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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 ñHow Physicians Can Change the Future of Health Care,ò 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 ð electronic, mechanical, photocopying, recording, or otherwise ð 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.  
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The Paradox of U.S. Health Care

The United States has a private system with intense competition

But

Å Costs are high and rising

Å Services are restricted and often fall well short of recommended care

Å In other services, there is overuse of care

Å Many patients receive therapies that fail

Å Standards of care often lag and fail to follow accepted benchmarks

Å Diagnosis errors are common 

Å Preventable treatment errors are common

Å Huge quality and cost differences persist across providers 

Å Huge quality and cost differences persist across geographic areas

Å Best practices are slow to spread

Å Innovation is resisted

How is this state of affairs possible?



3 Copyright 2007 © Michael E. Porter and Elizabeth Olmsted Teisberg

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 someone elseôs expense.

Improving results for patients increases value

rather than dividing value. 

This is a win-win proposition.

Improving value is appropriate no matter who pays.

(Consider anesthesia improvements.)
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Creating a Value-Based Health Care System

Å Todayôscompetition in health care is not about value. 

Å The fundamental problem is not just skewed incentives, but 

dysfunctional competition over the wrong things.

Financial success of Patient

system participants success

ÅSo, just changing who pays canôt solve the problem.               

(Neither a single payer nor a consumer-directed system address the 

root problems; nor does merging payers and providers.)  

ÅAdministrative control wonôt fix the problems

(P4P, EMB & managed care morphed to administrative control)

ÅWe need to restructure to create a high-value health care system.  
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Redefining Health Care

ÅThe core issue in health care is the value of health care delivered

Value: Health outcomes relative to the cost of achieving them.

ÅHow to design health care systems that dramatically improve value

ÅHow to create a dynamic system

that keeps rapidly improving health é and care
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Structure of 

Health Care 

Delivery

Health 

Insurance and 

Access

The key to success is improving the heart of the system:    

delivery of care and enabling of health.

When value increases significantly, it is possible to deliver far better health 

outcomes for the money spent. This enables more access and more coverage.

No matter who pays for health care, increasing value is the critical issue.

Universal coverage IS essential for equity and efficiency. 

And, it is not enough.
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1. Patient-Centered Care

ÁDefine the goal as increasing value for patients.

ÁValue is created in the prevention & treatment of medical conditions. 

Dramatic and ongoing improvements in value require:

2. Restructuring Care Cycles 

ÁRedesign delivery around full care cycles for medical conditions.

ÁMeasure outcomes at this level to motivate significant change.

3. Results-Driven Improvement

ÁMeasure results at the level at which value is created for patients.

ÁDrive learning!

ÁCompetition to improve results is positive-sum.                      

Todayôs competition is mostly dysfunctional. 

A ñmedical conditionò is a set of interrelated medical 

circumstances that are best cared for in an integrated way.

(So, diabetes with hypertension IS a medical condition.  

Multiple chronic diseases may be one medical condition.   

Heart surgery is a procedure, NOT a condition.)
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1. Define the goal as increasing 

value for patients,

not just lowering costs.

The health care system must be about improving 

health and care.

If cost reduction were the goal, 

pain killers and compassion would be all we need.
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Zero-Sum Competition in U.S. Health Care 

Bad Competition

Å Competition to shift costs or

capture a bigger share of 

revenue

Å Competition to increase 

bargaining power

Å Competition to capture 

patients and restrict choice

Å Competition to restrict 

services in order to 

maximize revenue per visit 

or reduce costs

Good Competition

Å Competition to increase 

value for patients

Positive SumZero or Negative Sum
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Competition on results is a different mindset.

ï Competition on results vs. supply control or administrative control 

ï Reward results vs. process compliance

ï Get patients to excellent providers vs. ñlift all boatsò or ñpay for 
performanceò

ï Expand the number of excellent teams and the proportion of patients 
cared for by highly effective teams vs. create a second tier

ï Grow the excellent teams by reallocating capacity and expanding across 
locations vs. local mindset

Value:   Patient health outcomes over the full care cycle

Total cost of achieving those outcomes
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The dynamic of high value health care is 

results-driven, patient-centric, 

and physician-led.

- Diabetes outcome measures in Minnesota

- Cystic Fibrosis outcomes comparisons

- Swedish competition on measures

- Pediatric oncology improvements

Responsibility for health IS important. Health is co-produced.

But ñconsumer drivenòoften means shifting costs.

And consumer attention will not fix todayôs dysfunctional structure. 
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ñhealth care is differentò

Outcomes and efficiency

often improve simultaneously.

The goal is better health, not more treatment.

And better health is                       

inherently less expensive                      

than poor health.



13 Copyright 2007 © Michael E. Porter and Elizabeth Olmsted Teisberg

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

- Prevention

- Early detection                         

- Right diagnosis

- Early treatment

- Right treatment to the right

patients

- Treatment earlier in the 

causal chain of disease

- Fewer mistakes and repeats

in treatment 

- Fewer delays in the care process 

- Less invasive treatment methods

- Faster recovery

- More complete recovery

- Less disability

- Fewer relapses or acute episodes

- Slower disease progression

- Less need for long term care

Enabling better health is more efficient in many ways:

Plus, much delivered care is behind best practices for effective care.

Process improvement, ñwaste reduction,ò and safety improvements 

can drive large gains, but streamlining a fragmented system has 

inherent limits.

Incremental change is not sufficient.
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2. Reorganize delivery around

medical conditions

over the full cycle of care.

A medical condition is a set of interrelated medical circumstances that 

are best treated in an integrated way. 

Includes the common co-occurrences:

Four commonly co-occurring chronic diseases ARE a medical condition.

ñWhat is the needed set of skills?ò vs. ñThatôs a different specialtyò

Organize around the services patients need for these co-occurrences.
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