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Competition is the problem in the U.S.
health care system. But it’s also the solution,
insist business strategists Michael Porter and
Elizabeth Teisberg. Their weighty tome, Rede-
fining Health Care, exhaustively fleshes out an
earlier case for redirecting health care compe-
tition to focus on value for patients, at the level
of medical conditions, over entire cycles of
care.1 Perhaps not surprisingly, the two busi-
ness school professors find that the structure
and strategy for health care competition need
to be fixed, and the primary problems involve
management and organization, not technology
or regulation. The authors’ basic thesis should
be no surprise to current and aspiring MBAs,
or even casual skimmers of pop-business-
strategy books: It makes more sense to set
goals and measure results than to specify
methods and try to enforce them.

Once you understand the book’s basic defi-
nitions and mantras and then apply some com-
mon sense from the rest of the real world, you,
too, might pose as an “instapundit of health
care strategery.” Value represents the desired
combination of health outcome per dollar of
cost expended. It should ultimately reflect the
preferences of customers (patients), and it is
best measured at the level of medical condi-
tions over the full cycle of care (rather than for
discrete medical care interventions).

The core strength of this book is that it pro-
vides an overarching guidepost and vision to
direct the otherwise fragmented players and
components of the overall health care system.
The key to improving results might involve
more information; it certainly will require
better information. Porter and Teisberg make a
persuasive case in this regard, but their wide-
ranging exploration of a host of strategies and
techniques for improving the status quo be-
comes so ambitious that a clearer, practical
path to near-term implementation remains
hard to discern. They touch too briefly on the
potential for making existing sources of health
care data, in Medicare and state all-payer sys-
tems, more available and useful. They also in-
sist on an all-inclusive, Securities and Ex-
change Commission (SEC)–style, centralized
common pool information regime, whereas (at
least for transaction price information) a fu-
tures-market model in which proprietary in-
formation assets are owned by a trading venue
might produce data streams at lower prices
and with greater transparency than through
the SEC model.2

In any case, Porter and Teisberg propose
several praiseworthy general principles that
would, eventually, encourage longer time hori-
zons for health care decision making and out-
come evaluation, as well as more transparent
pricing through greater bundling of services—
particularly for episodes of care.

The authors generally are astute in dismiss-
ing a number of facile but false “solutions” that
might detract and distract from competitive
approaches that improve health care’s value
proposition. “Fortunately, government is not
the key to reform,” they assert, because neces-
sary reform will come largely from within the
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health care system’s participants. The primary
objective of government policy should involve
ensuring that high-quality information on
provider outcomes and prices for medical con-
ditions is collected and disseminated. Single-
payer systems fall short in offering real efficien-
cies and only increase the payer’s bargaining
power to shift costs without adding (if not sub-
tracting) value, note Porter and Teisberg.

They also remain skeptical of other pro-
posed solutions within the private sector. Inte-
grated health plan/provider systems do not de-
serve preferential treatment, they say, because
they tend to eliminate competition at the pro-
vider level while limiting it at the health plan
level.3 They also assert that simply automating
current modes of practice through information
technology (IT) tools will yield limited bene-
fits. And pay-for-performance (P4P) experi-
ments have focused too much on process com-
pliance and performing discrete medical
interventions, instead of competition for high-
value outcomes. Most P4P initiatives run the
danger of devolving into micromanagement of
providers, they warn.

If only Porter and Teisberg had heeded
some of their own advice, stepped back from
expounding a bit too pompously on elaborate
competitive redesign of various sectors of the
health care system, returned to their core com-
petence, and downsized this book by several
hundred pages. Then readers could have
gained a more digestible, discernible, and ac-
tionable set of important takeaway messages.
Also, their writing style can be deadening at
times, as one sees the same set of phrases and
message points reappearing with mind-numb-
ing redundancy. Moreover, on numerous occa-
sions the authors lapse into a circuitous hedg-
ing strategy, in which initially bold and
unvarnished pronouncements are later modi-
fied, if not explicitly contradicted, perhaps in
an effort to cover all bases for the umpteenth
time. Consider the future role of insurers in
their value-based system of health care compe-
tition. Porter and Teisberg begin by catalogu-
ing a wide range of insurer misdeeds and bad
practices (zero-sum cost shifting, restrictive
networks, short-term discount chasing,

churning, restrictive micromanagement, re-
underwriting, balance billing, and so forth).
Some of them are real, but most are greatly ex-
aggerated (particularly within the still-domi-
nant realm of employer-sponsored insurance).
It’s as if they set the dials in the Wayback Ma-
chine with Sherman and Mr. Peabody for the
mid-1990s and forgot to remember that they
had returned to the present. Nevertheless, they
later turn around and place most of their bets
on those same private insurance companies as
the key intermediaries, in a new and improved
health care system, for assessing outcomes and
costs in an objective manner, serving as inde-
pendent medical experts, facilitating wider
choices for insured customers, safeguarding
personal health information, and nudging pro-
viders toward better medical practices in a
collegial manner.

Somewhere in between, they periodically
acknowledge that today’s provider networks
actually are quite broad and that insurers have
mostly abandoned their restrictive preautho-
rization practices of the managed care era. The
reality is that private insurers are neither de-
mons nor angels; they are just in business to
stay in business. They will eventually deliver
what their paying customers want (and will
pay for). But they won’t get too far out in front
of those customers, either, particularly given
the relatively low trust levels they have
“earned” from many consumers, providers, and
employers in the past.

Porter and Teisberg have more of a like/dis-
like relationship with consumer-driven health
care and health savings accounts (HSAs). They
distance themselves from these newer prod-
ucts as oversimplified and prone to pure cost
shifting, at least when they are not saying that
early experience with HSAs and consumer-
directed plans is promising. The authors ap-
pear to lean more heavily on insurers as facili-
tators for value enhancement because they
cannot envision a more substantial, “active”
decision-making role for the only parties who
are supposed to matter in the value equation:
end-user consumers. Consumers are left with
a modest role, until competition in health care
is perfected: Just “act responsibly,” and “set
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high expectations for results,” so that other
actors can do their jobs well.

Employers are also largely left in a second-
ary role on the sidelines of redefined competi-
tion. Porter and Teisberg spend too much time
unfairly criticizing them for increasingly free
riding, cost shifting, chasing after illusory
short-term network discounts, or purportedly
all but starving the health system of the reve-
nue it needs. They fail to make a coherent case
for how employers can become more assertive
purchasers of high-value health care (not just
health insurance) if they must largely defer to
the assumed medical expertise of insurers.

The authors also fail to wrestle realistically
with the inherent limits of the current system’s
near-term capacity and capabilities. Encour-
aging most providers to get somewhat better,
but not become the best, might have to be
good enough for now. It will take much stron-
ger demand-side pressure to deliver less uncre-
ative retention of supply-side incumbents and
more “disruptive innovation,” if not creative
destruction.

The authors seem to go overboard in railing
repeatedly against the evils of price discrimi-
nation and cost shifting. A more informed re-
view of the checkered history of Robinson-
Patman Act enforcement would be useful, as
well as a greater appreciation of how imposing
a rule of uniform pricing for all purchasers
(“everyday high prices”?) might lead to govern-
ment price regulation, at worst (see Mary-
land), or a brittle chilling of information sig-
nals from the demand side, at best.

Most of the authors’ final recommendations
for changes in government policy, beyond the
realm of health information development, ei-
ther aim cannons at phantom menaces or recy-
cle the conventional catechism about the ne-
cessity of universal coverage. They detract
from what should have been an important
message: We need to know what works and
then reward most those who deliver it best. Or,
as Porter and Teisberg write midway through
the book, “Information initiatives need to start
with simple steps rather than grand initiatives”
(emphasis added). That’s a generic prescrip-
tion that needs refilling.

NOTES
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