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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.

http://www.isc.hbs.edu/
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Redefining Health Care Delivery

ÅUniversal coverage and access to care are essential, but not 

enough

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

delivered

Value: Patient health outcomes per dollar spent

ÅHow to design a health care system that dramatically improves 

patient value

ïOwnership of entities is secondary (e.g. non-profit vs. for profit vs. 

government)

ÅHow to construct a dynamic system that keeps rapidly improving
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Creating a Value-Based Health Care System

ÅSignificant improvement in value will require fundamental 

restructuring of health care delivery, not incremental 

improvements

- Process improvements, lean production concepts, safety 

initiatives, care pathways, disease management and other 

overlays to the current structure are beneficial but not 

sufficient

- Consumers cannot fix the dysfunctional structure of the 

current system

Today, 21st century medical technology is 

often delivered with 19th century 

organization structures, management 

practices, and pricing models  
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Harnessing Competition on Value

ÅCompetition for patients/subscribers is a powerful force to 

encourage restructuring of care and continuous improvement in value

ÅTodayôscompetition in health care is not aligned with value

Financial success of Patient

system participants success

ÅCreating positive-sum competition on value is a central 

challenge in health care reform in every country
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Principles of Value-Based Health Care Delivery

1. Set the goal as value for patients, not access, equity, volume, 
convenience, or cost containment

Value =
Health outcomes

Costs of delivering the outcomes

ÅOutcomes are the full set of patient health outcomes 

over the care cycle

ÅCosts are the total costs of the care for the patientôs 

condition, not just the costs borne by a single provider
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Principles of Value-Based Health Care Delivery

ÅBetter health is the goal, not more treatment

ÅBetter health is inherently less expensive than poor health

- Prevention 

- Early detection                         

- Right diagnosis

- Early and timely treatment

- Treatment earlier in the causal 

chain of disease

- Right treatment to the right

patient

- Rapid cycle time of diagnosis 

and care

- Less invasive treatment 

methods

- Fewer complications

- Fewer mistakes and repeats in 

treatment 

- Faster recovery

- More complete recovery

- Less disability

- Fewer relapses or acute 

episodes

- Slower disease progression

- Less need for long term care

- Less care induced illness

1. Set the goal as value for patients, not containing costs

2. Quality improvement is the key driver of cost containment and value 

improvement, where quality is health outcomes
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Health care 

cost/capita (SEK)

County council health care index

Cost versus Quality Sweden 

Health Care Spending by County 2008
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ÅA medical condition is an interrelated set of patient 

medical circumstances best addressed in an 

integrated way

ïDefined from the patientôsperspective

ï Including the most common co-occurring conditions and 

complications

ï Involving multiple specialties and services

ÅThe patientôs medical condition is the unit of value 

creation in health care delivery

Principles of Value-Based Health Care Delivery

1. Set the goal as value for patients, not containing costs

2. Quality improvement is the key driver of cost containment and value 

improvement, where quality is health outcomes

3. Care delivery should be organized around the patientôs medical 

condition over the full cycle of care
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Source: Porter, Michael E., Clemens Guth, and Elisa Dannemiller, The West German Headache Center: Integrated Migraine Care, Harvard Business School Case 9-707-559, September 13, 2007 

Restructuring Care Delivery
Migraine Care in Germany
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Existing Model: 

Organize by Specialty and 

Discrete Services

New Model: 

Organize into Integrated 

Practice Units (IPUs)
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Integrating Across the Cycle of Care
Breast Cancer

Informing 

and 

Engaging

Measuring

Accessing
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What is Integrated Care?

Integrated care is not the same as: 

ï Co-location 

ï Care delivered by the same organization

ï A multispecialty group practice

ï Clinical Pathways

ï Freestanding focused factories 

ï An Institute or Center 

ï A Center of Excellence

ï A health plan/provider system (e.g. Kaiser Permanente)

ï Medical home

ï Accountable Care Organization

Key Elements of Integrated Care:

Å Care for the full care cycle of a  medical condition

Å Encompassing inpatient/outpatient/rehabilitation care

Å By dedicated teams focused around the patient

Å Co-located in dedicated facilities

Å In which providers are all part of the same organizational entity

Å Utilizing a single administrative and scheduling structure

Å With joint accountability for outcomes and overall costs
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IPUs and Value

Á Greater 

provider 
efficiency

Á Better 

utilization of 
facilities

Á Streamlined 

administra-
   tive costs

ÁBetter decisions in terms of diagnosis 

  and treatment 
    -Specialized experience and expertise
    -Better coordination/peer review
    -Better integration of co-occurences

ÁBetter execution of treatment

    -Specialized experience and expertise
    -Tailored facilities
    -Seamless management of common co- 
     occurrences

ÁFaster cycle time 

ÁImproved patient compliance and 

engagement with care 

ÁFull range of support services needed to 

achieve success for the patient (e.g. 
nutrition, rehabilitation, counseling, 
psychological support)

ÁVastly greater patient convenience

Outcomes Cost
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Integrated Models of Primary Care

ÅTodayôs primary care is fragmented and attempts to address 

overly broad needs with limited resources

ÅRedefine primary care as prevention, screening, diagnosis, 

wellness and health maintenance service bundles

ÅDesign primary care services around specific patient 

populations (e.g. healthy adults, frail elderly, type II diabetics) 

rather than attempt to be all things to all patients

ÅProvide primary care service bundles using multidisciplinary 

teams, support staff, and dedicated facilities

ÅDeliver primary care at the workplace, community 

organizations, and other settings that offer regular patient 

contact and the ability to develop a group culture of wellness

ÅCreate formal partnerships between primary care organizations 

and specialty IPUs
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Coordinating Care Across IPUs 
Patients with Multiple Medical Conditions

Å The primary organizational structure for care delivery should be around the 

forms of integration required for every patient
ï The current system is organized around the exception, not the rule  

Å Overlay mechanisms are then utilized to manage coordination across IPUS

Å The IPU model will greatly simplify coordination of care for patients with 

multiple medical conditions

Integrated 

Diabetes Unit

Integrated 

Diabetes Unit

Integrated 

Osteoarthritis 

Unit

Integrated 

Osteoarthritis 

Unit

Integrated 

Breast 

Cancer Unit

Integrated 

Breast 

Cancer Unit

Integrated 

Cardiac Care 

Unit

Integrated 

Cardiac Care 

Unit
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Principles of Value-Based Health Care Delivery
4. Provider experience, scale, and learning at the medical condition level   drive 

value improvement

Å Volume and experience will have a much greater impact on value in an IPU structure

Å The virtuous circle extends across geography in integrated care organizations

Better Results, 

Adjusted for Risk

Greater Patient Volume in a 

Medical Condition (Including 

Geographic Expansion) 

Improving Reputation Rapidly Accumulating

Experience

Rising Process 

Efficiency

Better Information/

Clinical Data

More Tailored Facilities

Greater Leverage in 

Purchasing
Rising 

Capacity for 

Sub-Specialization

More Fully 

Dedicated Teams

Faster Innovation

Costs of IT, Measure-

ment, and Process

Improvement Spread 

over More Patients

Wider Capabilities in the 

Care Cycle, Including Patient 

Engagement

The Virtuous Circle of Value 



20091027 Managing Healthcare Delivery Copyright © Michael Porter 200916

Fragmentation of Hospital Services
Sweden

Source: Compiled from The National Board of Health and Welfare Statistical Databases ïDRG Statistics, Accessed April 2, 2009.

DRG Number of 

admitting 

providers 

Average 

percent of 

total national 

admissions 

Average 

admissions/ 

provider/ year 

Average 

admissions/ 

provider/  

week

Knee Procedure 68 1.5% 55 1

Diabetes age > 35 80 1.3% 96 2

Kidney failure 80 1.3% 97 1

Multiple sclerosis and 

cerebellar ataxia

78 1.3% 28

1

Inflammatory bowel 

disease

73 1.4% 66

1

Implantation of cardiac 

pacemaker

51 2.0% 124

2

Splenectomy age > 17 37 2.6% 3 <1

Cleft lip & palate repair 7 14.2% 83 2

Heart transplant 6 16.6% 12 <1
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Fragmentation of Hospital Services
Japan

Source: Porter, Michael E. and Yuji Yamamoto, The Japanese Health Care System: A Value-Based Competition Perspective, Unpublished White 

Paper, September 1, 2007

Procedure

Number of 

hospitals 

performing the 

procedure

Average number 

of procedures per 

provider per year

Average number 

of procedures 

per provider per  

week

Craniotomy 1,098 71 1.4

Operation for gastric 

cancer
2,336 72 1.4

Operation for lung cancer 710 46 0.9

Joint replacement 1,680 50 1.0

Pacemaker implantation 1,248 40 0.8

Laparoscopic procedure 2,004 72 1.4

Endoscopic procedure 2,482 202 3.9

Percutaneous 

transluminal coronary 

angioplasty

1,013 133 2.6
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Å Deliver services in the appropriate facility, not every facility

Å Excellent providers can manage care delivery across multiple 
geographic areas

Principles of Value-Based Health Care Delivery

5.    Integrate care across facilities and geography, rather than
duplicating services in stand-alone units 

Childrenôs Hospital of Philadelphia (CHOP) Affiliations
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Principles of Value-Based Health Care Delivery

1. Set the goal as value for patients, not containing costs

2. Quality improvement is the key driver of cost containment and value 

improvement, where quality is health outcomes

3. Care delivery should be organized around the patientôs medical 

condition over the full cycle of care

4. Provider experience, scale, and learning at the medical condition 

level   drive value improvement

5.    Integrate care across facilities and geography, rather than

duplicating services in stand-alone units 

6.    Measure and report outcomes and costs for every provider, every 

medical condition, and every patient
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Measuring Value in Health Care

Patient 
Compliance

E.g., Hemoglobin   

A1c levels for 

diabetics

Protocols/
Guidelines

Patient Initial 

Conditions
Processes Indicators (Health) 

Outcomes
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Principles of Value-Based Health Care Delivery

1. Set the goal as value for patients, not containing costs

2. Quality improvement is the key driver of cost containment and value 

improvement, where quality is health outcomes

3. Care delivery should be organized around the patientôs medical 

condition over the full cycle of care

4. Provider experience, scale, and learning at the medical condition 

level   drive value improvement

5.    Integrate care across facilities and geography, rather than

duplicating services in stand-alone units 

6 .   Measure and report outcomes and costs for every provider, every 

medical condition, and every patient

ÅResults must be measured at the level at which value is created not 

traditional organizational units

ÅOutcomes should be measured for each medical condition over the cycle 

of care
ï Not for interventions or short episodes 

ï Not separately for types of service (e.g. inpatient, outpatient, tests, rehabilitation)

ï Not for practices, departments, clinics, or entire hospitals



20091027 Managing Healthcare Delivery Copyright © Michael Porter 200922

The Outcome Measures Hierarchy

Survival

Degree of  health/recovery

Time to recovery or return to normal activities

Sustainability of  health or recovery and nature of 

recurrences

Disutility of care or treatment process (e.g., discomfort, 
complications, adverse effects, errors, and their 

consequences)

Long-term consequences of therapy  (e.g., care-
induced illnesses)

Tier

1

Tier

2

Tier

3

Health Status 

Achieved

Process of 

Recovery

Sustainability 

of Health




