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Powerful, emergent market forces are spurring 
many U.S. health plan organizations to make 
deep investments in a rapidly evolving approach 
to help them compete more effectively. That 
approach—informatics—is the systematic lever-
age of health-information assets to help plans 
better understand business risks, evaluate plan 
performance, and identify new offerings. But buyer 
beware—while informatics delivers a clear and 
compelling business case for investment, execut-
ing a cost-effective informatics strategy is not a 
plug-and-play proposition. 

Market forces and the need for actionable information 
Rising operating costs, increased market competition, 
and mounting consumerism are the primary forces 
leading health plans to informatics. Their traditional 
strengths, such as broad networks, provider discounts, 
and cost shifting, are giving way to focused competi-
tion—at the level of specific diseases and condi-
tions—squarely aimed at lowering cost and improving 
the quality of outcomes. Health plans are abandoning 
broad-based approaches in favor of a more targeted 
methodology pinpointing segment-based offerings, 
focused medical management, tiered provider relation-
ships, and informed care choices for members.   

As a result, the need for actionable information is more 
critical than ever before. Health plan decision makers 
need it. Employers need it. Consumers need it. They 
need it quickly, and they need it to be reliable. 

Increasingly, typical health plan consumers will seek 
data they can trust to support their personal choice in 
selecting a provider and medical treatments based on 
cost/quality trade-offs. Proprietary research conducted 
by Booz Allen Hamilton and Harris Interactive suggests 
that consumers don’t look to plans for this information. 
Yet plan data often yields the most complete informa-
tion on cost of health care services over an episode of 
care. This information becomes increasingly valuable 
as the health care industry evolves into a retail model. 

By leveraging Informatics and working with other indus-
try stakeholders, plans can begin building relation-
ships with consumers to provide critical information 
to support informed choice. Likewise, among employ-
ers, the need for fast, detailed health plan informa-
tion has become essential for proactive change and 
cost management. With ever more information and 
intermediary competitors entering an already competi-
tive health care market, increased emphasis on cost 
containment and efficient administration is the norm. 
Informatics answers employers’ need for transparency 
and accountability.

Informatics as a key competitive differentiator 
Informatics has proved to be a powerful competitive 
differentiator in many transaction-intensive industries. 
In the casino industry, for example, Harrah’s leads 
its competitors in understanding the behaviors and 
wants of customers thanks to its use of informatics 
in targeting customer satisfaction. Every business 
decision—from choice of location to funding alloca-
tions—is based upon this approach. This strategy is 
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delivering big benefits for the gaming giant: Harrah’s is 
contemplating a $15 billion buyout offer from a private 
equity group, according to a Wall Street Journal report 
in October.

Informatics has also delivered on its promise in the 
finance industry. Capital One’s enterprise-wide com-
mitment to informatics is credited with the company’s 
sustained profitability. The firm currently has more than 
500 information analysts in operations functions and 
more than 300 in marketing. 

Our experience and our research into how leading 
health plans are leveraging informatics suggests simi-
lar potential.  

Value drivers and benefits for health plans
As Exhibit 1 illustrates, for health plans, the chief 
value drivers of informatics center on reduced costs, 
enhanced revenues, and increased operating margins.  

While cost reduction remains the focus of the majority, 
leading health plans are beginning to leverage infor-
matics even to drive product and service innovation 
and increase cross-selling opportunities. Health plans 
can generate sizable additional revenue via such new 
product development, as well as reduce attrition among 
new services.

Our work with leading health plans suggests that case-
related costs can be reduced across varied manage-
ment and administrative functions, including provider 
pricing and performance, claims leakage, medical 
costs, provider network management, billing, and 
even fraud detection. Operating margins too, may be 
enhanced by as much as 100 basis points through 
informatics by providing critical data-enabling health 
plan decision makers to identify product/portfolio man-
agement strategies and strategic pricing models. Still 
other streamlining opportunities exist in sales and mar-
keting, product development, finance, and accounting 
functions.

Required Capabilities
While these types of benefits are tangible and very 
real, they are not easily achieved. A broad set of capa-
bilities and best practices are needed before a health 
plan can begin to capture the full potential of informat-
ics (see Exhibit 2, page 4).

The core competencies necessary for informatics suc-
cess may be viewed much like a tripod:

n	The first leg calls for alignment of the informatics 
strategy with organizational goals. The strategy must 
deliver a distinctive value proposition reflecting an 

Exhibit 1
Key Drivers of Value Capture

Reduced Administrative CostsIncreased Operating MarginReduced Care-related CostsEnhanced Revenues

■ Rating and underwriting
■ Product development
■ Sales and marketing
■ Enrollment and billing
■ Provider network management
■ Care management
■ Claims administration 
■ Information technology
■ Finance and accounting

■ Product portfolio management
■ Customer portfolio 

management
■ Strategic pricing

■ Trend management
■ Provider performance management
■ Provider pricing management
■ Member-centric management
■ Claims leakage

■ Develop and sell new 
products

■ Develop and sell new 
services

■ Increase cross-sell
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■ 15% to 20% reduction in rating 
and underwriting costs

■ 10% to 18% reduction in care 
management and provider 
network management costs

■ 10% to 15% reduction in 
enrollment, billing, claims, and 
IT costs

■ 50 to 100 basis point 
improvement from shifting out 
of less profitable products

■ 50 to 100 basis point 
improvement from shifting out 
of less profitable customers

■ 0.5% to 1% improvement from 
better pricing

■ 2% to 3% reduction in medical costs
■ $5 to $20 reduction in total 

diseased PMPM costs
■ 1% to 1.5% reduction in care costs 

from fraud detection
■ 10% to 12% improved outcomes via 

informed decision making and 
compliance

■ $300MM to $500MM in 
new revenues from 
priced services

■ 10% to 30% reduction in 
attrition from new 
services
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Source: Booz Allen Hamilton
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organization’s goals and strengths, market presence, 
and customer base. Sustained value capture is pos-
sible only where information and insight align with 
business goals to deliver a unique and compelling 
customer benefit.

n	The second leg of the tripod zeroes in on an organiza-
tion’s commitment to deep technological and analyti-
cal capabilities as drivers for its business decisions. 
The organization must have a culture in place that 
understands and values the power of informatics and 
data mining as decision drivers. Also, an organization 
must have a corporate structure allowing unimpeded 
information flow directly to top managers and to line 
employees, thus facilitating unified goals. 

n	The third leg centers on enabling capabilities—the 
technology and tools—allowing for enterprise-wide 
access to high quality, reliable data. This structure 
allows organizations to receive and analyze the 
diverse perspectives of various disciplines based on 
a uniform set of indicators and metrics. 

Implementing and perfecting these core competencies 
yields an organization whose character, architecture, 

and operational processes provide a fertile—and cost-
effective—environment for informatics.   

A phased implementation 
To optimize value capture and get the most from an 
investment in informatics, best practice companies 
have followed a phased approach to implementation, 
balancing benefit and implementation risk against the 
steep costs of enterprise-wide initiatives. 

While the largest national plans are spending more 
than $300 million annually on broad informatics imple-
mentations, regional plans and those with more limited 
resources must be more selective in their implementa-
tion efforts. Sequencing the implementation to balance 
near-term priorities with the long-term vision limits risk 
and creates self-funding opportunities. 

Exhibit 3 offers a sample of a sequenced implementa-
tion by a regional plan compared against more deeply 
funded national plans. Here, strategic posture and cor-
porate strategy drive long-term investment. 

Unlike its leading competitors in the health care 
industry whose corporate strategies broadly focused 

Exhibit 2
Health Plan Informatics Best Practices

Health Plan Informatics Best PracticesBest Practices Attributes

Strategic Focus and 
Commitment

Informatics as a Center 
of Excellence

■ Aligning the Informatics strategy with business strategy, select the appropriate strategic posture 
■ Focused senior management advocacy
■ Investments used for competitive differentiation or optimizing the business system, not me-too investments

■ Analytic resources centralized, or established as a shared service, to maximize scale and leverage expertise
■ Effective integrative mechanisms—e.g., governance and co-location—to drive alignment
■ Critical mass of analytical, financial, and clinical expertise, e.g., biostatisticians, epidemiologists

High Information 
Orientation/Analytical 

Sophistication

■ Analytical, fact-based decision-making
■ Use of sophisticated predictive modeling and optimization techniques
■ Information transparency and proactive orientation to information use

High-quality Data

■ Incremental approach to acquiring, cleansing, and integrating data. Selective incorporation of clinical data 
(outcomes, lab values); acquisition of appropriate level of granularity at point of capture (e.g., rendering 
physician, member vs. subscriber)

■ Best practice information management practices—e.g., standard taxonomy, data ownership

Agile, Integrated 
Information Architecture

■ Access to integrated enterprise data, minimizing integration points across systems
■ Appropriate use of ETL, EII architectures for access to real-time operational data where required 
■ Open-standards development, extensive leverage of standard COTS and middleware
■ Minimizing number of BI tools across the enterprise

Source: Booz Allen Hamilton
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on enhanced revenues and margins, a regional BCBS 
plan follows a targeted strategy aimed at first building 
competitive cost structures and pricing/benefit mod-
els. While health plans with deeper revenues invested 
in informatics with a scattershot approach toward 
improving the bottom line, the regional plan’s invest-
ment intends to close the market gap and secure more 
customers with targeted new product offerings at lower 
cost. For the regional BCBS plan, competitive differen-
tiation is then realized over time, with implementation 
costs spread over an extended period.

The implementation sequence 
A phased implementation should first build the infor-
matics foundation, then extend it, ultimately creating 
and exercising options that achieve competitive differ-
entiation over time.

We have identified a four-phase approach for health 
plans. In the initial phase, the informatics foundation 
is set by demonstrating value in existing technology 
investments, such as electronic data warehousing. 
Health plan decision makers would focus on enhancing 
foundational capabilities during this phase, to include 

Exhibit 3
Strategic posture and corporate strategy should drive long-term investments

National Plan A

Informatics Scope

Core Noncore

Strategic 
Posture
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Corporate 
Strategy

■ Shape the market toward CDHP and 
consumer-driven healthcare

■ Strengthen core self-funded accounts 
■ Monetize brand information assets 

(Ingenix) to enhance revenue and 
margins

Shaper

Smart
Choices

Laggard

Fast
Follower

National Plan B

Informatics Scope

Core Noncore

S
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■ Fortify core self-funded accounts via 
integrated benefits and service

■ Selectively innovate (CDHP,  tiered 
networks); aggressively price for profitable 
growth

■ Brand informatics to gain competitive edge

Shaper

Smart
Choices

Laggard

Fast
Follower

Blues

Informatics Scope

Core Noncore
S
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■ Provide access to high-quality, 
cost-effective healthcare in New Jersey 
and New York

■ Build competitive cost structures and 
pricing/benefit design capabilities to 
serve stakeholders, consistent with 
corporate mission and values

Informatics 
Strategy

■ Broad set of informatics capabilities 
to serve payors, employers, pharma

■ Differentiated informatics 
capabilities to support innovation 
across product (CDHP,  Tiering), 
service (Provider Profiling), and 
delivery (online self-service tools)

■ Industry leading mid-office capabilities 
enabling lowest MCR (79.3%)

■ Sophisticated market-sensing to quickly 
seize opportunities (e.g., small group 
growth potential)

■ Integrated data/analytics across LOB 
(more than a third of employers buy more 
than 2 products)

■ Competitive in employer analytics support, 
clinical quality assessment methodologies

Informatics Strategy Implications:
■ Focus on closing the gap across high-

value, proven cost and quality levers 
(UM, benefit design, trend projections)

■ Leverage geographic focus to 
advantage (local stakeholder insight, 
laws, trends)

■ Build a platform to take advantage of 
emerging opportunities as their 
potential becomes more apparent

Portfolio of 
Actions

■ Multiple Big Bets: Acquisition of 
multiple informatics players and 
CDHP plans

■ Select hedging options/No risk 
moves: Employer consultative selling, 
provider connectivity, pharma 

■ Select Big Bets: Acquisition of a health 
management services company to 
continue leadership in medical 
management ($400 MM); CDHP

■ Emphasize options/No risk moves: provider 
education, online analytics for employers

■ Emphasis on low-risk moves, 
supported by selective investment in 
emerging areas required to ‘stay in 
the hunt’

■ Leverage partnerships and external 
expertise to mitigate risk and 
investments

Shaper

Smart
Choices

Laggard

Fast
Follower

Source: Booz Allen Hamilton
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data infrastructure, analytical expertise, key processes, 
and governance. 

The second phase moves out of the foundational cen-
ter and focuses on expanding analytical capabilities. In 
the third phase we begin to see the practical outcomes 
of the work of the preceding phases. This is the point 
at which advanced consumer tools and advice—based 
on market acceptance—are developed and marketed. 

In the fourth and final phase, market distinction is 
achieved by creating and exercising options identified 
through analysis of the informatics data. For example, 
a health plan might begin to provide consultative sell-
ing to employers based on superior account-level ana-
lytics and pricing expertise. Another scenario might 
see a health plan develop treatment guidelines based 
on collected information to improve outcomes. Still 
another outcome might involve informatics based on 
lab results providing the key to improved medical cost/
quality trade-offs.

An evolving discipline 
Even with its compelling value drivers informatics is, 
in many ways, an evolving discipline. It is almost uni-
versally leveraged as a competitive tool rather than a 
collaborative one, with information rarely shared indus-
try-wide. As such, its potential to benefit health plans 
has not yet been fully explored (see “Collaboration or 
competition: The road ahead for Informatics”).

For health plans the benefits are clear: Informatics is 
a powerful tool to cut costs, enhance revenues and 
operating margins, spur new product development, 
and deliver insight into customers and health care 
providers alike. However, successfully implementing 
an informatics strategy is a slow dance. Core capabili-
ties and competencies must first be in place. Smart 
implementations require measured, strategic advances 
in harmony with corporate goals—balancing risk, cost, 
and benefit at each phase of development.

Collaboration or competition: The road ahead for Informatics 

Pay-for-performance and value-based purchasing initiatives are expanding nationwide in an effort to better 
align health care expenditures with the patient outcomes. If health plans each devise their own Informatics 
to support pay-for-performance, providers in any given market are measured by a variety of yardsticks, which 
often conflict.  Since the ultimate goal is to improve value for the dollar through improved care, it is in every 
health plan’s best interest to send the strongest, most consistent signal to providers about expected behavior 
changes. Beyond that, the inherent redundancy of information promotes waste, and administrative overhead 
costs rise as a result. When health plans cooperate, as they have done in the California IHA initiative, the pro-
viders can be more easily engaged and the program can be tailored to ensure maximum success. 

At the same time a competitive approach lacking unified standards is perilous because it requires plans to 
justify and defend their measurement systems. These inconsistencies, combined with the proprietary, highly 
individual ways in which health plans interpret their information not only slows capability development, but 
may open the door to unforeseen risks—even lawsuits. The Washington State Medical Association recently 
sued a local insurer for using a “flawed methodology” and inaccurate information to exclude the physicians 
who, the insurer claims, do not meet the company’s quality and efficiency standards. Collaborative determina-
tion of performance expectations avoids those pitfalls and lowers risk.

One of the most frequent criticisms of health plan attempts to profile physicians is the “small numbers” prob-
lem. Once data is parsed out by physician and by disease for an individual health plan, the sample size is 
insufficient to allow differentiation between physicians. As a result, regional collaboratives are emerging that 
pool data across pubic and private payers in an attempt to get a stronger signal about provider performance. 
Such initiatives can benefit the industry, but their success requires unprecedented levels of cooperation.
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Downloadable digital versions of this article and other Booz Allen Hamilton publications are available from www.boozallen.com.

Booz Allen Hamilton has been at the forefront 
of management consulting for businesses and 
governments for more than 90 years. Integrating the 
full range of consulting capabilities, Booz Allen is 
the one firm that helps clients solve their toughest 
problems, working by their side to help them achieve 
their missions. Booz Allen is committed to delivering 
results that endure.

With 18,000 employees on six continents, the firm 
generates annual sales that exceed $3.7 billion. 
Booz Allen has been recognized as a consultant and 

What Booz Allen Brings
an employer of choice. In 2005 and in 2006, Fortune 
magazine named Booz Allen one of “The 100 Best 
Companies to Work For,” and for the past seven years, 
Working Mother has ranked the firm among its “100 
Best Companies for Working Mothers.” 

To learn more about the firm, visit the Booz Allen Web 
site at www.boozallen.com. To learn more about the 
best ideas in business, visit www.strategy-business.
com, the Web site for strategy+business, a quarterly 
journal sponsored by Booz Allen.

Contact Information:

Gil Irwin
Vice President
212-551-6548
irwin_gil@bah.com 

NEW YORK

Kristine Martin Anderson
Principal
240-314-5966
anderson_kristine_m@bah.com 

ROCKVILLE, MD

Giridhar Rao
Principal
212-551-6379
rao_giridhar@bah.com 

Rahul Rosha
Principal
212-551-6820
rosha_rahul@bah.com



Worldwide Offices
Abu Dhabi 
Joseph Saddi 
971-2-6-270882

Amsterdam 
Marco Kesteloo 
31-20-504-1900

Atlanta 
Lee Falkenstrom 
404-659-3600

Bangkok 
Tim Jackson 
66-2-653-2255

Beijing 
Edward Tse 
8610-6563-8300

Beirut 
Joseph Saddi 
961-1-336433

Berlin 
Steffen Leistner 
49-30-88705-0

Bogotá 
Leticia Costa 
57-1-628-5050

Boston 
Dermot Shorten 
617-428-4400

Brisbane 
Tim Jackson 
61-7-3230-6400

Buenos Aires 
Ivan De Souza  
54-1-14-131-0400

Caracas 
Leticia Costa 
58-212-285-3522

Chicago 
Vinay Couto 
312-346-1900

Cleveland 
Steffen Lauster 
216-696-1900

Colorado Springs 
Kurt Stevens 
719-597-8005

Copenhagen 
Torsten Moe 
45-33-18-70-00

Dallas 
Andrew Clyde 
214-746-6500

Detroit 
Laura Sue D’Annunzio 
248-619-1798

Düsseldorf 
Thomas Kuenstner 
49-211-38900

Frankfurt 
Rainer Bernnat  
49-69-97167-0

Helsinki 
Timo Leino 
358-9-61-54-600

Hong Kong 
Edward Tse 
852-3579-8222

Honolulu 
Chuck Jones 
808-545-6800

Houston 
Matt McKenna 
713-650-4100

Jakarta 
Tim Jackson 
6221-577-0077

Lexington Park 
Cynthia Broyles 
301-862-3110

London 
Shumeet Banerji 
44-20-7393-3333

Los Angeles 
Sam Porgess 
310-297-2100

Madrid 
Mercedes Mostajo 
34-91-411-8450

McLean, VA 
Sam Strickland 
703-902-5000

Melbourne 
Simon Gilles 
61-3-9221-1900

Mexico City 
Carlos Navarro 
52-55-9178-4200

Milan 
Fernando Napolitano 
390-2-72-50-91

Munich 
Jörg Krings 
49-89-54525-0

New York 
David Knott 
212-697-1900

Oslo 
Karl Høie 
47-23-11-39-00

Paris 
Bertrand Kleinmann 
33-1-44-34-3131

Philadelphia 
Molly Finn 
267-330-7900

Rio de Janeiro 
Leticia Costa 
55-21-2237-8400

Rome 
Fernando Napolitano 
39-06-69-20-73-1

San Diego 
Jeffrey Kibben 
619-725-6500

San Francisco 
DeAnne Aguirre 
415-391-1900

Santiago 
Leticia Costa 
562-445-5100

São Paulo 
Leticia Costa 
55-11-5501-6200

Seoul 
Jong Chang 
82-2-6050-2500

Shanghai 
Edward Tse 
8621-6340-6633

Stockholm 
Per-Ola Karlsson 
46-8-506-190-00

Sydney 
Tim Jackson 
61-2-9321-1900

Tampa 
Lee Falkenstrom 
404-659-3600

Tokyo 
Hiroyuki Sawada 
81-3-3436-8631

Vienna 
Helmut Meier 
43-1-518-22-900

Warsaw 
Christian Fongern 
48-22-460-1600

Washington, DC 
David Aldrich 
703-902-5000

Wellington 
Tim Jackson 
64-4-915-7777

Zurich 
Jens Schädler 
41-1-20-64-05-0

10.211.06/11/06 PRINTED IN USA
©2006 Booz Allen Hamilton Inc.


