

pramotion.
labor, should augment the
directional focus. The "report" placed the burden of its
recamendations on the reform of individual behavior. This
revolutionary approach by a public body has been strongly criticized
in the Neubauer and Pratt study because it makes no attempt "to
marshall public authority or significantly alter institutional
practices, but rather relies on the capacity of individuals to redeem
their less-than-healthy lifestyles."'C

Having come full circle, we may say in summary that one hundred
and thirty years ago a progressive public statement stressed the need
to comprehend the importance of health care and enlisted the state's
support in establishing acceptable standards of health delivery, while
the 1979 Surgeon General's "report," established new directions by

stressing preventive, rather than curative, health care. Health care,

TIbid., ch. 8. 81bid., ch. 9.
9Tbid., ch. 10. O1pid., ch. 11, p. 3.
" 1bid., ch. 11, p. A. 2Ipid., ch. 11, p. b.

14

31bid., ch. 11, p. L. Ibid., ch. 11, p. 5.

S1bid., ch. 11, pp. 5-6. ®1phid., ch. 11, p. 6.
®1hid., ch. 11, p. 6. pig., ch. 11, p. 1.
18

Deane Neubauer and Richard Pratt, "The Second Public Health
Revolution: A Critical Appraisal," Journal of Health Politics, Policy
and Law, 6 (1981), 224,
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therefore, becomes more the responsibility of the consumer than the
state.

In an effort to link this historical sketch with this thesis'
main thrust, we observe that recent policy changes turned the
responsibility back to the consumer by stressing preventive and
diagnostic needs and altered lifestyles. Altering young people's
attitudes, however, is probably not very difficult; on the other hand,
demanding such drastic change fram people who have 1lived eighty
percent of their lives is a totally different proposition. Given this
difficulty, it is worthwhile to study the elderly's perceptions of
health care needs and their perceived willingness to modify behavior
at this late stage of their life. It is this latter concern that
constitutes the major thrust of this dissertation. In turn, the stage
is set for a comprehensive approach to marketing diagnostic and

preventive health care facilities to the elderly.

Marketing Mix Components: Product

The previous section dealt with some historical perspectives
on health care contained in statements of national health policy. The
objective now is to document various attempts to: (a) describe the
need for health care, (b) explore different agencies that specify the
salient characteristiecs of health care, (¢) discuss issues pertaining
to health care's development, and (d) elaborate on diagnostic
services. This exploratory work will center initially on a generic

orientation followed by specific references to the elderly consumer.
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Need Delineation of Health Care to Elderly

Since the meaning of "need" is inherent in all marketing
definitions and imperative in determining product development, this
section will begin by delineating need as it pertéins to health care.
The generic need will be discussed first, and need peculiar to the
elderly will follow.

What makes the consumer visit a health care setting? Through
coding the symptoms or complaints in the patients' own words, the
National Ambulatory Medical Care Survey suggested the following code
modules: "Symptoms; diagnostic; screening and preventive procedures;
therapeutic procedures; process problems and counseling; injuries and
adverse effects; follow-ups for test results; and administrative

19

reasons for visits."
A more functional classification of health care needs is:20
1. Health maintenance or promotion needs, specifically:
a. FEducational, preventive and monitoring services to enable
people to maintain health through proper diet, exercise,
and avoidance of risks, and

b. Environmental services to minimize or eliminate pollution

and hazards.

19Don Schneider, "An Ambulatory Care Classification System:
Design, Development and Evaluation,"” Health Service Research, 14
(1979), 12.

20Robin E. MacStravic, "Health Care Marketing Needs Rational,
Ethical Approach," Hospital Progress, 61 (1980), 60.
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2. Acute care needs:

a. Diagnostic services, e.g., screening, early detection,
routine physical examinations, and symptom-responsive
efforts to detect and identify illness promptly, and

b. Therapeutic services, e.g., nursing and physician care
and medication.

3. Chronic care needs:

a. Rehabilitation or habilitation services to help people
adjust to effects of chronic diseases.

b. Maintenance services to prevent any deterioration in
functioning due to chronic conditions, and

c. Palliative services to reduce physical and psychological
pain and discomfort.

Although the above delineation presents definition overlaps,
it will be accepted as the definitional basis of this reséarch. In
this regard, health care products may range from diet awareness
cassettes, to nuclear medicine, to alcohol rehabilitation. The
existence of those products is justified by the fact that they serve/
satisfy health related needs. However, this research will deal only
with preventive needs and health facilities as they may be specified
through the perceptions of elderly consumers. Particular emphasis
will be placed on their considerations of diagnostic services as an

integral part of their perception of health care's marketing mix.

Product Specification

In most products the final form is decided by the providers in

respect to considerations of engineering, manufacturing, marketing,
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and economic variables. In matters of health care this does not
totally apply, since health standards may be imposed by congress,
other agencies, technological breakthroughs, interested groups, etc.
For example, it has been "hypothesized by Donabedian that the
assessment of need by a medical care organization is determined by
that organization's standar‘ds."'21 Those standards are determined by
two different sets of objectives: (a) Client-oriented, in other
words, centered around the patient's welfare, wishes and desires (such
as access to service, use and quality of service, maintenance of
patient's autonomy and dignity, responsiveness to client needs, and
freedom of choice);22 (b) Provider-oriented, which include freedom of
professional judgment and activities, maintenance of professional
proficiency and quality of care, adequate compensation, control over
the conditions and terms of pr'act:ice.‘23 This hypothesis is strictly
based on a specific organization's standards. Standards may change
between organizations, environments, situations, and periods of time.
Novelli writes:

We often do not have the luxury of shaping our health prevention
products or services. In many cases, we are hampered by the lack
of technology. In other instances the product or Egr‘vice is shaped
by the congress and passed on to product managers.

But it is not only the individual organizations, congress, and

technology that influence the quality and quantity of health care.

Opinion leaders and other influencers often take critical stands with

21Cooper' and Maxwell, op. cit., p. 34; A. Donabedian, Aspects
of Medical Care Administration: Specifying Requirements for Health
Care (Cambridge: Harvard University Press, 1973).

22

Tbid., p. L0. 231bid., p. 41.

2HNovelli, op. cit., p. 102.
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respect to health care. Pope John Paul II, for example, recently
stated, "It is necessary to make an effort for a 'repersonalization'
of medicine . . . leading to a more unified consideration of the
patient."25

Thus, it is apparent that the nonuniform objectives of agencies
involved in health care product design may be causing discrepancies
with respect to acceptable health care standards, both in terms of
quality and quantity. More likely, however, the health care product
is in a rapid transition. Goldsmith predicts that drastic change in
the health industry will be evident in the following areas:

1. Outpatient Care: Much of prehospital care is offered

traditionally in physician's offices. There is evidence that a
"portion of prehospital care is rendered in captive outpatient
facilities operated by the hospital, such as hospital-based
clinics or emergency r'ooms."26

2. Qutpatient Surgery: "Both hospitals and private physicians

have established day surgery programs that provide all the
logistical support for sur'ger'y."27 Those surgeries offer the
advantage of 1lower cost and greater convenience to the
customer.

3. Freestanding Emergency Rooms: These facilities may provide

most of the services of a hospital based emergency room, except

25pope John Paul II, "On Medical Ethics," Hospital Progress, 61

(1980), 19.

26Jeff C. Goldsmith, "The Health Care Market: Can Hospitals
Survive?" Harvard Business Review, 58 (1980), 104.

2T Ivid., p. 105.
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far full-scale operations. According to a study conducted for
the Robert Wood Johnson Foundation, "55 such facilities existed
in the U. S. in late 1978."28
In summary, it seems that many different policy making bodies
and other influencers are developing health care's specifications, in
some instances following unrelated guidelines. Also, there is

evidence that established forms of health care delivery are changing

toward cheaper and more flexible concepts.

Product Development

Different organizations have aimed to improve their product in
various ways. For example, "in recent years, hospitals have become
sensitive to what can only be called the marketing implications of
status at 'teaching' hospitals in attracting both patients and
medical staf ."29 Product development practices at some institutions
include remodelling in an attempt to create a more appealing design
for both users and staff. Also, through a better layout, graphics,
human scale, etc., they try to enhance their market position.30 Other

product development examples may include tomographic scanners,

28Ibid., p. 105; see also "Preliminary Survey of Freestanding
Ekner;gency Centers" (Silver Spring, MD: Orkand Corporation, February
1979).

29"I-Iow to Pick a Good Hospital," Business Week, April 27,
1981, p. 145,

3OR. M. Pospula, "HMD Facility is Designed with Needs of Users
and Staff in Mind," Hospitals, 55 (1981), 89-94.
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hospital-based helicopters,>' and alcoholism programs.32 It must be
understood, however, that "with respect to product concept . . . a
desirable product in the eyes of the designer . . . is not necessarily
a desirable product in the eyes of the consumer'."33

In such instances, marketing may help lead health care product
designers toward better targeting, after taking into consideration the

marketplace and the marketplace's trends.

Diagnostic Services

In the present research, particular attention is given in the
34

study of diagnostic services. The term "preventive" as used in this

section may be considered as a term synonymous with "diagnostic."

n35

"Preventive actions differ radically, in terms of money

spent, time spent, how often they are repeated, what discomfort they

311=‘or' an example of hospital-based helicopters, see corporate
advertisement: Rocky Mountain Helicopters, Inc. (1616 Glenarm, Suite
1370, Denver, CO 80202), in Hospitals, 54 (1980), 97.

321n Chicago, the Grand Hospital started in 1968 an alcoholism
program as a two-bed operation. Now it has been developed into a
21-bed facility with 7,000 a year outpatient visits. In Jerame A.
Konc(:ela".;\looholism Unit Expands to Meet Community Demands," Hospitals,
55 (1981), 57.

33Rober't; John Eng, "Preventive Health Care and Marketing:
Some Misconceptions," Marketing and Preventive Health Care:
Interdisciplinary and Interorganizational Perspectives, eds. Philip
D. Cooper, William J. Kehoe, and Patrick E. Murphy Pr'oceedlngs Series
(Chicago, IL: American Marketing Association, 1978), p. 8

34
Elderly."

Refer to section "Need Delineation of Health Care to

35Mark  Moriarity, "Problems and Limitations of the
Implementation and Diffusion of Marketing Practices in Preventive
Care," Marketing and Preventive Health Care: Interdisciplinary and
Interorganizational Perspectives, eds. Philip D. Cooper, William J.
Kehoe, and Patrick E. Murphy, Proceedings Series (Chicago, IL:
American Markeing Association, 1978), p. 125.




28
present, and so on. However, in all cases they represent costs:
human costs in terms of discomfort and time spent, expenditures in
terms of facilities, technologies and staff, and social costs in terms
of spillover implications. There is, however, an ongoing argument
that preventive services actually reduce the cost of health care by
arresting the more expensive therapeutic needs before they develop.
Kehoe writes:

In an historical sense, it was noted that the health care area has
experienced changes in its corporate mission during this century.
From the early part of the century to the late 50s, the mission
was one of curative nature . . . it was not until the 1970s that
the cost benefits of preventive care were givergsconsideration.
Preventive medicine is a way of controlling costs.

However, the issue of preventive-diagnostic services demands a
multi-dimensional examination. It is "not single actions but multiple
preventive actions which cumulatively reduce the risk of disease."?’7
Therefore, preventive actions must be jointly promoted and these joint
actions must be determined before any marketing technology can
undertake the task of promoting the product to appropriate

populations. 38

Still, the multiple nature of the preventive actions
represents the complete but static reality of health care. It is

possible that we are ante portas of the next level of health care

36w. J. Kehoe, "Conceptulizing the Integration of Marketing
and Preventive Health Care," Marketing and Preventive Health Care:
Interdisciplinary and Interorganizational Perspectives, eds. Philip
D. Cooper, William J. Kehoe, and Patrick E. Murphy, Proceedings Series
(Chicago, IL: American Marketing Association, 1978), p. 125.

37Mor‘iar‘it:y, op. cit., p. 91; for a study of multiple
preventive behaviors related to heart disease, see also: William S.,
Allan F., and Henry Wechler, "Health Service Report, 87," (December
1972), pp. 969-976.

38l‘4or'iar‘ity, op. cit., p. 91.
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needs, the treatment of chronic diseases and their respective
rehabilitation needs.

Clearly, both of the considerations above have a prominent
significance to elderly populations for there is a need for complete
diagnostic services and also a need to cater to chronic diseases and
subsequent rehabilitation needs. In fact, the elderly segment is
prone to need them most. Moriarity states:

The primary concern of the medical practitioner has evolved fram
preventing and treating acute diseases to combating the ill
effects of chronic diseases. It might logically be expected that
a shift in concern fram acute diseases to chronic diseases would
entail a different approach to delivering and practicing health
care. However, in the United States, the personnel, equipment,
and facilities of the contemporary medical system seem to be
establishgg according to the classic or acute care form of
delivery.

In summary, it may be stated that diagnostic services seem to
be one answer to the spiralling costs of therapeutic needs. They are
found in great variety and they demand multiple preventive actions,
not single ones. Also, the present health system is not geared to
providing diagnostic services. Moreover, older people are those that
may need these services more than other groups. Minimization of their
exposure to therapeutic services is not only reducing incurred costs,
but has an effect on their quality of life, especially since their
life expectancy is narrower. Also, in the communities in which they
will be 1living, an important feature may be the existence of

facilities that provide for treatment of chronic diseases and

rehabilitation.

39Mor‘iar*it:y, op. cit., p. 90; see also: Coe, Rodney M. and
Henry P. Brehm, Preventive Health Care for Adults (New Haven: College
and University Press, 1972).
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Marketing Mix Components: Promotion

This section reviews research concerning the pramotion of
health care. Morton writes: "This activity ({pramotion] has been a
taboo, and hospital administrators' experience is limited to the
annual reports, news releases, and inducements to physicians to refer
pat:ient:s.uo Murphy, et al support this opinion by stating "little

ot
°y

intensive mass advertising has been undertaken to date . and

Crawfard even questions pramotion's effectiveness when he
says: "the area of advertising and personal selling leaves us with
questions: 'what works?' n2

At present, health care's promotion remains a debatable issue

with strong proponents on both sides.u3

The fact is that hospital
advertising achieved legitimacy [fonly] in 1977 when both the American

Hospital Association and the Federation of American Hospitals

uoReed L. Morton, "Problems in Hospital Marketing of
Preventive Health Services," Marketing and Preventive Health Care:
Interdisciplinary and Interorganizational Perspectives, eds. Philip D.
Cooper, William J. Rehoe, and Patrick E. Murphy, Proceedings Series
(Chicago, IL: American Marketing Association, 1978), p. 99.

u1

P. E. Murphy, P. D. Cooper, and W. J. Kehoe, eds.,
"Reflections on Marketing Preventive Health," Marketing and Preventive
Health Care: Interdisciplinary and Interorganizational Perspectives,
Proceedings Series (Chicago, IL: American Marketing Association,
1978), p. 130.

Y2Charles 0. Crawford, "A Review of Critical Issues and
Opportunities to Further the Development of Marketing and Preventive
Health Care," Marketing and Preventive Health Care: Interdisciplinary
and Interorganizational Perspectives, eds. Philip D. Cooper, William
J. Kehoe, and Patrick E. Murphy, Proceedings Series (Chicago, IL:
American Marketing Association, 1978), p. 121.

113William A. Flexner and Eric N. Berkowitz, "Media and Message
Strategies: Consumer Input for Hospital Advertising," Health Care
Management Review, 6 (1981), 35.
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recognized the need to advertise their ser'vices."uu Since that time
twenty percent of American hospitals have been active in some form of
patient-oriented pr'anotion.us It may be observed, therefore, that
health care's promotion is both a recent and an infrequent effort.
Further, it seems that there exists a strong difference of opinion
between physicians and hospital administrators about the merits of

advertising. 46

Forms of Promotion

At present only one industry publication, Profiles in Hospital
y7

Marketing, primarily aims to publicize hospitals' promotional ideas.
However, hospital pramotion has been innovative and successful,
judging from results and case analyses found in different management
oriented publications of the health care industry. Those attempts
vary fram cruise offers, to diagnostic devices, to maternity
centers.u8 Two pramotion forms seem to be more praminent: publicity
and public relations.

Publicity, which can be "a mixed blessing, . . . [since

positive publicity] . . . must be balanced against the risks entailed

Y8 1piq., p. 36.

usIbid., see also: F. B. Whittington, Jr. and R. D. Dillon,
"Marketing by Hospitals: Myths and Realities," Health Care Management
ReView, y (1979)’ 33-37.

u6

Flexner and Berkowitz, op. cit.

u72‘4 West King Street, Lancaster, Pennsylvania 17603.

usAn effort to increase the demand to a maternity care program
was also reported in John M. Lee, ™"Marketing Ensures Success of

Maternity Care Program," Hospitals, 55 (1981), 91.
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in media exposur*e,"u9 and public relations in a broader sense, aims at
everyone entering the hospita.'l.,50 including patients, visitors,
doctars, nurses, administrators, regulators, suppliers, trustees,

contributors, volunteers and staff alumni.

Health Care Promotion: Insights

In general, promotion leads to more information, and more (and
better) information reduces the individual's uncertainty and
eventually increases the probability of engaging in risk-reducing

51 Irrespective of the type of health care needed

behavior.
(maintenance, acute, chronic), "if advertising campaigns are
undertaken to promote long-run lifestyle changes . . . the task is
unique in that people are asked to give up habits."‘52 Therefore, the
older the target population is, the more difficult it becomes to
affect their hardened behavioral patterns, and consequently more
tedious and expensive. In addition, any introduction of advertising
expenditure on health promotion will impose demands on the existing

53

allocation of priorities. Obviously, if this expenditure is planned

ug&lzanne S. Edwards, "The Benefits and the Risks of
Publicity, Hospitals, 54 (1980), 94.

SQD. E. L. Johnson, "Hospitals Emphasize Guest Relations,"
Modern Healthcare, 11 (1980), u2.

51Rober"c, John Eng, "A Field Study of Beliefs, Uncertainty and
Information Seeking in Health Care Consumer Behavior"™ (DBA
dissertation, Indiana University, 1979), pp. 137-138.

52Mark Moriarity, "Advertising Preventive Health Care,"
Marketing and Preventive Health Care: Interdisciplinary and
Interorganizational Perspectives, eds. Philip D. Cooper, William J.
Kehoe, and Patrick E. Murphy, Proceedings Series (Chicago, IL:
American Marketing Association, 1978), p. 54.

53

Ibid.
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to pramote habit changes in the older population segment, more

reactions are to be expected; the segment not only needs more

promotion money than other segments, but also significant problems may

exist, such as lower mobility, higher rehabilitation needs, and so on.

Several observations are in order:

1.

Since pramotion may result in allocation of priorities, a
question arises about who will pay these expenditures.
Further, what happens if financial support is withdrawn?
Moriarity writes, "Dependence on multiple groups for support
sametimes leads to conflicts over goals and policies and when
these goals are 1in conflict, support is on occasion
withdrawn."su

It appears that same ethical issues are present, especially
when the advertising is geared to stimulate demand for specific
services. Claims for a healthier life associated with specific
behavioral changes will have to be documented in order to
satisfy the guidelines of Federal Trade Commission. It appears
that "present agencies regulating advertising will be
sufficient to handle the advertising of health c:ar'e."l5l5
Health care promotion may result in an unexpected rise in the
demand for preventive/diagnostic services. According to recent
public documentation "several studies have indicated that at
least three-quarters of health care is undertaken without

intervention by health professionals. It is clear that

individuals can and do share with providers the responsibility

54 55

Ibid., p. 55. Ibid., p. 57.
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for decisions about health cmr'e."s6

Subsequently, it is possible
that greater health care awareness may result in higher levels
of generic health care demand due to the fact that at present a
large proportion of health care is not served through
professional channels.

4, Flexner studied the attitudinal profile of consumers who favor

or oppose hospital adver"cising.'57

His work suggested "that a
potentially large segment of consumers view advertising as an
appropriate way to communicate about hospital services and
r-ates."58

In sumary, from the previous mentioned works it appears that
pramotion has been a recent and infrequent practice. Also, (1) it is
dubious in respect to its ethical basis, (2) it usually takes the form
of publicity and public relations, (3) there is a positive relation
between an increase in the generic demand for health care through
professionals and increases in promotion expenditures, (4) health care

advertising is an appropriate way to pramote health care messages, and

(5) pramotion's effectiveness on elderly people involves higher costs.

Marketing Mix Components: Place

This section introduces the concept of location with respect to
health care delivery. It has been argued for example, that "too many

people 1lived too far fram medical attention . . . and 1lacked

56y. S. Department of Health, Education, and Welfare, Health
Research Activities of the Department of Health, Education, and
Welfare (December 1979), p. 164,

58

57Flexner* and Berkowitz, op. cit. Ibid., p. 41.
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tr'anspor~tation"59 as well as that hospitals are acquired and developed
for business purposes in areas where their survival is assured.
DiPaolo writes:

Factors tending to make hospitals better acquisition targets
include being located in a market with growing population and
without much competition, being a well established hospital and
offering 68ublic services that draw public attention to the
facility.
With respect, therefore, to the 1location options there are two
opposing philosophies: the financial survival of the health care
organization versus comprehensiveness and area coverage in health
delivery. A suggestion to planners of comprehensive health care
programs is that they should "consider the long term implications of
location decisions as opposed to the short term benefits of housing

61 In

under one roof or the convenience of existing facilities."
agreement with this view, Zupco, director of the American Medical
Association's practice department, says "the time of 'oh, that's a
nice place, let's go over there,' is over . . . [in addition] . . .
there is a different need for different specialities in different
ar'eas."62

Industry practices, however, offer innovative solutions in
order to compramise between a unit's efficiency and the health care's

compr'ehensiveness. An approach that many hospitals are employing is

591ston Fitts, "Hospital-Affiliated Clinics Meet Health Needs
of Rural Poor," Hospital Progress, 62 (1981), 40.

60Vince DiPaolo, "Campetition Intense as Investors Bid Up
Price of Prime Hospitals," Modern Healthcare, 11 (1981), 54.

61

62&Jsan Tampor, "Doctors Turn to Marketing to Get Patients,"

The Wall Street Journal, September 1, 1981, p. 29.

Eng, "Preventive . . . ," op. cit., p. 87.
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the usage of a distribution system that aims to bring patients to the
hospital. Those networks vary from hospital based limousine fleets to
mobile intensive care vans to fixed-wing air ambulances.63

Other alternatives include the "adoption" of small rural health
units (which cannot survive by themselves) by large efficient
hospitals, and the modification of these units in order to replicate
the operation of wings of the mother institution. The standardized
operation results in significant cost savings and the mother
institution may run the satellite unit through a shuttle service that
transports the required items daily.6u

The future, in fact, seems to promise more efficient and more
econamical solutions. The introduction of shared hospital services
and improved medical technologies will make cost effective the 100-250
bed community hospital that will offer patients advanced care, which
at present is limited to large metropolitan institutions. It is
believed, that in the eighties, community hospitals will act as full
service health centers and that their role will be expanded to
providing outpatient services as well. The changing medical practices
will increase the competition for patients because of the increase of
paramedical professions and institutions, and more and more Americans
65

will be receiving sophisticated health care closer to home.

In sumary, this section has attempted to indicate that the

63

6uJudith Marie Keith, "Satellite Hospital: Innovation in Rural

Health Care," Hospital Progress (March 1980).

65Health Care's Decade of Change, op. cit.

Goldsmith, op. cit., p. 108.
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present incomplete health care delivery (due to location constraints)
is slowly but certainly improving. There is thorough study of
location planning, industry practices are bridging existing location
weaknesses through innovative solutions, and the future of medical
technologies and hospital practices promises cost-effective small

comnunity structures.

Marketing Mix Components: Price

This section focuses on pricing considerations with respect to
health care's marketing mix. The analysis contains some theoretical

considerations and cost perspectives.

Theoretical Considerations

It has been argued that the demand for preventive/diagnostic
health services is negative whereas the demand for therapeutic care
needs 1is price inelastic. Cooper and Maxwell point out such an
inelastic demand: "It is almost universally true that if one is on
the critical 1list, cost is of little consequence until the patient

66

recovers and must pay the bill." However, they reverse the argument

with respect to preventive health which they claim is "largely a
voluntary act."67 Morton goes further when he writes:

to date demand for free preventive measures has been quite
elastic. . . . Negative financial prices may be necessary.
Nonfinancial costs—time, energy--must be minimized to consumate
exchanges with consumers ggxo, judging from life-styles, do not
value preventive measures.

66Cooper' and Maxwell, "Entry Points . . . ," op. cit., p. 41,
For negative demand's definition, see Kotler, op. cit., p. 26.

67Ibid., p. U3, 68Mor'ton, op. cit., p. 98.
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In addition to the different types of demand and price
structures (according to the type of health service offered), there is
also a price differentiating factor due to the hospital per se. In
general, hospital services "deviate frcm the standard of perfect
competition and hence . . . the hospital is a price setter not a price

taker."69

Hospitals may, for example, achieve price differentiation
on the grounds of medical education, reputation, relationships with
other institutions, quality of medical staffs, and so on.70 In the
long run, however, pricing is not only a market game. It must

consider costs. A few implications follow.

Cost Considerations

Table 1.2 presented some cost increases in the health care
area. The indexes there showed that the increases in the health care
industry surpassed increases in the consumer price index (CPI) levels.
A generally accepted justification of those increases is that they are
"due to the augmented prices of supplies and related costs."71 The

area of hospital supplies, however, is, on the one hand, in the midst

69David S. Salkever, "Competition Among Hospitals," Hospitals
and Health Services Administration, 25 (1980), 5T7.

7QEknily Friedman, "Competition and the Changing Face of
Hospital Care," Hospitals, 54 (1980), 6U; see also: "How to Pick a
Good Hospital," Bﬁsiness Week, April 27, 1981, pp. 144-145,

71Pamela Sherrid, "Health Care," Forbes, 34th Annual Report on
American Industry, January 4, 1982, p. 212.
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of innovative studies;72

and, on the other, it presents suppliers'
practices which include guaranteed price protection from future
increases when health care centers are ordering agreed amounts from
specific sources.73
There are also areas where health care costs have been
drastically reduced (e.g., kidney dialysis),'ﬂ4 not to mention that new
cost-saving medical technologies are introduced daily. However, size
may be the single most important factor that will determine future
cost reductions.
Health delivery systems in the 1980s will be made to order for
mass distribution of everything fram bandages to bioengineering
instruments. Indeed, the management skills and the mass
purchasing clout that bigness can provide ofg%r the best possible
chance to arrest runaway U. S. medical costs.
Summarizing the previous points, it seems that health care's
pricing covers a very broad range of demand situations, which is also

76 pdditionally, prices which recently

sensitive to nonprice criteria.
were augmented disproportionally to the Consumer Price Index may

entertain only modest future increases due to cost-contaimment

72G. E. Kiser and C. P. Rao, "Important Vendor Factors in
Industrial and Hospital Organizations: A Comparison," Industrial
Marketing Management, 6 (1977), 289; Marian Hall, "Methods of
Classification for Rehabilitation Product Information Programs and the
ABLEDATA System" (Washington, DC: Catholic University of America,
1981) (Mimeographed).

73"Amer'ican Hospital Supply's Pricing Promise," Sales and
Marketing Management, 124 (1980), 24.

T4

Sherrid, op. cit.

75"Health Care: The Opportunities in a Huge Market," Business
Week, January 11, 1982, p. 84.

Tmg, "A Field . . ." op. cit., p. 86.
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factors. However, at least two opposing considerations must be
pointed out:

a. The for-profit health care sector has exhibited in the
past a strong profit-maximization orientation, and there
is no reason to believe that this philosophy will change
in the future (see Table 2-1), and,

b. Klein's statement:

Assuming that the systems of health care planning and

finance could be aligned, with consequent saving through

more efficient use of resources, achievement of cost

contaimment does not necessarily follow. For there

remains another objective of policy: To improve quality,

and what Wice tag, if any, 1is there on this
achievement.

The topics discussed to this point are at the peripheral zone

of this dissertation's intent. However, place and pricing may be of

particular significance for the research design and interpretations of

results.

Market Competition

The literature review thus far has served to conceptualize
health-care-related issues through an investigation of health care's
marketing mix. The objective now is to examine certain more specific
issues, the first of which provides an insight into the competitive
dimensions of the health industry. 1In this section, the analysis will
indicate, first, same competitive forms found in health care, and

second, certain complications arising fram the competitive nature of

TTRudolf Klein, "Reflections on the American Health Care
Condition,” Journal of Health Politics, Policy and Law, 6 (1981), 195.
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Table 2-1

Comparative Profitability and Growth of Health
Care Industries Versus All Industries

_ Profitability .

Return on Equity Return on Total Capital
Five Latest Five Latest
Year Twelve Year Twelve

Average | Months Average Months

Health Care Industry 19.2 19.2 13.4 13.1
All Industries 15.5 .7 11.1 10.9
Growth
(Five Year Average)
Earnings
Sales Per Share
Health Care Industry 20.2 21.8
All Industries 4.0 12.5

Source: Pamela Sherrid, "Health Care," Forbes, 34th Annual
Report of American Industry, January 4, 1982, p. 213.
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the industry. As a prologue to the following review, Stockman's
opinion is that:

Health care providers really only have two critical choices

. + . either they accept an increasing bureaucratized, highly
regulated health system—in which they will be essentially
employees of the federal government , directly or

indirectly--or they opt for a competitive marketplace in which
normal market forces would be the primary determinants of
health care spending . . . the marketplace dynamics--not
govermment--'would decide on such factors as the share of GNP
devoted to health care, appr'opr:f'@te bed/population ratios, the
types of delivery systems'. . . .

Competitive Forms

Competition in the health care industry originates from a
variety of sources. Hospitals, far example, which may be considered
as the core of the institutional care, "face threats from emerging
alternative forms of health car‘e,"79 like the different paramedical
organizations. Even more important is the struggle for patients
between nonprofit versus for-profit organizations. For example,
Humana, a for-profit corporation, carefully selects its locations and
therefore the type of customers it expects. This allows Humana to
charge what the market (and government) will bear, and also to skim
the best custamers leaving the difficult, costly, and medicare/

medicaid cases to the nonprofit sect,or'.80

78Michae1 Lesparre, "Stockman Sees Competition Plan as 'Only
Way to Go,'" Hospitals, 54 (1980), 58.

79Goldsnith, op. cit., p. 101; see also: Health Care's Decade
of Change, op. cit.

80"I—iumana's customers paid $2U41 per day versus $217 in all
community facilities falthough] . . . in fiscal 1979, its average cost
per inpatient case came to $1,452 versus the community hospitals'
average of $1,564." Source: Gwen Kinkead, "Humana's Hard-Sell
Hospitals," Fortune, 102 (1980), 81.
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Another significant competition problem for hospitals is the
attempt to confront freestanding entities, like the Health Maintenance
Organizations (HM0) "that do not have the community and regulatory
responsibilities that hospitals have."81 HMOs may present effective
competition to the individual hospital through providing reduced
hospitalization rates for their member's.82

HMOs in actuality are customers' associations. From the
supply side, an emerging force is the multi-hospital systems, which
are forecast to control, directly or indirectly, the majority of U. S.
hospitals in fifteen to twenty years.83 Therefore it is anticipated
that the present competition—among thousands of organizations--will
have to be redefined as competition between the few dozen multi-
hospital systems.

Finally, another form of competition that has critical
importance is the present competition between teaching versus
nonteaching institutions, the 1latter presenting better cost
configurations, and the former educating future doctors at an

additional price. There is an argument that teaching hospitals may

survive on their own merit.su However, "certain teaching hospitals

81~E}nily Friedman, "Competition," op. cit., p. 64.

82G01dsmith, op. cit., p. 102.

831pid., p. 112.

81l"How to Pick a Good Hospital," op. cit., pp. 145-146.
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could be especially vulnerable [for] they can hardly expect to succeed

in direct price competition with other hospitals. 85

Competition Issues

Three areas of interest are discussed here: Entry barriers,
performance of tax-exempt hospitals, and future trends.

a. Entry Barriers. The hospital market exhibits an oligopolistic
character. This is because of the existence of entry
barriers, as legal requirement and accreditation standards, to
mention just the two most pr'evailing.86 Complications may
arise from other competitive alternatives, HMDs and
multi-hospital systems, whose ability to bypass regulatory
obstacles 1is facilitated by their operational nature

(know-how, size, funds, etc.).

b. Tax-exempt Hospitals. It is argued that their "market
performance . . . has not, on balance, been particularly

87 The implication here is that those

distinguished.”
institutions may not be sponsored (or tax exempt), since this
practice allows inefficient organizations to survive the
market tests. Obviously, policy considerations may dictate

opposing rulings.

8SJ . W. Colloton, oral testimony on Health Incentive Reform
Act, by the Association of Medical Colleges to the Subcommittee on
Health, Committee on Finance, U. S. Senate, March 19, 1980.

86Salkever', op. cit., pp. 56-69.

87R. A. Milch, "Product-Market Differentiation: A Strategic
Planning Model for Community Hospital," Health Care Management Review,
5 (1980), 7.
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¢. Future Trends. Many critical changes are imminent in the
health care industry. They will signal new competitive
practices and will demand different regulatory theses. These
may be: (1) both supply and demand will be clustered around
more powerful units (multi-hospitals and HMOs); (2) many
paramedical organizations will appear; (3) hospitals will be

forced to become full health center's;88

(4) the market test
will be vital for hospital survivalj; (5) new medical
technologies will permit the existence of satellite units and
small community hospitals; and (6) costs will probably stop
increasing, at least at the present r'at:es.89

With respect to the elderly, many questions are coming into
focus. What may be their attitudes and preferences toward for-profit
versus nonprofit hospitals, given past performance? Toward the
Humana-type—more custamized--operations? Toward the multi-hospital
systems? The HMOs? The teaching versus the nonteaching medical
institutions? The freestanding emergency rooms? The low-performing

tax-exempt organizations? Also, given the indicated future trends,

how do the elderly feel with respect to those changes?

88Douglas C. Carpenter, Jr., "Hospitals Should Be Fitness
Centers, " Hospitals, 54 (1980), 148-152; see also: W. McNerey, "As
Health Costs Soar . . . Needed: 'A New Direction for Our Medical
System'," U. S. News and World Report, March 28, 1977, pp. 39-45.

89Tcmpor', op. cit., p. 29.
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Regulation Issues

It was seen in the previous section that the health care
industry is in a rapid transition phase, and that the changes will
probably trigger new policies and activate different regulations. 1In
examining the behavior of a specific segment, therefore, there is a
need to be cognizant of the regulatory modifications that may appear.
It is the nature of health care providers that they comply with an
enormous amount of regulation. Since 1966 the federal govermment's
growth in the hospital business has been dramatic. A recent study
indicates that there exist 164 agencies regulating hospital

90

functions, and another one indicated that in 1976, New York

hospitals alone spent more than one billion dollars just to cope with
goverrment r'egulations.91

Nevertheless, there are other indications that this regulatory-
mania is declining based on the argument that "regulations may or may
not be a source of rights [that] compassion and respect for
individuals cannot be regulated." We probably have to accept that all
regulatory efforts, especially towards the elderly, must basically

seek to prevent abuses of power'.92

971, D. Snook, Hospitals: What They Are and How They Work.
(Rockville, MD: Aspen Systems Corporation, 1981), p. 6.

91Goldsmit,h, op. cit., p. 17.

92Janice M. Caldwell and Marshal B. Kapp, "The Rights of
Nursing Home Patients: Possibilities and Limitations of Federal
ﬁegu%ation,“ Journal of Health Politics, Policy and Law, 6 (1981),
0-l6.
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With respect to regulation there is also another significant
trend. It appears that regulations are originating from state and
local governments at an increasing r'a'ce.93 This trend may indicate
that in the future greater arientation toward local needs will be
demonstrated in health regulations.

In conclusion, in this section it has been shown that new
regulations can be more flexible, more adapted to local community
needs, and probably less expensive. With respect to this thesis,
regulating the elderly's health care appears to have same very
sensitive elements. On occasion, the elderly's health care exhibits
some distressing dimensions (lack of attention, lack of proper
facilities, etc.). On the one hand, regulations cannot assure the
abolishment of power abuse; on the other hand, regulations comprise a
preventive mechanism, especially protecting the aged, that assures
that minimumn acceptable standards would be respected. At any rate,
the elderly is a large and growing segment of this nation. If
regulatory efforts are not strictly for humanitarian reasons, it must
be understood that the elderly pose important political significance
through their voting power, and a very large amount of buying power.
Political and econamic power may portend rapid and significant impact

on regulatory mechanisms.

Planning Issues

Should health care practices and respective regulations change,

93Quote fram S. C Jain in American Journal of Public Health
71 (1981, Supplement),
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the managerial counterbalancing effort will be toward better planning.
This section discusses a few peripheral positions with respect to
marketing and health care planning, as well as some observations of
more direct interest to the elderly segment.

"Formal long range planning began to gain more widespread
acceptance in hospitals during the middle 19605."9)4 As a national
effort, planning has the potential to ration the use of health care
dollars by assuring that these high cost services are available as
needed; marketing may be considered as a starting point of proper

95

planning. As a hospital planning tool, marketing is needed to

provide "accurate advance assessments of product usage by integrating

user inputs with definitions of qualit:y."96

"A marketing approach
starts the planning process with the consumer, letting the consumer's
needs and wants guide the strategy of the or'ganizat:ion."97

It follows that among the numerous product/market combinations
that a typical general hospital considers, only a very few of these

combinations may uniquely identify the institution to the specific

charactistics of its markets, and enable the hospital to capitalize on

9”Ter‘r'ence J. Rynne, "The Third Stage of Hospital Long-Range
I(’lagn%ng: The Marketing Approach," Health Care Management Review, 54
1980), 7.

95

Cooper and Maxwell, op. cit., p. 46.
96Rynne, op. cit., p. 10.
97 Ibid., p. 11; see also: E. N. Berkowitz and W. A. Flexner,

"The Marketing Audit: A Tool for Health Service Organizations,"
Health Care Management Review, 3 (1978), 52.
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them and on the respective differential advantages. Hence, if we

assume that a particular market segment is composed primarily of

elderly people, planning considerations of the following nature may be
more critical than otherwise:

> "Ongoing services to patients who are abouvt to be discharged
fram the hospit:aJ.."99

> Nursing home care may be more humane, efficient, and

100 Examples of

economical than an institutionalized one.
retirement communities, hospital sponsored housing projects,
and so on, may be even more effective solutions.
> The existence of comprehensive systems of home health and
support services, as a compensating factor to the nursing
homes' misuses, high costs, kickbacks, and their reliance on
untrained and unlicensed per'sonnel.101
It is evident that planning would be better targeted and more

efficient in resource allocation if it capitalized on marketing. It

has been argued, too, that planning may be more effective if geared

988. G. Hillstad and Richard Berry, "Applying Strategic
Marketing," Hospital and Health Services Administration, 25 (1980,
Special II), 13.

99Ruth Ellen Lindenberg and Claudia Coulton, "Planning for
Posthospital Care: A Follow-Up Study," Health and Social Work

(National Association of Social Workers, Inc., 1980), pp. 05-50.

100James Adamsg,8 "Alternate Forms of Care Benefit Young and
01d," Hospitals, 54 (1980), 92.

101Subcouxnitt:ee on Long-Term Care, U. S. Senate Special
Comittee on the Aging, "Introductory Report--Nursing Home Care in
United States: Failure of Public Policy," supporting papers 2 and 4
(Washington, DC: U. S. Government Printing Office, 1974), pp. 7-8.
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toward local coomunities instead of the state or national level.102

The Health Care Consumer

Since this research topic is concentrated on the elderly health
care consumer, it will now be narrowed in two directions. First, to
the health care consumer fram a general perspective, and second to
issues pertaining exclusively to the elderly segment of the
population.

In spite of the topical importance, the health care consumer
has been ignored, at least in terms of academic research. Probably
the best collection of studies on consumer opinion and satisfaction
with medical services may be found in the Locker and Dunt study
(1978).103 There, a noteworthy element is that both in Europe and in
the United States, none of the works quoted date before the sixties.
This is probably one of the reasons why the concept of health care

104 Whatever the academic arguments

consumer "remains open to debate."
of the exact definition of the health care consumer may be, the fact
is that in 1981 American health care consumers spent 279 billion
dollars on health care, and by 1990 spending is expected to balloon to

n$3,309 annually for every man, woman, and child in the U. S."10?

102y M, Melum and S. S. Locke, "Helping People Evaluating
Health Plans: The Minnesota Hospital Association Criteria," Health
Care Management Review, 15 (1980), 78.

103David Locker and David Dunt, "Theoretical and Methodological
Issues in Sociological Studies of Consumer Satisfaction with Medical
Care," Journal Science in Medicine, 12 (1978), 283-92.

1°“w. J. A. van den Heuvel, "The Role of the Consumer in Health
Policy," Social Science Medicine, 14A (1980), 425.

105

"Health Care: The Opportunities in a Huge Market,"
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Health care consumers must not be ignored. It is not only the dollar
amount they represent in the marketplace; there are also a host of
humanitarian and social reasons which oblige us to study them. 1In the
previous sections health care's marketing mix elements, and
competition, regulatory, and planning perspectives, were discussed.
In this section the following perspectives with respect to the health
care consumer will be analyzed: (a) general considerations on
consumer behavior, dynamics of purchase, importance of purchase, risk
perception, readiness to act, and types of health behaviors; (b)
specific considerations on health care's choice; and, (c¢) specific
considerations on health prevention.

General Considerations of Purchase Behavior
in Health-Care Decisions

With the exception of the routine rebuys (like periodic
replacements—e.g., aspirin, mouthwash, etc.-——dental inspections, and
so on), the health care consumer is poorly aware of what exactly he
needs. In a parallel sense Howard and Sheth state:

When a buyer is just beginning to purchase a product class,
such as making a purchase required by a change in his 1life
style, he lacks experience; he has neither well defined choice
criteria nor any knowledge of the various brands and their
potential. He, therefore, actively seeks information . . .
fand through infonpegion modification to] . . . suit his own
frame - of reference.

The dynamics of the buying behavior of the health care consumer

depend on his need. For example, if he wants to buy antacid "TUMS,"

Business Week, January 11, 1982, p. 85.

106John A. Howard and Jagdish N. Sheth, The Theory of Buyer

Behavior (New York: John Wiley and Sons, Inc., 1969), p. 2b.
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"BEN-GAY," or dental floss, his behavior will be directed either from
repeat buying of the same product class, or from a display stimulus,
in the same way that he will shop for "NESCAFE" or napkins. In these
cases the 'Importance of Purchase' bears only a low degree of
subjective r'isk.107 However, the patient-consumer does not have the
same attitude when the subjective risk is high and the purchase bears
inconvenience, discomfort, and a higher price. In some cases the
patient-consumer will proceed simply through a 'generalization fram
similar buying sit,uat,ions.'108 An example of this case is the
extraction of a tooth. In the other cases, assuming that the consumer
has the time to make a choice, "the cognitive state of the buyer which
reflects those attributes of the brands in the product class that are
salient in the buyer's evaluation" (choice cr'it,er'ia),109 will be
employed and thoroughly studied before engaging in any buying (e.g.,
hospital facilities, rehabilitation potential, etc.).

It was discussed in the price section that there are
indications that preventive health services have a negative demand,
whereas therapeutic and acute needs exhibit a price inelastic
behaviar. Therefore, the buyer, even if he has fully evaluated the
salient product characteristics of the product needed (e.g., to

undergo a prostate operation), he may be postponing his purchase

071pid., p. 73; see also: Raymond A. Bauer, "Consumer
Behavior as Risk Taking," ed. R. S. Hancock, Dynamic Marketing for a
Changing World, Proceedings of the 43rd Conference of the American
Marketing Association, pp. 389-U00.

108

Howard and Sheth, op. cit., p. 43.
1991piq., p. 118.
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(because of the previously mentioned negative demand due to
inconvenience, discomfort, etc.), for the consumer's psychological
state of readiness to take specific actions depends on his perception
of his susceptibility, his perception of the seriousness of his health
problem, and his perception of benefits fram taking such act,ions.110
In a rather more methodical fashion it has been stated that health
care consumers may be evaluated through a 'readiness to act factor,'
where, (a) their perceived seriousness of the problem, and (b) their
perceived vulnerability are weighted together'.111 At any rate, the
following frame seems to encompass in a broad way the expected

behaviaor of the health care consumer:

Health Behavior: activities undertaken by a person who

believes himself healthy, for the purpose of preventing or
detecting disease.

Illness Behavior: activities undertaken by a person who feels

ill, for the purpose of defending the state of his health and
of discovering a suitable remedy.

Sick-role Behavior: activities undertaken by a person who
112

considers himself ill.

110Venkatesan, "Preventive," op. cit., p. 20; see also: Irwin

M. Rosenstock, "Why People Use Health Services," Milbank Memorial Fund
Quarterly, 44 (1966), 94-127.

111Philip D. Cooper, "A Consumer Perspective on Preventive
Health Care Service Usage," Marketing and Preventive Health Care:
Interdisciplinary and Interorganizational Perspectives, eds., Philip
D. Cooper, William J. Kehoe, and Patrick E. Murphy, Proceedings Series
(Chicago, IL: American Marketing Association, 197@), p. 46.

11‘2Venkat:esan, "Preventive," op. cit., p. 14; see also: S. V.
Kasl and Sidney Cobb, "Healthy Behavior, Illness Behavior and Sick-
Role Behavior," Archives of Environmental Health, 12 (1966), 216-267.
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A health care consumer, therefore, will engage in purchasing

according to his 'readiness to act' perception, his evaluation of

product characteristics, the importance of the sale, the risks

involved, the urgency of his health need, and also his own particular
behavior towards health/illness understanding.

Choice Criteria

Except for the health care product/services that may be
classified as routine rebuys, a question arises whether the consumer
actually makes a choice. The type of near-by facilities, the
physician's preference, etc., may preclude the patient's right to
choose, and in fact may dictate the one or the other solution even
against the customer's preferences. There is also the opinion that
with respect to health care, individuals can exercise only two basic
choices: The first is the purchase of insurance coverage, the second
is the decision to utilize the market for health -care. These
decisions depend respectively on the individual's degree of risk
aversion and on their socio-cultural, demographic, and econamic

113

characteristics. However, the considerations mentioned in the
previous subsection suggest that the health care consumer does employ
his own criteria of selection. It seems only appropriate that we must
hypothesiie that the particular target population perceives that it
has freedom of choice and well established criteria. Following the

primary research, we shall draw conclusions on this issue. At this

point, however, since health care behaviors and choice criteria will

113Maybelle Goya Sonnenschein, "Consumer Choice in Matters of
Health Care (PhD dissertation, Tufts University, 1979), p. 52.



55
be examined here, it may be beneficial to mention other statements/

hypotheses derived fram the literature, with respect to our target

population:
> Patients are more concerned with convenience than the cost of
114
care.

> Patients trust the teaching hospitals more.
> Patients make sure the hospital is large enough to provide
adequate care.
¥ Practitioner-patient agreement is associated with greater
expectations of impr'ovement.115
> Hospital accreditation by the Joint Commission on
Accreditation of Hospitals (JCAH) is necessary.
> Existence of JCAH standards is necessary for nursing care.
> Patients must examine the control systems that regulate the
experience and qualifications of the hospital staff.
> Patients must examine the existence of residency programs,116
ete.
The above choice criteria comprise a small part of the set of
potential criteria ("blanket") that the health care consumer has.

This "blanket" comprises the health care's elements of marketing mix

components, and the degree of segmentation. It is often studied

11uJames Y. Greene, Morris Weinberger, and Joseph J. Mamlin,
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