Michael E. Porter
Elizabeth Olmsted Teisberg

Redefining KVt
eaithGare

Creating
Value-Based Competition
on Results

Elizabeth Teisberg, Ph.D.

NQF
Washington, DC
15 May, 2008

HEACR'VEAYRID: {B:USS |EN'E S°S' [SICHOOL PRESS

This presentation draws on Michael E. Porter and Elizabeth Olmsted Teisberg: Redefining Health Care: Creating Value-Based Competition on Results, Harvard
Business School Press, May 2006, and "How Physicians Can Change the Future of Health Care," Journal of the American Medical Association, 2007;
297:1103-1111. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means 6 electronic,
mechanical, photocopying, recording, or otherwise 8 without the permission of Michael E. Porter and Elizabeth Olmsted Teisberg. Further information about
these ideas, as well as case studies, can be found on the website of the Institute for Strategy & Competitiveness at http://www.isc.hbs.edu.

Copyright 2008 © Michael E. Porter and Elizabeth Olmsted Teisberg



Value in Health Care

A Access is the most basic goal of a health care system, but
universal access is not enough

A The purpose of health care is to deliver value to patients

Value: Patient health outcomes per dollar spent

i In any field, value must be defined around the customer
I Value should be measured by outputs, not inputs

<~

A How to define and measure value in health care?

A How to design a health care system that continually improves
value?
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Creating a Value-Based Health Care System

A Significant improvement in value will require
fundamental restructuring of health care delivery,
not incremental improvements

Today, 215t century medical technology is
delivered with 19t century organization structures,
management practices, and pricing models.

A TQM, process improvements, and safety initiatives are
iImportant and not sufficient to substantially improve value

A Consumers cannot fix the dysfunctional structure of the
current system
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Creating a Value-Based Health Care System

A Competition is a powerful force to encourage restructuring of care
and continuous improvement in value

A T o d agodpetition in health care is not aligned with value

Financial success of
system participants

—~

Patient
success

<>

A Creating competition on value is a central challenge in health

care reform
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What should it mean to COMPETE?

Sports and war are the wrong models.
Healthy competition is about INCREASING VALUE.
This means improving results (outcomes and costs),

not shifting costs or winning at

Improving results for patients increases value
rather than dividing value.

And improving value aligns interests, rather than
having participants pursuing different goals.
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Even more than in other sectors, better quality
Improves efficiency in health care.

A The best way to contain costs is to drive improvement in quality

- Prevention - Fewer delays in the care

- Early detection delivery process

- Right diagnosis - Less invasive treatment methods

- Early treatment - Faster recovery

- Right treatment to the right - More complete recovery
patients - Less disability

- Treatment earlier in the - Fewer relapses or acute
causal chain of disease - episodes

- Fewer mistakes and repeats - Slower disease progression
in treatment - Less need for long term care

<L -

A Better health is inherently less expensive than poor health
A Better health, not more treatment, is the goal.
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Principles of Value-Based Health Care Delivery

1. The goal must be value for patients, not lowering costs
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Improving results for patients increases value

rather than dividing value.

AThis is a positive sum competition.
A Consider anesthesia improvements.

A Improving value for patients, not shifting costs.
A Consider Swedish results improvements.

A Expand the proportion of patients cared for by
highly effective teams



Principles of Value-Based Health Care Delivery

1. The goal must be value for patients, not lowering costs

2. Health care delivery should be organized around medical
conditions over the full cycle of care
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What is a Medical Condition?

A A medical condition is an interrelated set of patient medical circumstances
best addressed in an integrated way

i Defined from the patientods per sj

A Includes the most common co-occurrences

A Examples
i Diabetes (including vascular disease, hypertension, others)
| Breast Cancer
I Stroke
I Four commonly occurring chronic conditions
i CABG is a procedure, not a condition

A The value delivered at the medical condition level is inevitably the joint
responsibility of the providers involved

-

A The value achieved for patient populations at the medical condition
level can be meaningfully compared and acted upon

10 Copyright 2008 © Michael E. Porter and Elizabeth Olmsted Teisberg



Patient value needs to be the beacon of
Inspiration for organizational innovation.

Old model: Organized by specialty New model: integrated practice unit
and by discrete, fragmented services

Outpatient Imaging Unit
Physical
Therapist

Imaging —
Unit

West German
Headache Center

Essen

Primary Univ.

Outpatient Neurologists :
Care _ Hospital

Neurology Syt Psychologists Inpatient
Inpatient Primary Physical Therapists Unit
Treatment | Care Day Hospital
and Detox \ ‘ / Physician

\ / Network
Outpatient Neurologists
Psychologist

Migraine care in Germany:

Integration of care simplifies coordination for patients
and patients have far fewer days of disabling pain.

Source: KKH, Westdeutsches Kopfschmerzzentrum
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Integrated Practice Units

drive improvement by

driving learning
at the medical
condition level.

This is not hyper-specialization.

It is not focused factories or
freestanding archipelagos.

It is not just co-location.

Broad expertise develops over the
care cycle for the patient.

Consider cystic fibrosis.

Deeper Penetration
(and Geographic Expansion)
in a Medical Condition

Improving Reputation Rapidly Accumulating
Experience
Better Results,
Adjusted for Risk Rising Efficiency

Faster Innovation Better Information/
Clinical Data
Greater patient
volume over which More Fully
to spread IT, measure- Dedicated Teams
ment, and process

improvement costs More Tailored Facilities

Wider Capabilities over Greater Leverage

the Care Cycle in Purchasing

Rising
Capacity for
Sub-specialization
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Patients with Multiple Medial Conditions
Coordinating Care Across IPUs

A The primary organization of care delivery should be around the integration
required for every patient

A IPUs will also greatly simplify coordination of care for patients with multiple
medical conditions

A The patient with multiple conditions will be better off in an IPU model
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