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The Paradox of U.S. Health Care

A The United States has more competition than virtually any other health
care system in the world

BUT

A Costs are high and rising without delivering higher quality

A Services are restricted and fall far short of recommended care

T

Standards of care often lag accepted benchmarks and preventable
treatment errors persist

In many cases, overuse of care occurs
Huge quality and cost differences persist across providers
Huge quality and cost differences persist across geographic areas

Best practices are slow to spread

-

How is this state of affairs possible?

o Io Do o o

Innovation is resisted
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Zero-Sum Competition in Health Care

A Competition to shift costs
A Competition to increase bargaining power

A Competition to capture patients and restrict choice

A Competition to reduce costs by restricting services

-

A None of these forms of competition increase health care value for
patients

I Gains of one system participant come at the expense of others

I These types of competition reduce value through added administrative
costs

I These types of competition slow innovation
I These types of competition result in major cross subsidies in the system

I Adversarial competition proliferates lawsuits, with huge direct and indirect
costs for the system
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The Root Cause

A Competition in the health care system takes place at the wrong level
on the wrong things

Between health plans, In the diagnosis, treatment and
networks, hospitals, and > management of specific health
government payers conditions for patients

A Competition at the right level has been reduced or eliminated by
health plans, by providers/groups, or by default

A Efforts to improve health care delivery have sought to micromanage

providers and level the playing field rather than foster provider
competition based on results

I Recent quality and pay for performance initiatives focus on process
compliance, not quality itself

20050407 HSPH Forces of Change -NV.ppt 5 Copyright 2005 © Michael E. Porter and Elizabeth Olmsted Teisberg



Why Competition Went Wrong?

A Wrong definition of the product: health care as a commodity, health care as
discrete interventions

A Wrong objective: reduce costs (vs. increase value)
I Piecemeal view of costs

A Wrong geographic market: local
A Wrong provider strategies: breadth, convenience and forming large groups

A Wrong industry structure: mergers and consolidation in regions, but highly
fragmented at the service level

Wrong information: patient satisfaction and (recently) provider processes, not results
Wrong patient attitudes and incentives: little responsibility

Wrong health plan strategies and incentives: the culture of denial

o o Io Do

Wrong incentives for providers: pay to treat, reward invasive care

-

A Employers went along: discounts and pushing costs to employees
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The Evolution of Reform Models
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