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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. Version 12152009.1 1:30 pm (EST)

http://www.isc.hbs.edu/
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Value-Based Health Care Delivery
The Strategic Agenda for Providers

1. Organize into Integrated  Practice Units (IPUs)

ÅIncluding primary care

2. Measure Outcomes and Cost for Every Patient

3. Lead the Development of New Reimbursement Models

ÅEngage health plans but also seek direct relationships with 

employers/employer groups

4.   Provider System Integration

ÅRationalize service lines/ IPUs across facilities to improve volume, avoid 

duplication, and enable excellence

ÅOffer specific services at the appropriate facility

- e.g. acuity level, cost level, benefits of convenience

ÅClinically integrate care across facilities within an IPU structure

- The care delivery organization should span facilities

ÅFormally link primary care units to specialty IPUs

5.   Grow Excellent IPUs Across Geography

6.   Create an Enabling Information Technology Platform 
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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 cost of a single provider or a 

single service
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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

Primary Care 

Physicians

Imaging Unit

West German

Headache Center

Neurologists

Psychologists

Physical Therapists

Day Hospital

Network

Neurologists

Essen 

Univ.

Hospital

Inpatient

Unit
Inpatient 

Treatment

and Detox
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Outpatient

Psychologists

Outpatient

Physical 

Therapists

Outpatient

Neurologists

Imaging 
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Primary

Care

Physicians

Network
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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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Integrated Chronic Care
Joslin Diabetes Center

Core Team

Dedicated Just-in-Time Lab

Endocrinologist

Diabetes Nurse Educator
Common Exam Rooms

Long-Term  ComplicationsAcute Complications

Neuropathy

Extended Team

Laser Eye Surgery Suite

Eye Scan

Cardiovascular 

Disease

End Stage

Renal Disease
Hyperglycemia

Hypoglycemia

Nephrologists

Ophthalmologists/Optometrists

Psychiatrists, Psychologists, 

Social Workers

Nutritionists

Exercise Physiologists

Shared Facilities

Vascular Surgeon,

Neurologist, Podiatrist

Dialysis

Transplantation

Cardiologist
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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 an even 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 
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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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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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System Integration

Confederation of 

Standalone 

Units/Facilities

Integrated Care Delivery 

Network

Å Rationalize service lines/ IPUs across facilities to improve volume, 

avoid duplication, and achieve excellence

Å Offer specific services at the appropriate facility
ï e.g. acuity level, cost level, need for convenience

Å Clinically integrate care across facilities, within an IPU structure
ï Common organizational unit across facilities

Å Link preventative/primary care to IPUs

Integrated Care Delivery 

Network

Confederation of 

Standalone 

Units/Facilities
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Growth Across Geography
The Cleveland Clinic

ÅAffiliate Programs in Cardiac Surgery and Urology

ÅInternet-based Second Opinion Services

ÅCommunity Hospitals in the Region

ÅHospitals and Outpatient Clusters in Other Regions

ÅHospital Management in Other Countries
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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, by medical condition, for 

every provider and every patient

ÅNot for interventions or short episodes 

ÅNot separately for types of service (e.g. inpatient, outpatient, tests, 

rehabilitation)

ÅNot for practices, departments, clinics, or entire hospitals
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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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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


