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THE HEALTH CARE POLICY DE-
bate is stuck in a place that un-
dermines physicians and the
nation’s health. Although re-

form proposals differ, they have this in
common: each examines today’s sys-
tem and asks what incremental change,
imposed from the outside, can effec-
tively rein in costs that are both high
and increasing. That approach will fail
because it starts with a flawed premise.
The purpose of the health care system
is not to minimize costs but to deliver
value to patients, that is, better health
per dollar spent.

We offer a different approach. If one
were to design a system focused on
value and on rewarding innovation that
advances medicine, what would that
system look like? The next question
would be, how can the system migrate
from one that clearly is not working to
one that is value based? This ap-
proach sounds utopian and impracti-
cal to some critics. Experience with the
restructuring of industries across the
economy gives a different perspective.
This is precisely the way industries are
actually transformed. Furthermore,
some leading physicians are already
demonstrating that both they and their
patients can benefit as they restruc-
ture their own practices and organiza-
tions to improve value.1(pp149-228)

More leadership from physicians is
needed, and now. The only real solu-
tion to the national health care prob-

lem is to dramatically increase the value
of the care delivered for all the money
being spent. That will never be achieved
from the outside, by tinkering with pay-
ment schemes and incentives. Increas-
ing the value of care is something that
can be done only by physicians. If phy-
sicians in significant numbers are will-
ing to tackle this challenge, it is not too
late to tip the balance in favor of re-
form that is medically sound and phy-
sician led.

When Competition
Is Dysfunctional
To create a high-value health care sys-
tem, competition is needed. Lessons
from all other fields, such as telecom-
munication services, computers, finan-

cial services, and aerospace, show that
competition stimulates innovation and
drives value. Yet many physicians are
rightly suspicious of competition and
market-based solutions because they
have experienced a kind of competi-
tion that does more harm than good.
The problem in health care is not too
much competition nor is it that com-
petition per se is inappropriate. The
problem is that the health sector has the
wrong kind of competition. Competi-
tion is dysfunctional when partici-
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Today’s preoccupation with cost shifting and cost reduction undermines phy-
sicians and patients. Instead, health care reform must focus on improving
health and health care value for patients. We propose a strategy for reform
that is market based but physician led. Physician leadership is essential. Im-
proving the value of health care is something only medical teams can do.
The right kind of competition—competition to improve results—will drive
dramatic improvement. With such positive-sum competition, patients will
receive better care, physicians will be rewarded for excellence, and costs will
be contained. Physicians can lead this change and return the practice of medi-
cine to its appropriate focus: enabling health and effective care. Three prin-
ciples should guide this change: (1) the goal is value for patients, (2) medi-
cal practice should be organized around medical conditions and care cycles,
and (3) results—risk-adjusted outcomes and costs—must be measured. Fol-
lowing these principles, professional satisfaction will increase and current
pressures on physicians will decrease. If physicians fail to lead these changes,
they will inevitably face ever-increasing administrative control of medicine.
Improving health and health care value for patients is the only real solution.
Value-based competition on results provides a path for reform that recog-
nizes the role of health professionals at the heart of the system.
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pants work at cross purposes with each
other and with the needs of the ulti-
mate customer: the patient.

Today’s dysfunctional health care
competition is zero sum—one player’s
win is another’s loss. Costs are “re-
duced” by shifting them to others. Phy-
sicians are pressured to “improve pro-
ductivity” by skimping on time spent
with patients. Physicians “win” by cut-
ting better deals with their hospitals or
by setting up their own profit-making
ventures. Hospitals “win” by merging
into groups to gain more bargaining
clout on rates or by signing up more
physician groups to guarantee refer-
rals. Health plans “win” by restricting
services and muscling physicians to ac-
cept lower pay. In ways such as these,
each player in the system gains not by
increasing value for the patient but by
taking value away from someone else.
None of this improves health out-
comes per dollar spent—in fact, it of-
ten does the opposite. Such a model of
competition is unhealthy. No wonder
many physicians see competition in
health care as simply inappropriate.

In contrast, positive-sum competi-
tion is about creating and improving
value—more customer benefit per dol-
lar spent. When competition is based
on value, industry participants focus not
on amassing bargaining power or lim-
iting customer choice but on enhanc-
ing the quality of their products and ser-
vices and the efficiency with which they
are produced. When companies com-
pete over the value for customers, the
capable ones grow and prosper, inno-
vation is rewarded, efficiency in-
creases, and customers can afford more
of an ever-improving product. This dy-
namic is at work in many fields, such
as electronic banking, stock broker-
age, and plasma televisions. Rapidly in-
creasing value is why there is no hand
wringing over the percentage of the
gross domestic product spent on mo-
bile communications or information
technology. Society is best served, in
any field, when competition works in
this way.

Health care competition does not
have to be zero sum. It does not have

to be about shifting costs to someone
else or amassing and exercising bar-
gaining power. Competition over bet-
ter results (better health outcomes per
dollar spent) would produce multiple
winners: patients would get better care,
physicians would be rewarded for ex-
cellence, and costs borne by health
plans and by society at large would be
contained. There can be multiple win-
ners because positive-sum competi-
tion is not about winning at the ex-
pense of another; it is about creating
value.

Transforming Health Care
Delivery
Physicians have the power to lead the
reform of health care to a value-based
model. Once value improvements be-
gin to be demonstrated, changes in re-
imbursement and regulation will fol-
low. A value-based system is grounded
in 3 simple principles: (1) the goal is
value for patients, (2) care delivery is
organized around medical conditions
and care cycles, and (3) results are mea-
sured.

The Goal Is Value for Patients. Al-
though it may seem obvious that value
for patients is the goal for health care,
the current system is not structured that
way. Hospitals tend to define success
as increasing their revenues or achiev-
ing an operating surplus. Health (in-
surance) plans want to be profitable and
sign up more subscribers. Physicians
think in terms of delivering their spe-
cialty well, seeing more patients, or in-
creasing the revenue of their practice.
Patients, on the other hand, want good
health outcomes, not more office vis-
its, more procedures, or more tests.

Improving value for patients is clearly
the only valid goal for ethical reasons.
It is also the only goal that aligns the
interests of patients, physicians, health
plans, employers, and government. If
physicians improve value for patients,
they will be able to credibly engage
Medicare and health plans in new con-
tracting and reimbursement practices
that reward such value.

Some physicians fear their incomes
will be compromised if they work to im-

prove patient value given today’s bro-
ken reimbursement system. There are
2 answers to this concern. First, wait-
ing for the right reimbursement sys-
tem leaves responsibility for reform to
government and health plans. This sim-
ply invites increasing administrative
management of medicine as cost pres-
sures increase. Second, despite the cur-
rent skewed incentives, win-win op-
portunities abound.1,2 Consider the
breast cancer specialist in indepen-
dent practice who hired someone to
counsel patients through the cycle of
care. Although there was no added re-
imbursement to cover the physician’s
cost, patient outcomes improved while
freeing significant amounts of the phy-
sician’s time. In today’s system, much
of physicians’ time is wasted by poor
coordination, redundancy of effort, and
poor information sharing, all of which
can be addressed to allow simulta-
neous improvement in physician in-
comes and patient outcomes.3-5

Organize Around Medical Condi-
tions and Care Cycles. To make dra-
matic progress in improving value,
health care delivery needs to be
restructured. Physicians tend to define
their activities by their specialty. For
patients, what matters is their medical
condition. Organizing care around
medical conditions, rather than
specialties or procedures, is key to
improving value to patients. A medical
condition is a set of interrelated
patient medical circumstances that are
best addressed in an integrated way.
This encompasses conditions as
physicians usually define them, such
as diabetes, congestive heart failure,
arthritis, or breast cancer. But this
definition differs by including all
needed specialties and the prevalent
comorbidities, such as diabetes com-
bined with vascular problems or
hypertension.1(pp5-6,40,44-45,105-107)

Effective care for a medical condi-
tion usually requires the combined and
coordinated efforts of multiple physi-
cians and other health professionals.
For virtually every condition, the cycle
of care begins with screening and pre-
vention and extends all the way through
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preparation, treatment, recovery, on-
going monitoring, and active disease
management in the case of chronic con-
ditions. Multiple specialties, services,
and even entities are involved in the
cycle of care. Value for patients comes
from the overall effect of the entire se-
quence of activities, not from any in-
dividual service. Patient value is en-
hanced by organizing practice around
medical conditions in tailored facili-
ties, rather than shuttling the patient
among numerous offices and depart-
ments. These are not focused facto-
ries, but sets of facilities or areas within
larger facilities that integrate the care
cycle.6,7

Most physicians know that their own
efforts are undermined by the way care
is currently organized. Yet the prac-
tice of medicine has become more frag-
mented, more focused on discrete ser-
vices or interventions, and more skewed
toward treatment than health, even in
health care organizations that offer a
broad array of specialties. Care is frac-
tured by numerous handoffs and by a
host of artificial distinctions, such as in-
patient vs outpatient care and acute care
vs rehabilitation. By reorganizing their
services around the integrated care of
medical conditions, physicians will help
to reverse these trends.8 Better integra-
tion of treatment with prevention, re-
habilitation, and disease management
will reveal obvious ways to improve the
overall outcomes and reduce costs.9-12

It will also point the way to how to
change the broken reimbursement
system.

In the rest of the economy, huge
gains have been made by better inte-
grating and coordinating all activities
required to serve customers. Seam-
lessly coordinated networks and part-
nerships have replaced adversarial or
arms-length relationships in deliver-
ing value for end users. Health care is
long overdue for such a transforma-
tion. Physicians, to their credit, are
beginning to organize care around
medical conditions, and, further, they
are forming institutes, centers, and
other types of integrated structures
that bring needed specialties and

expertise together and encompass the
care cycle. The M. D. Anderson Can-
cer Center in Texas, for example,
organizes patient care into centers for
the type of cancer for which a patient
is treated. All the relevant medical
specialties practice in dedicated, colo-
cated facilities for consultation,
therapy, and follow-up.1(pp175-6,207) The
Cleveland Clinic in Ohio has created
integrated practice units in cardiac
care and in eye care, and it is moving
toward using the integrated practice
unit model in all major fields.1(pp175,226)

This approach to care can be adopted
in every practice, not just large cen-
ters. ThedaCare, a small Wisconsin hos-
pital group, has established an inte-
grated orthopedic practice.1(pp177,227)

Four independent physicians in Mas-
sachusetts formed the Boston Spine
Group, which has developed a virtual
integrated practice unit with New En-
gland Baptist Hospital including dedi-
cated nurses and anesthesiologists and
coordinated care from physical thera-
pists.1(pp173-175,185-188) Even small steps in
the direction of integrated care can have
a big payoff. One hospital in New
Hampshire, for example, experienced
dramatic improvements in outcomes
when physicians simply adopted the
practice of doing rounds together rather
than individually.13

Organizing around medical condi-
tions and care cycles will be a major
change for physicians, but the reorga-
nization of care will be most effective
if it is physician led and motivated by
the goal of improving value for pa-
tients. The shift from practicing a spe-
cialty to organizing around medical
conditions will shift affiliations away
from traditional departments toward the
network of physicians and other health
care practitioners who are jointly re-
sponsible for care cycles.

This approach will also change the
way physicians manage their prac-
tices. Traditional academic defini-
tions of specialties will evolve into pa-
tient-centric definitions of medical
conditions that include the prevalent
co-occurring conditions. A nephrol-
ogy practice, for example, will partici-

pate in several distinct medical condi-
tions, such as hypertension, chronic
kidney disease, end-stage renal dis-
ease, and kidney transplantation. Each
one needs to be organized differently,
with physicians and staff integrated
around a different care cycle. Primary
care will evolve from a catch-all cat-
egory into a variety of models, includ-
ing practices that focus special atten-
tion on diagnosis, those that provide
early stage care for particular condi-
tions, those that provide disease man-
agement for combinations of condi-
tions, and those that concentrate on
screening and health management.
Most primary care practices will par-
ticipate in a number of care cycle teams
for medical conditions, in addition to
offering routine health screening and
maintenance.

Integration of care across the full
cycle of a medical condition is the first
order of medical integration needed be-
cause it benefits every patient: organi-
zational structure and financial man-
agement should be centered at this level.
Coordination of care across medical
conditions, required for patients with
unusual or complex comorbidities
(such as a patient with cancer who
needs heart surgery), is the second or-
der of integration. This could be ac-
complished by a formal coordination
mechanism involving a lead physician
responsible for the overall care of the
patient and an incentive structure that
motivates all the groups involved in care
to be responsive and work together. The
need for this far rarer coordination,
however, should not define the pri-
mary organization of care delivery.

Today, there are artificial impedi-
ments to medical condition and
care-cycle integration, such as the rela-
tively low compensation for consulta-
tive care, the separate payment struc-
tures for inpatient and outpatient care,
the Stark laws’1(pp74,357-358) limitations of
coordination among independent phy-
sicians (designed to prevent abuses of
self-referral), and the archaic corpo-
rate practice of medicine laws1(pp358) in
many states.1(pp323-380) These obstacles
can be surmounted at a cost today, but
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they will give way as the focus in the
health sector shifts from dysfunc-
tional competition to improving mea-
sured value for patients, medical con-
ditions, and care cycles.

Measure Results. There is simply no
way to achieve large and sustained im-
provements in value for patients with-
out measuring results: the set of risk-
adjusted outcomes of care for each
medical condition, together with the
costs of achieving those outcomes. Pro-
cesses of care, the focus of much of to-
day’s quality movement,14 are not re-
sults. Good outcome measures are vital
feedback indicating what works and
what does not. These measures enable
professional insight and the develop-
ment of expertise.15,16 Good cost mea-
sures also provide vital feedback that
indicates whether a physician or team
is achieving those outcomes effi-
ciently. Every thriving sector of the
economy harnesses this kind of infor-
mation to spur learning. Health care is
the outlier.

Outcome measures are necessarily
multifaceted, including not only mor-
tality and morbidity but also factors
such as complications, recovery time,
and the need for further treatment. Each
medical condition should have its own
outcome measures, stratified or risk-
adjusted by the patient’s initial condi-
tions. To be most useful, outcomes
should be measured over the full cycle
of care (or over a time period in the case
of a chronic disease), not for indi-
vidual services or even care episodes
(such as surgery).

Designing risk-adjusted outcomes
measures is not easy, but their practi-
cality has been convincingly demon-
strated.17-20 In some very complex areas
of care, such as intensive care, trans-
plant surgery, cardiac surgery, and long-
term care for cystic fibrosis, validated
measures have been available for many
years. Clinicians can and should de-
velop meaningful measures. This is an
area in which physician leadership and
medical society coordination would
make a huge difference.1(pp128) To be
sure, progress is not uniform. In gen-
eral, outcomes measurement is better

developed for surgery than for medi-
cine. Medical specialists will come to
understand that outcome measure-
ment is the only convincing way to
make the case for more generous re-
imbursement for non–procedure-
based services.

With anything as complex as out-
come measures, there will always be im-
perfections and room for improve-
ment. Nothing, however, will speed that
improvement faster than putting the
measures to use. Organizations such as
The Cleveland Clinic,1(pp387-395) Inter-
mountain Health,1(p183) Dartmouth-
Hitchcock,1(p189) ThedaCare,1(p187-188) and
numerous others are measuring out-
comes now, at least for some medical
conditions. In these organizations, out-
come data, combined with study of
what causes them, is driving rapid
learning about both quality and effi-
ciency.21,22 Some medical associa-
tions, such as the Society of Thoracic
Surgeons1(pp131-133,344,348-349,428) and the
American Society of Breast Sur-
geons,1(p348) are using analysis of out-
come data to understand and expedite
the adoption of best practices.

Family practitioners associated with
Life Laboratory in Pennsylvania have
created a culture of attention to out-
comes through chart review and phy-
sician performance feedback. Their
efforts to achieve “optimal quality
care” at lower costs have yielded sig-
nificantly higher rates than the
regional average of compliance with
screening tests (mammography, Pap
smears, colorectal screening, and bone
density scans), as well as lower overall
use of medications (David Badolato,
MD, Life Laboratory, written commu-
nication, January 16 and February 1,
2007).

In fact, where well-constructed out-
comes information is available to phy-
sicians, gains for patients have been
stunning, whether physicians have
developed their own measures or
adopted those developed by others.23-28

When outcome measurement began in
cystic fibrosis, for example, the aver-
age life span of a patient with cystic
fibrosis was 18 years. Today, the aver-

age life expectancy is 33 years, and at
the leading centers, 47 years.29 In
coronary artery bypass graft surgery,
mortality among New York state
patients decreased 41% in the first 4
years of outcome reporting.30 In Min-
nesota, MN Community Measurement
began reporting 5 diabetes outcome
measures to medical groups in 2002,
with full public reporting beginning in
2004. Success was defined as a patient
passing the specified thresholds on all
5 measures. In just 2 years of public
reporting, the statewide percentage of
patients meeting this success measure
more than doubled.31

Physicians must lead the develop-
ment and use of outcomes measures.
Cost measures are also important, and
the current state of cost information is
abysmal.32 Today, costs are often con-
fused with charges, reimbursements, or
prices and are not measured for indi-
vidual patients. But, in value-based
competition, costs would become bet-
ter understood and reflected in prices.
Ideally, physicians would have good
cost information not just for proce-
dures or drugs, but for the full care
cycle. Just as with outcome measures,
good cost information leads to in-
sights about what is truly efficient.
Analysis of results (putting outcomes
and costs together) is the only way to
enable decisions about health care de-
livery that maintain or improve qual-
ity while reducing costs.

Results information reveals one of the
most crucial insights about health care
delivery: truly high-quality care is usu-
ally less costly.1(pp107-117,249),33 One of the
most important reasons to measure re-
sults is that the best way to reduce costs
is to improve outcomes.

The idea of measuring and publish-
ing results has too often been seen by
some physicians as a threat. It is easy
to see how poorly constructed mea-
sures used inappropriately can do
harm. Properly understood, however,
measuring and analyzing results pro-
vides a tremendous opportunity for
improvement. Overwhelming evi-
dence suggests there is much room for
value improvement in all fields of
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medicine.3,33-37 Only by systematically
tracking results will physicians have
the tools they need to improve quality
and simultaneously reduce costs.38

The resistance to results measures
has been perhaps the medical profes-
sion’s deepest self-inflicted wound. If
physicians do not demand the infor-
mation they need to improve them-
selves, programs dictating how they
should practice medicine will con-
tinue to proliferate. If physicians lead
in creating the right kind of results in-
formation, they will come to appreci-
ate the power of demonstrated excel-
lence to enable further improvements
in care, more appropriate reimburse-
ment, and greater control of medical
practice by medical professionals.

How Value-Based Care Delivery
Could Change Medicine
The 3 principles for transforming health
care delivery are tightly interrelated.
Good results measures require clarity
that the goal is value for patients and
that value is created in the treatment
of medical conditions over the full cycle
of care. The widespread availability of
reliable results measures by condition
and by medical team will produce pow-
erful ripple effects throughout the sys-
tem. Several kinds of change will be set
in motion.

Pursuit of Excellence in Service Line
Choices. Today, practice choices are
made based on traditional patterns, with
a bias toward offering a wide range of
services in a physician’s specialty field.
Many physicians seek variety in their
practice to avoid boredom. One anes-
thesiologist, for example, explained to
us that he occasionally handles pedi-
atric patients whose differing needs
make them interesting. But would he
do so if results data showed him that
his practice falls short of excellence?

Similarly, most hospitals offer a full
array of services. Even hospitals in the
same hospital system usually act as
stand-alone entities.

Value-based competition would en-
courage depth, rather than breadth, of
practice. There is compelling evi-
dence that patient value increases with

physician and team experience and vol-
ume, and with deep expertise in par-
ticular medical conditions and surgi-
cal procedures.39-45 Experience allows
learning, and learning leads to faster and
fuller recovery, fewer errors, and a bet-
ter patient experience.46,47 Volume sup-
ports dedicated teams, tailored facili-
ties, peer feedback, better information
technology, and the ability to inte-
grate and widen services over the care
cycle.1(pp111-117,425-426)

As physicians focus on improving
value for patients, they will gravitate to
areas in which they can achieve true ex-
cellence. This does not imply an ever-
narrowing spiral of hyperspecializa-
tion. Physicians can broaden and
deepen their expertise through under-
standing the interdependencies across
specialties and across the care cycle.
Rather than focus on particular proce-
dures, physicians would become more
expert in the total success of the pa-
tient. For example, the cystic fibrosis
practice at Fairview1(pp160-161) now in-
cludes a specialized reproductive prac-
tice as well as specialized diabetes and
gastrointestinal clinics to address the
needs of these patients with the con-
ditions that frequently co-occur. Some
physicians would concentrate on man-
aging co-occurring chronic diseases,
while others would more sharply de-
fine their practice, for example, by
shifting from general surgery to breast
cancer care. Each of the surgeons in
the Boston Spine Group,1(p179) for ex-
ample, has gravitated to treating some,
but not all, spinal conditions. The
group’s clinical results have steadily
improved, as has its market share. Phy-
sicians seeking to practice at such
state-of-the-art levels would never get
bored.

As physicians pursue excellence, the
choices made by thousands of indi-
vidual physicians—each playing to
strength—will produce 3 important
changes in medical practice. First, the
performance of the average physician
will rise, as each physician provides
more of the services he/she does best
and learns fastest. Second, truly excel-
lent teams will treat a greater propor-

tion of patients in each medical condi-
tion. And third, the overall value of
patient care will improve dramati-
cally.

More Effective Collaborations. Many
physicians today are frustrated by the
organization of care with its poor co-
ordination, inefficiency, redundancy,
and poor information sharing. Most
full-service health care provider net-
works are not integrated. The current
specialty and procedure-based model
creates the need for exponentially more
coordination among separate entities
but makes coordinating extremely dif-
ficult. Value-based competition will
trigger the proliferation of integrated
practice units, in which physicians can
operate with greater effectiveness than
today’s isolated units. Physicians will
be enabled and encouraged to make bet-
ter choices about their collaborations
with other physicians and teams in the
care cycle, whether in making refer-
rals, affiliating, or developing other
kinds of partnerships. Today, referrals
are often based on either informal per-
sonal networks or captive financial
networks.

Physicians focused on value for pa-
tients will no longer see themselves as
self-contained, isolated actors. In-
stead, they will build stronger profes-
sional connections with complemen-
tary specialists who contribute to
patient care across the care cycles for
their patients. Integrated practice units
may involve groups of independent
physicians or may be built within hos-
pitals or clinics. Either way, physi-
cians will form or join organizations
that give them access to world-class care
cycles because the results their pa-
tients achieve depend on the quality of
care throughout the cycle. In their field,
physicians will want to affiliate or share
insight with other excellent teams. This
may take the form of shared data-
bases, as are used by the Society of
Thoracic Surgeons,1(pp131-133,344,348-349,428)

nationwide clinical trials; as are pur-
sued in pediatric oncology,1(pp127-128) or
comparative results and process mea-
surements as has occurred in the man-
agement of patients with cystic
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fibrosis.1(pp128,426),29,48 Integrated prac-
tice units together with reliable re-
sults information will produce major
gains in every medical condition.

Greater Patient Engagement.
Health care is unusual in the degree to
which it is a service that must be
jointly produced by the medical team
and the pat ient . As physicians
embrace the cycle of care concept,
they will innovate and find better ways
to enlist patients in their own care and
send a strong message about patient
responsibility for health. This is a
more appropriate path to change than
requiring consumers to become medi-
cal experts.49 The cycle of care needs
to include patients as engaged partici-
pants who adhere to their treatments
and act responsibly, not as passive
receivers of care. Physicians have just
scratched the surface in developing
effect ive approaches to engage
patients, largely because current care
is so fragmented. Better integrated care
cycles will make it far less complicated
for patients to become informed and
involved.

Fewer Malpractice Suits. Many phy-
sicians fear that more outcome mea-
sures would increase the risk of mal-
practice claims. The opposite is true.
With good data on the actual risks of
care, physicians will be better able to
defend themselves from the prevail-
ing mindset that any bad outcome is the
fault of an incompetent physician. It will
be easier to document, for example, that
a specific proportion of all patients who
undergo a given procedure experi-
ence a given complication.

More Supportive Health Plans and
Government Payers. The more physi-
cians lead the way in reorganizing care
and measuring results, the less admin-
istrators and insurers will be driven to
intervene in medical practice. Instead,
health plan decision makers will see
the benefits for themselves and their
members.1(pp229-281) Then health plan
administrators, with their eye on the
bottom line, will move away from pay-
ments for isolated treatments, restric-
tive contracting, and discount-driven
networks and encourage referrals

based on merit. They will become
allies in informing patients and
rewarding excellence, rather than
adversaries.

In fact, this model is already used in
organ transplantation, for which out-
come data are universally collected and
publicly reported. Some health plans
subcontract with United Resource Net-
works— a service company for health
plans and patients—to counsel pa-
tients and referring physicians, provid-
ing such information as mortality rates,
graft survival times, repeat trans-
plants, waiting times, and out-of-
pocket expenses for the patient.1(pp247-256)

Sometimes referring physicians are in-
clined initially to refer to a nearby cen-
ter until they learn from United Re-
source Networks, for example, that the
patient’s insurance will cover both treat-
ment and travel costs at a more distant
but better qualified center.

Although the notion of a supportive
health plan stretches the imagination of
many physicians, risk-adjusted results
information will enable this seemingly
radical idea. The focus on measurable
value aligns everyone’s goals. Without
a value mindset and without actual re-
sults data, it is not surprising that health
plans resort to cost control. Ultimately,
health plans will also be measured by the
health results they deliver to their mem-
bers.

New Bases for Reimbursement. As
long as the driving principle of the
health care system is to contain costs
in paying for services, reimbursement
will be intensely adversarial and sub-
ject to the exercise of pure bargaining
power. Demonstrable improvements in
value, however, will change the basis
on which payments are made.

Ultimately, to reward value and
improve results, reimbursement
should be based on care cycles, not
discrete services. Payment should
cover the full care cycle for a patient
with a given condition including all
services and drugs and treating inpa-
tient and outpatient services together.
This not only rewards true value but
encourages innovation, because physi-
cians will no longer be penalized for

reducing the need for additional care,
as they are in the current system.
Although these changes will not hap-
pen overnight, physicians can initiate
new reimbursement structures with
health plans and with Medicare if they
come to the table with results informa-
tion and a care-cycle perspective. As
broken as the current health care sys-
tem is, it is wishful thinking to sup-
pose that it can be fixed in the current
morass of payment for treatment and
no results measurement.

A new model is already in place in
some areas. In organ transplants, United
Resource Networks negotiates a single,
bundled price for much of the care
cycle, with an escape clause to cover
truly unanticipated complications. At
the very least, hospitals and physi-
cians can encourage referrals based on
value by moving away from charging
full list prices for out-of-network pa-
tients or negotiating special deals with
each payer and instead charge a rea-
sonable, standard price for each ser-
vice bundle to all comers.

Avoiding False Solutions
Each of today’s most popular health care
reform proposals tackles a piece of the
problem and contains some truth. But
each is fatally flawed when viewed in
the context of how the entire system
would work. In fact, each proposal per-
petuates the kind of zero-sum compe-
tition that plagues health care today.

Single Payer. Single-payer advo-
cates correctly highlight 2 real prob-
lems. First, the current system carries
a huge administrative cost burden that
a single payer could reduce. Second,
the current system leaves millions of
uninsured individuals with limited
access to care. Yet moving to a single-
payer system could easily make things
worse because the single payer would
have even more power to achieve its
cost-reduction goals by setting arbi-
trary prices, dictating practice stan-
dards, shifting costs, and restricting
services. This would only exacerbate
the zero-sum competition that per-
vades health care today. By rewarding
cost containment rather than value
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improvement, the single-payer model
would stifle the very innovation that
medical progress and improving
patients’ lives depend upon. The frag-
mented, poorly integrated structure of
health care delivery would remain
unchanged.

The important insight in the single-
payer model is the need for universal
coverage including access to primary
care. The unfairness of the current sys-
tem is intolerable, and the resulting
gaming and cross-subsidies to address
the uninsured create needless costs and
complexity. Too many health prob-
lems are unattended until they reach ad-
vanced stages, which are more diffi-
cult and more expensive to treat. Access
to early stage care partly explains why
countries with universal coverage
achieve better aggregate health results
at lower costs. But universal coverage
does not require a single payer facing
no competition with excessive bargain-
ing power and with irresistible incen-
tives to control the cost and delivery
of care. The same objective can be
achieved through a strategy involving
competing health plans, risk pools, the
mandate that all individuals (includ-
ing those who are healthy) buy insur-
ance, and subsidies or vouchers for
those who need aid. As physicians im-
prove the value of health care deliv-
ery, universal coverage will be more af-
fordable.

Consumer-Driven Health Care. The
consumer-driven model relies not on
one powerful payer but on the collec-
tive power of millions of consumers,
each shopping for the best deals. Pro-
ponents of consumer-driven health care
primarily use financial consequences to
increase consumer responsibility. There
are 2 valuable insights here. Patients
must be actively informed and en-
gaged in their own health, and choices
of physicians and teams should be based
on value, which has a cost component.

But shopping is the wrong meta-
phor for health care. Consumers are
simply not equipped to manage their
own care in the current fragmented
system. Patients have neither the
expertise, the information, nor the

choices at an appropriate level to drive
the system to produce greater value.
The way health care delivery is orga-
nized presents patients and their refer-
ring physicians with a structure that is
nearly impossible to navigate. The lack
of integration of services throughout
the cycle of care for the patient’s medi-
cal condition makes it difficult for
even an attentive physician to ensure
that appropriate care, counseling, and
ongoing monitoring are occurring.
Expecting patients to manage their
own care places an inappropriate
strain on them and on the patient-
physician relationship. Physicians as
vendors and caveat emptor is simply
the wrong model.

The role of measurement in the con-
sumer-driven model is also problem-
atic. For consumer-driven advocates, re-
sults information should be used
primarily by patients and their fami-
lies to make smarter choices about
which procedures, drugs, and clini-
cians to use and which to avoid. How-
ever, many consumers will not use re-
sults information effectively. A far
greater and faster impact of results mea-
surement will come from enabling and
encouraging physicians and medical
teams to improve value. When physi-
cians and medical teams strive to im-
prove measured outcomes, even unin-
formed and uninvolved consumers will
benefit.

Pay for Performance. There is grow-
ing momentum for programs that pur-
port to reward physicians for achiev-
ing good performance, as measured by
various types of quality indicators. Al-
though such programs often have
names that suggest a focus on results,
in practice the vast majority rely on pro-
cess standards and compliance with
process guidelines. In fact, many phy-
sicians prefer this kind of process com-
pliance because it is easier to achieve
and seems consistent with evidence-
based medicine.1(pp134-135)

Standardization on evidence-based
processes is seductive because of the ob-
vious and immediate benefits of reduc-
ing substandard care. However, bas-
ing reporting and rewards on process

compliance is the wrong way to go. It
will lead inevitably to the microman-
agement of medical practice. Practice
guidelines tend to freeze today’s best
practices and retard innovation. Pay for
performance will become a new ve-
hicle for administrative control of medi-
cal practice.

Measuring actual results, as defined
earlier, is a far better alternative to im-
posing practice guidelines and man-
dating protocols. One of the most ba-
sic tenets of modern management is that
rewarding results is almost always pref-
erable to micromanaging processes. Re-
sults measurement provides profes-
sionals with the information that
enables learning and improvement,
rather than constraining them by im-
posing rules and tracking compliance.
Also, because high-quality care should
be less costly, the focus should be on
helping patients access excellent clini-
cians rather than presuming the need
for bonuses simply for good care pro-
cess.

Integrated Payer-Provider Systems.
One way to eliminate some of the dys-
functional competition and cost shift-
ing that are so prominent in the cur-
rent system is to create organizations
that provide both health insurance and
multispecialty medical care. In theory,
these organizations can better coordi-
nate care among physicians and bring
together clinical and financial records
to gain insight into the relationship be-
tween cost and health outcomes.50

Yet there are 3 reasons integrated
payer-providers are not the ideal
model for the system as a whole. First,
a system consisting solely of finan-
cially integrated payer-providers cre-
ates competition only at the overall
level of the health plan, while elimi-
nating competition where it is most
important—in delivering value by
addressing the patient’s particular
medical conditions. In the payer-
provider model, patients are directed
to the system’s physicians whether or
not they have demonstrated excellence
for the patient’s circumstances, so
in-house clinicians have a guaranteed
flow of patients. Second, integrated
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payer-provider systems seek to main-
tain a full array of services, which can
lead inadvertently to supporting sub-
standard care in particular areas.
Third, integrated payer-provider sys-
tems have incentives to minimize the
cost of care because they operate
under global capitation per member.
There are grave risks that costs will be
controlled by restricting choices or
delaying care unless these incentives
are balanced by transparent results
measurement.

Proponents of payer-provider sys-
tems argue that financial integration is
the fastest or best way to achieve inte-
grated care, more attention to the full
cycle of care, and improved informa-
tion sharing—all of which are essen-
tial to value. Payer-provider systems,
such as the Veterans Health Adminis-
tration, Kaiser, and Intermountain
Health, have made impressive improve-
ments, but so far mostly measured on
process standards, rather than re-
sults.51-54 More important, health plan-
provider systems are not the only or
necessarily the best way to increase
value, and they do carry significant
risks. Integrated payer-provider sys-
tems have a role in a value-based sys-
tem, but they must meet a high stan-
dard of results transparency at the
medical condition level. Independent
providers and physicians must com-
prise a major part of the system so that
there is adequate competition and re-
sults measurement in the care for medi-
cal conditions.

Creating a Health Care System
That Works
Value, measured by health outcomes
per dollar spent, aligns the interests of
every stakeholder involved in health
care. Value improvement in health and
health care is a shared goal from which
everyone, including physicians, can
benefit. In a value-based system, rev-
enue and profit come from delivering
value, not from merely providing treat-
ment. Delivery and reimbursement are
organized around cycles of care for
medical conditions. Patients flow to the
high-value providers.

All patients, including those with low
incomes, benefit because high-quality
care is less costly. Low-income pa-
tients in a value-based system are cared
for by excellent physicians and teams
who are motivated to achieve good re-
sults in serving them.

This strategy for reform is market
based but physician led. A value-
based system offers physicians new
credibility and new influence. Health
plan administrators will see the ben-
efit of working cooperatively with phy-
sicians and come to understand that the
best way to control future costs is to en-
courage and reward quality and value.
Paying for care cycles and rewarding
value is ultimately the only feasible way
to change a reimbursement system that
everyone knows to be broken. When
value rules, the nation will finally get
better outcomes for every dollar spent
on care.

Competition on value, then, must be-
come the nation’s health strategy. Im-
proving health and health care value for
patients is the only real solution. Value-
based competition on results provides
a path for reform that recognizes the
role of health professionals at the heart
of the system. In the economy at large,
competition on value underlies the
wealth of nations. It can transform the
health of nations as well.
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