rhe NEW ENGLAND " JOURNAL of MEDICINE

JULY 9, 2009

HEALTH CARE 2009

A Strategy for Health Care Reform — Toward a Value-Based
System

Michael E. Porter, Ph.D.

access without improved value is

espite many waves of debate and piecemeal
D reforms, the U.S. health care system remains
largely the same as it was decades ago. We have
seen no convincing approach to changing the

unsustainable trajectory of the sys-
tem, much less to offsetting the
rising costs of an aging popula-
tion and new medical advances.

Today there is a new openness
to changing a system that all
agree is broken. What we need
now is a clear national strategy
that sets forth a comprehensive
vision for the kind of health care
system we want to achieve and a
path for getting there. The central
focus must be on increasing val-
ue for patients — the health out-
comes achieved per dollar spent.®
Good outcomes that are achieved
efficiently are the goal, not the
false “savings” from cost shifting
and restricted services. Indeed,
the only way to truly contain costs
in health care is to improve out-
comes: in a value-based system,

achieving and maintaining good
health is inherently less costly
than dealing with poor health.
True reform will require both
moving toward universal insur-
ance coverage and restructuring
the care delivery system. These
two components are profoundly
interrelated, and both are essen-
tial. Achieving universal coverage
is crucial not only for fairness
but also to enable a high-value
delivery system. When many peo-
ple lack access to primary and
preventive care and cross-subsi-
dies among patients create major
inefficiencies, high-value care is
difficult to achieve. This is a prin-
cipal reason why countries with
universal insurance have lower
health care spending than the
United States. However, expanded

unsustainable and sure to fail.
Even countries with universal cov-
erage are facing rapidly rising
costs and serious quality prob-
lems; they, too, have a pressing
need to restructure delivery.2

How can we achieve universal
coverage in a way that will sup-
port, rather than impede, a fun-
damental reorientation of the de-
livery system around value for
patients? There are several criti-
cal steps.

First, we must change the na-
ture of health insurance compe-
tition. Insurers, whether private
or public, should prosper only if
they improve their subscribers’
health. Today, health plans com-
pete by selecting healthier sub-
scribers, denying services, nego-
tiating deeper discounts, and
shifting more costs to subscrib-
ers. This zero-sum approach has
given competition — and health
insurers — a bad name. Instead,
health plans must compete on
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value. We must introduce regu-
lations to end coverage and price
discrimination based on health
risks or existing health problems.
In addition, health plans should
be required to measure and re-
port their subscribers’ health
outcomes, starting with a group
of important medical conditions.
Such reporting will help consum-
ers choose health plans on the
basis of value and discourage in-
surers from skimping on high-
value services, such as preventive
care. Health insurers that com-
pete this way will drive value in
the system far more effectively
than government monopolies can.

Second, we must keep employ-
ers in the insurance system. Em-
ployers have a vested interest in
their employees’ health. Daily
interactions with their workforce
enable employers to create value
by developing a culture of well-
ness, enabling effective preven-
tion and screening, and directing
employees to high-value providers.
Employers can also foster com-
petition and drive broader system
improvement in ways that are dif-
ficult for government entities to
replicate. To motivate employers
to stay in the system, we must re-
duce the extra amount they now
pay through higher insurance
costs to cover the uninsured and
subsidize government programs.
We must also create a level play-
ing field for employers that offer
coverage by penalizing employers
that are free riders.

Third, we need to address the
unfair burden on people who have
no access to employer-based cov-
erage, who therefore face higher
premiums and greater difficulty
securing coverage. This means
first equalizing the tax deductibil-
ity of insurance purchased by in-
dividuals and through employers.

Fourth, to make individual in-
surance affordable, we need large
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statewide or multistate insurance
pools, like the Massachusetts
Health Insurance Connector, to
spread risk and enable contracting
for coverage and premiums equiv-
alent to or better than those of the
largest employer-based plans. Re-
gional pools, instead of a national
pool, will result in greater ac-
countability to subscribers and
closer interaction with regional
provider networks, fostering value-
based competition. We also need a
reinsurance system that equitably
spreads the cost of insuring Amer-
icans with very expensive health
problems across both regional
pools and employers.

Fifth, income-based subsidies
will be needed to help lower-
income people buy insurance.
These subsidies can be partially
offset through payments from
employers that do not provide
coverage but whose employees re-
quire public assistance.

Finally, once a value-based in-
surance market has been estab-
lished, everyone must be required
to purchase health insurance so
that younger and healthier people
cannot opt out. This will bring
substantial new revenues into the
system, lowering premiums for
everyone and reducing the need
for subsidies.

Although most U.S. health care
reform efforts have focused on
coverage, the far bigger long-
term driver of success will come
from restructuring the delivery
system. That is where most of the
value is created and most of the
costs are incurred.

The current delivery system is
not organized around value for pa-
tients, which is why incremental
reforms have not lived up to expec-
tations. Our system rewards those
who shift costs, bargain away or
capture someone else’s revenues,
and bill for more services, not
those who deliver the most value.
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The focus is on minimizing the
cost of each intervention and lim-
iting services rather than on max-
imizing value over the entire care
cycle. Moreover, without compre-
hensive outcome measurement, it
is hard to know what improves
value and what does not.

To achieve a value-based de-
livery system, we need to follow
a series of mutually reinforcing
steps. First, measurement and
dissemination of health outcomes
should become mandatory for
every provider and every medical
condition. Results data not only
will drive providers and health
plans to improve outcomes and
efficiency but also will help pa-
tients and health plans choose
the best provider teams for their
medical circumstances.

Outcomes must be measured
over the full cycle of care for a
medical condition, not separately
for each intervention. Outcomes
of care are inherently multidimen-
sional, including not only surviv-
al but also the degree of health
or recovery achieved, the time
needed for recovery, the discom-
fort of care, and the sustainabil-
ity of recovery.5 Outcomes must be
adjusted for patients’ initial con-
ditions to eliminate bias against
patients with complex cases.

We need to measure true
health outcomes rather than re-
lying solely on process measures,
such as compliance with practice
guidelines, which are incomplete
and slow to change. We must also
stop using one or a few measures
as a proxy for a provider’s over-
all quality of care. Performance
on a measure such as mortality
within 30 days after acute myo-
cardial infarction, for example,
says little about a provider’s care
for patients with cancer. Active
involvement of the federal govern-
ment will be needed to ensure uni-
versal, consistent, and fair mea-
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surement throughout the country,
like that already achieved in areas
such as organ transplantation.
Since implementing outcome
measurement will take time, an
interim step should be to require
every provider team to report its
experience or the volume of pa-
tients treated for each medical
condition, along with the proce-
dure or treatment approach used.
Experience reporting by providers
will help patients and their doc-
tors find the providers with the
expertise that meets their needs.
Second, we need to radically
reexamine how to organize the
delivery of prevention, wellness,
screening, and routine health
maintenance services. The prob-
lem is not only that the system
underinvests in these services
relative to the value they can
create but also that primary care
providers are asked to deliver dis-
parate services with limited staff
to excessively broad patient pop-
ulations. As a result, delivery of
such care is fragmented and often
ineffective and inefficient. We
need structures for the delivery
of specified prevention and well-
ness service bundles to defined
patient populations with unified
reimbursement. Employers with
on-site health clinics are achiev-
ing extraordinary success in pro-
viding such services, highlighting
the need for new delivery chan-
nels beyond conventional settings.
Third, we need to reorganize
care delivery around medical con-
ditions. Our system of uncoordi-
nated, sequential visits to multiple
providers, physicians, departments,
and specialties works against val-
ue. Instead, we need to move to
integrated practice units that en-
compass all the skills and servic-
es required over the full cycle of
care for each medical condition,
including common coexisting con-
ditions and complications. Such
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units should include outpatient
and inpatient care, testing, educa-
tion and coaching, and rehabilita-
tion within the same actual or vir-
tual organization. This structure,
organized around the patient’s
needs, will result in care with
much higher value and a far bet-
ter experience for patients. Gov-
ernment policies creating artificial
obstacles to integrated, multidis-
ciplinary care (e.g., the Stark laws)
should be modified or eliminated.
In a value-based system, the abus-
es that gave rise to such legisla-
tion will decline substantially.
Fourth, we need a reimburse-
ment system that aligns everyone’s
interests around improving value
for patients. Reimbursement must
move to single bundled payments
covering the entire cycle of care
for a medical condition, including
all providers and services. Bundled
payments will shift the focus to
restoring and maintaining health,
providing a mix of services that
optimizes outcomes, and reorga-
nizing care into integrated prac-
tice structures. For chronic condi-
tions, bundled payments should
cover extended periods of care and
include responsibility for evaluat-
ing and addressing complications.
Fifth, we must expect and re-
quire providers to compete for pa-
tients, based on value at the med-
ical-condition level, both within
and across state borders. This will
allow excellent providers to grow
and serve more patients while re-
ducing hyperfragmentation and
duplication of services. In order
to achieve high value, providers
need a sufficient volume of cases
of a given medical condition to
allow for the development of deep
expertise, integrated teams, and
tailored facilities. We may need to
institute minimum-volume thresh-
olds for complex medical condi-
tions in order to jump-start con-
solidation and spur geographic

expansion of qualified providers.
At the same time, strict antitrust
scrutiny must be applied to avoid
excessive concentration among a
small number of providers or
health plans in a region.

Sixth, electronic medical rec-
ords will enable value improve-
ment, but only if they support
integrated care and outcome mea-
surement. Simply automating cur-
rent delivery practices will be a
hugely expensive exercise in futil-
ity. Among our highest near-term
priorities is to finalize and then
continuously update health infor-
mation technology (HIT) stan-
dards that include precise data
definitions (for diagnoses and
treatments, for example), an ar-
chitecture for aggregating data
for each patient over time and
across providers, and protocols for
seamless communication among
systems.

Finally, consumers must be-
come much more involved in their
health and health care. Unless
patients comply with care and
take responsibility for their health,
even the best doctor or team will
fail. Simply forcing consumers
to pay more for their care is not
the answer. New integrated care
delivery structures, together with
bundled reimbursement for full
care cycles, will enable vast im-
provements in patient engage-
ment, as will the availability of
good outcome data.

Comprehensive reform will re-
quire simultaneous progress in
all these areas because they are
mutually reinforcing. For example,
outcome measurement not only
will improve insurance-market
competition but also will drive the
restructuring of care delivery. De-
livery restructuring will be accel-
erated by bundled reimbursement.
Electronic medical records will
facilitate both delivery restructur-
ing and outcome measurement.
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Moving ahead now on all these
fronts is also important in order
to align every stakeholder’s inter-
est with value, or reform will
once again fail. However, a health
care strategy, like any good strat-
egy, involves a sequence of steps
over time rather than an attempt
to change everything at once. Road
maps will be needed for rolling
out changes in each area while
giving the actors time to adjust.

Some new organizations (or
combinations of existing ones)
will be needed: a new independent
body to oversee outcome measure-
ment and reporting, a single en-
tity to review and set HIT stan-
dards, and possibly a third body
to establish rules for bundled re-

A STRATEGY FOR HEALTH CARE REFORM — TOWARD A VALUE-BASED SYSTEM

imbursement. Medicare may be
able to take the lead in some
areas; for example, Medicare could
require experience reporting by
providers or combine Parts A and
B into one payment.

The big question is whether
we can move beyond a reactive
and piecemeal approach to a true
national health care strategy cen-
tered on value. This undertaking
is complex, but the only real so-
lution is to align everyone in the
system around a common goal:

doing what’s right for patients.
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he early phases of an epi-

demic present decision mak-
ers with predictable challenges®
that have been evident as the
current novel influenza A (HIN1)
virus has spread. The scale of the
problem is uncertain when a
disease first appears but may in-
crease rapidly. Early action is re-
quired, but decisions about ac-
tion must be made when the
threat is only modest — and
consequently, they involve a
trade-off between the compara-
tively small, but nearly certain,
harm that an intervention may
cause (such as rare adverse
events from large-scale vaccina-
tion or economic and social costs
from school dismissals) and the
uncertain probability of much
greater harm from a widespread
outbreak. This combination of
urgency, uncertainty, and the
costs of interventions makes the

effort to control infectious dis-
eases especially difficult.

Plans for addressing influenza
pandemics define a graded series
of responses to emerging pan-
demic viruses, ranging from very
limited interventions to stringent
measures such as closing schools
and other public venues, encour-
aging people to work at home,
and using antiviral drugs for
treatment and prophylaxis. Such
grading of responses is based on
the pandemic’s severity; for ex-
ample, the United States’ Pan-
demic Severity Index is calibrated
to the case fatality ratio (www.
pandemicflu.gov/plan/community/
community_mitigation.pdf). Mild
responses are prescribed for a
strain resembling seasonal influ-
enza, which kills perhaps 0.1% of
those infected, with higher rates
in the very young and elderly,
whereas stringent measures are
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envisioned for a very severe pan-
demic with a case fatality ratio of
2% or more and deaths concen-
trated in the middle age groups.

This approach makes sense in
theory, but in practice, decisions
have had to be made before defini-
tive information was available on
the severity, transmissibility, or
natural history of the new HIN1
virus. The United States, for ex-
ample, passed the 1000-case mark
on May 4, and the second death
was reported on May 5. Crudely
speaking, the case fatality ratio
thus appeared to be 0.2%, near the
upper end of the range for season-
al influenza, and superficially, this
statistically uncertain estimate
seems remarkably accurate given
the data available on May 27, by
which point there were 11 deaths
and 7927 confirmed cases (a case
fatality ratio of 0.14%).

However, two principal sourc-
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