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Health Information Exchange: From Start up to Sustainability 
Executive Summary 

 
President Bush has called for the universal adoption of Electronic Health Records 
(EHR) on the part of all health care providers for every American by the year 2014.  
Towards this end, the President has established the Office of National Coordinator for 
Health Information Technology to oversee the establishment of a National Health 
Information Network (NHIN), linking all EHRs to a network of fully interoperable health 
information exchanges (HIE). 

But if the NHIN is to work, it is axiomatic to say that a critical mass of HIE sub-networks 
must achieve financial sustainability for the NHIN to spring to life. This work focuses on 
the path to sustainability for first-generation HIEs and the ultimate culmination of the 
NHIN. 

The Economic Problem of Health Information Exchange 

Surely, of all productive enterprises, the provision of excellent medical care is highly 
dependent on sound information.  And if this is so, then why doesn’t the US health care 
system look like other sophisticated industries that have electronically transformed 
themselves?  Even worse, why is it so stubbornly archaic?    

The answer is simple: the economics of our health care system militate against the 
mobilization of interoperable data where it is most needed – at the point of care. Chiefly, 
the manner in which we reimburse care transforms clinical information into institutionally 
self-interested and fragmented information streams. These streams are controlled by 
non-aligned health care corporations that have little financial interest in cross-
institutional data. Monetary and information asymmetries give payers and providers 
powerful incentives to silo information, at times without regard to the needs of patients. 
Forsaking innovation on the frontiers of information science and reimbursement reform 
will only ensure that asymmetries and opacity continue to dominate health care 
production and consumption. 

Because most reimbursements are made on a fee-for-service or capitation basis (that 
poorly relate to clinical reality from the patient’s point of view), no pricing mechanisms 
exist to underpin a market for interoperable health data exchange. As a result, 
organizations designed to mobilize health data and correct opacities such as Health 
Information Exchanges (HIE) or Regional Health Information Organizations (RHIO) 
starve for sufficient revenues to pay down the costs of technology that make 
interoperability possible. 
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As a result, HIEs have little resort to traditional start-up funding and must rely on 
public/philanthropic grants and small advances. To the extent that business cases have 
been made, they have centered on transaction efficiencies that answer to stakeholder 
interests. Thus, HIEs face an economic dilemma. They must create a transaction-
efficiency market that depends on highly local networks of trust and altruism, and that 
yields only modest revenues based on barely progressive status quo efficiencies, hardly 
a transformation of the American delivery system. 

Notwithstanding, successful HIEs have devised micro-economic stimuli for providers to 
participate in exchange activities—examples include HealthBridge, THINC RHIO and 
the Indiana Health Information Exchange. These exchanges reduce administrative costs 
for hospitals, labs, physicians and others. As a result, providers have realized internal 
cost savings that more than offset the associated costs.  

How Health Information Exchanges Can Create Value 

Our research leads to four observations about value creation in health information 
exchange. 

First, social capital is the foundation. Stakeholder goodwill, or ‘social capital,’ is the 
primary basis for an HIE. All groups exhibiting social capital have worked hard to build a 
radius of trust, such that individual stakeholders come to embody the same cooperative 
norms. A belief and trust in the value potential, safety and governance of health 
information exchange permeates the relevant community of stakeholders as the sine 
qua non of success.  

HIEs necessarily bring together a diverse set of economic actors. Perceptions of ulterior 
motives undermine the capacity to create trust within the community, and thus “poison 
the well” for social capital formation. Against this, social capital facilitates information 
sharing and collective action and decision-making through established roles and 
networks. In most cases, the founders of HIEs must exert tremendous energy aligning 
the interests of stakeholders to a vision of the mutual potential of collaboration.   

Second, value in human capital enables the HIE. People drive the process. Because 
technology diffuses within market systems over time, social institutions must align to 
create new forms of human capital that facilitate the operations of exchange. As venture 
capitalists say, a great idea is important and a viable business plan is necessary, but 
the decision to disburse funds is made on the basis of the people involved in managing 
the enterprise and executing the strategy. The short-term pathway to sustainability rests 
squarely on HIE executives to skillfully manage capital. 
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Third, value in HIE functionality may evolve dynamically. Above, we referred to 
exchanges that are transactional in scope. We will call these Stage 1 Transaction 
Models. The HIE succeeds by creating a platform of valued information that facilitates 
stakeholder decisions toward improved clinical efficiency, increased service quality and 
administrative efficiency. In turn, this information exchange, and the new forms of 
human capital that result within the HIE, act as an incubator for dynamic evolution in the 
market for information. This evolutionary process opens windows to value creation 
opportunities that are obscure within the current market structure. As HIEs, providers, 
hospitals, public and private payers act upon opportunities to get new value from the 
exchange, the way in which value is accounted for will change radically. 

Fourth, HIEs grow more valuable as they become agents of market transformation. 
Consider a higher prize—a Stage 2 Infomediary Model that is transformational as well 
as transactional in character and impact. Such Stage 2 value accrues from aggregated 
patient care data that is sought not only by providers but also by other data users not 
actually touching the patient. 

If HIEs are allowed to advance free of government restrictions and interventions that 
protect extant power asymmetries, the evolution of the exchange and the geographical 
diffusion of HIT will fundamentally alter the structure of health care markets. These 
market transformations will lead to a more efficient allocation of our scarce health care 
resources. Some examples include precise outcomes reporting, improved quality of 
care, episode of care pricing, lateral integration of specialized care teams, and cost 
transparency.  In short, the transformation of American healthcare. 

If a Community Wishes to Invest in HIE, What Models Are Available? 

There are two models available for realizing an HIE.  

Model 1: Integral Corporation. This is the de novo option. A custom-build decision 
needs to derive from high expectations of superior performance in a locally-developed 
system, or a desire to develop technologies for unique local priorities for which proven, 
scalable and transferable technologies have not been developed. Cost, development 
time and architectural and content considerations are likely to steer nascent HIE 
communities away from this option however. As technology and standards mature, 
there will be fewer communities for whom the Integral Corporation is advantageous. 
One way to avoid the costs and risks of building de novo is to lease or outsource the 
Technology and User Services function.  
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Model 2: Franchising. We coin the term franchising for the emerging and more 
interesting format for HIEs in future. Successful pioneer HIEs may sell their experience, 
expertise and technology to other emerging exchange communities who wish to take 
advantage of an established model, providing the franchisee with a complete business 
plan for all aspects of operating a business. HIEs may be attracted to the franchise 
model for its proven, verifiable success, faster time to market, training and know-how, 
established name, patents, trademarks, copyrights, lower capital requirement and 
financing conditions, scale through association with existing data and networked 
relationships, established management, established technology and support. 

Where Might the Convergence Occur toward the NHIN? 
If we think of the national agenda of an interoperable NHIN, an attempt to patch de novo 
solutions together into a single national solution would lead to astonishing complexities.  

Our study suggests that hundreds of independent HIEs achieving sustainability as a 
precursor to a NHIN is highly unlikely. And even if a majority could survive, their 
unassisted organic growth may not achieve the accelerated development required or 
the underlying stability to sustain a national network. With several hundred sub-
networks in place, a viable national superstructure would need a high degree of 
sophistication to provide the required interoperability. 

By contrast, a small number of franchisors plugging into a national network will greatly 
reduce this complexity and have the advantage of an installed base of standards and 
interoperability. Once the various HIE expansions from pioneer communities to 
franchisee communities reach critical mass, standardization among a handful of scaled 
out models—as opposed to many hundreds—could occur, leading to a single, national 
exchange.  

We argue that the pathway to an NHIN lies in the wake of community-based HIEs 
organized around medical trading areas (MTAs) adapted to local communities, finding 
creative revenue models, and developing new social capital that reshapes the 
configuration of healthcare institutions. We emphasize the importance of business 
planning disciplines and recommend the franchise model as a way forward. 

A Framework for Progress with HIE 
To date, only a handful of HIEs have accomplished their functional promise. When they 
have done so, their dominant model contains Stage 1 Transaction Models that link 
sectors of a local health care economy (hospitals, physicians, labs, etc.).  

Unless local HIEs evolve successfully throughout the nation as precursors to wide scale 
exchange, an NHIN is unthinkable. And unless there is sufficient interoperability to 
make possible the added value from Stage 2 Infomediaries, an NHIN will underperform 
its potential. It follows that developing interoperability to a national scale is concerned 
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both with replicating proven Stage 1 Transaction Models and with making possible 
Stage 2 Infomediaries that capture the potential of aggregated patient care data. 

To realize health information exchange’s full potential, a number of strategies must work 
together. 

First, the universal adoption of electronic medical records will be another big step to 
populating HIEs with baseline data. Continued failure to encourage adoption of EMRs in 
all provider settings, including small physician practices, will hamper the true potential 
that data exchange holds in reducing waste and inefficiencies, and create higher quality 
health care through increased care coordination and information sharing.  

Second, if health care payers provided incentives to adopt and use health information 
technology, they could motivate them to compete for these incentives. Bridges To 
Excellence has observed that physicians who are eligible for financial rewards engage 
in practice transformations that are commensurate to the financial benefits offered. 

Third, progress will be greater if HIEs migrated to the role of Infomediary. While today 
the primary customers for HIEs are providers, five additional customer categories could 
be recruited when HIEs operate convincingly as valued health care information 
intermediaries: life sciences researchers, public health agencies, pharmaceutical and 
medical device/technology manufacturers, payers, and third-party application vendors. 

HIEs that can establish themselves as infomediaries for their communities could 
increase their revenue base to a level where non-provider customers would pay most of 
the fixed and variable costs of managing the exchange. As a result, the transaction (or 
subscription) costs paid by participating providers could be reduced or eliminated. 

Fourth, it is impossible to talk about sustainable HIE without discussing macro reform in 
US health care. The Institute of Medicine labels the current payment system “toxic.”  
Long-term sustainability of HIE rests squarely in reimbursement reform.  

One way to reform the system so that incentives align toward adopting health 
information technology is to reimburse care on a fixed budget that compensates 
episodes of care. Episodes of care are the complete sequence of interactions between 
a patient and providers resulting in a defined clinical objective, and, as such, are the 
socioeconomic reality of care from the patient’s point of view.  

The purpose of pricing episodes of care is to create an upfront transparent price on 
clinically homogeneous pathways, whether acute or chronic, so that: (1) patients have a 
measure of the cost of medical treatments, (2) providers have an incentive to organize 
treatments around clinical care paths, (3) plans can measure the cost and effectiveness 
of integrated care teams, (4) risk-based contracting erodes fee-for-service purchasing, 
(5) patient and provider choice at the point of service becomes the engine of efficiency, 
and (6), interoperable health data exchange becomes the market norm. 
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With this, a powerful new incentive comes into play. Providers will have a profound 
interest in organizing as coordinated teams, again, not as current institutions but as 
disease focused delivery systems. Also, individual service charge codes disappear. 
They are subsumed as inputs to an overall production of care centering on the patient. 
Not only do incentives for better information take hold, but the budgetary discretion to 
invest in the technical means for appropriating better information becomes available.  
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