
7/8/2011 Copyright Clayton M. Christensen 1 

The Innovator’s Prescription: 
How Disruptive Innovation 

Can Transform Health Care 

Clayton Christensen 

Harvard Business School 

 

 
cchristensen@hbs.edu 



Laptops 
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Centralization followed by decentralization: Computing 

Mainframe 

Minicomputers 

Smartphones 

Desktops 

Slide 

rule 
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Decentralization is disruptive, and is hard to catch 
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Time 

40%     20%            

on $2,000 

Time 

Incumbents dominate 

sustaining battles 

Entrants 

typically win 

at disruption 

45% on 

$250,000 

60% on 

$500,000 
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The decentralization that follows centralization 

is only beginning in healthcare 
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Specialist physicians 

Personal physicians 

Nurse practitioners 

Pharmacists 

Clinics 

Offices 

Homes 

http://www.antiagingdoctor.co.za/?p=173
http://www.google.com/images?q=specialist+physician&um=1&hl=en&sa=G&biw=1230&bih=473&tbs=isch:1
http://www.fsu.edu/news/2008/05/13/family.physicians/
http://www.google.com/images?q=family+physician&um=1&hl=en&biw=1230&bih=473&tbs=isch:1
http://nurseweb.ucsf.edu/www/spec-anp.htm
http://www.google.com/images?q=nurse+practitioner&um=1&hl=en&biw=1230&bih=473&tbs=isch:1
http://www.ucdmc.ucdavis.edu/chronicdisease/diabetes_education/combination_pills.html
http://www.google.com/images?q=David+Snow+CEO+Medco&um=1&hl=en&sa=G&biw=1230&bih=473&tbs=isch:1
http://www.citytowninfo.com/education-articles/career-guides/how-to-become-a-pharmacy-technician
http://www.google.com/images?q=David+Snow+CEO+Medco&um=1&hl=en&sa=G&biw=1230&bih=473&tbs=isch:1
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Enablers of Disruption  

New value network 

Business model 

innovation 



Probabilistic 

pattern  

recognition 

Rules-based 

Intuitive, 

trial-and-error 

problem- 

solving 

Synthetic 

fibers: 

Nylon 

Polyester 

Acetate 

Kevlar 

Infectious 

diseases; 

Cervical 

cancer  

Bipolar 

disorder; 

Seizures 

Scientific progress that commoditizes expertise 

plays a critical role in disruption 

Empirical 

medicine 

(Evidence-based 

medicine) 

Precision 

medicine 

(Personalized 

medicine) 

Intuitive 

medicine 

(symptoms < diseases) 



Extent to which value can bespecified, measured,  

priced, and captured by those who create it  

High Low 

P P 

P P 

P P P 

Administratively  

fragmented &  specialized 

• 90% of USA 

• Canada 

• Germany 

• Netherlands 

Systemically integrated 

•Kaiser Permanente  

•Intermountain 

•HealthPartners  

•Geisinger 

•Employer-provided care 

•Sweden, Finland 

Public vs. Private Is the Wrong Categorization Scheme  



PROCESSES: 

Ways of working together to 

address recurrent tasks in a 

consistent way: training, 

development, manufacturing, 

budgeting, planning, etc. 
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What is a business model, and how is it built? 

PROFIT FORMULA: 

Assets & fixed cost structure, 

and the margins & velocity 

required to cover them 

THE VALUE PROPOSITION: 

A product that helps 

customers do more effectively, 

conveniently & affordably a 

job they’ve been trying to do 

RESOURCES: 

People, technology, products, 

facilities, equipment, brands, 

and cash that are required to 

deliver this value proposition 

to the targeted customers 



Hospitals are expensive conflations of  

three types of business models 

• Consulting firms 
• High-end law firms 
• R&D organizations 
• Diagnostic & intuitive 
activities of hospitals 

Solution 

Shops 

• Manufacturing 
• Education 
• Food services 
• Construction 
• Medical procedures 

Start-and-Finish 

Businesses 

• Telecommunications 
• Insurance 
• EBay 
• D-Life  
• Crohns.org 

Facilitated 

Networks 

Fee for 

service 

Fee for 

outco

me 

Fee for 

Membership 

Hospitals’ Value Proposition: 

We will do anything for anybody 
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Polishing Dept. 
Turning machines 

Hobbing department 
Tapping equipment 

Boring machines 
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Office area 

Storage 
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Disjointed 

VAP Clinic 

Disjointed 

Solution Shop 

Today 

Tomorrow 

Coherent 

Solution Shops 

Hypo-

thesis 

Treat

-ment 

Start-and-finish clinics: 

Orthopedic, hernia, eye, etc. 
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Disruption of the hospital business model 

Need solution 

shops for: 
Type II diabetes 

Obesity 

Depression 

Schizophrenia  

Epilepsy  

Parkinson’s disease 

Ulcerative colitis 

Chronic back pain 

Alzheimer’s disease 

Dave Snow 

CEO, Medco; 

Asthma 

National Jewish Medical Center 

Pulmonary & Respiratory Diseases 

http://www.pace.edu/pace/lubin/elubin/january-2009-issue/
http://www.google.com/images?q=David+Snow+CEO+Medco&um=1&hl=en&sa=G&biw=1230&bih=473&tbs=isch:1
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General Hospital 
ShouldiceHospital 

(hernia repair) 

$970 $700 Cost of supplies & direct labor 

$6030 $1600 Overhead burden 

$7,000 $2,300 Total cost for equivalent 

length of stay 

Service families offered 
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Sources & magnitude of cost differences: 

Specialty vs. General Hospitals  
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Retail clinics will disrupt primary care physicians’ 

practices, pushing them up-market to disrupt specialists. 



Market Understanding that Mirrors how 

Customers Experience Life  

“The customer rarely buys what the company 

thinks it is selling him”               - Peter Drucker 



Diabetes companies typically have targeted customers who 

don’t own the job of keeping healthy. 
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Patient 

Family 

caregivers 

Employers 

Productivity 

Absenteeism 

Disability 

Health Retention 
Profitability & 

competitiveness 

Help him feel 

that he’s  in 

trouble! 



Extent to which value can be measured,  

priced, and captured by those who create it  

High Low 

P P 

P P 

P P P 

Administratively  

fragmented &  specialized 

• 90% of USA 

• Canada 

• Germany 

• Netherlands 

Systemically integrated 

•Kaiser Permanente  

•Intermountain 

•HealthPartners  

•Geisinger 

•Employer-provided care 

•Sweden, Finland 

Public vs. Private Is the Wrong Categorization Scheme  



Canada 

Finland 

Germany 

Greece 
Italy 

Netherlands 

New Zealand 

Sweden 

Switzerland 

United Kingdom 

Overall integration 

(1=min; 6=max) 

Healthcare spending per capita, 2007 

(US$, PPP) 

Canada 

Finland 

Germany 

Greece 

Italy 

Netherlands 

New Zealand Sweden 

Switzerland 

United Kingdom 

Overall integration 

(1=min; 6=max) 

10.0 

10.5 

11.0 

8.0 

8.5 

9.0 

9.5 

Healthcare spending, 2007 

(percent of GDP) 

Note: overall integration score is average of payor-provider, provider-provider, and managerial integration scores. See following slides for details.  

y = -315x + 4424 

R2 = 0,49 

y = -0,42x + 

10,95 

R2 = 0,46 



Changes in product architecture have profoundly 

changed the architecture of the computer industry 

Equipment 

Materials 

Components 

Product design & 
assembly 

Operating system & 
applications software 

Sales & distribution 

Field service 
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Monsanto, Sumitomo Metals, Shipley, etc. 

Compaq, Dell, Gateway, etc. 

Best Buy 

  Teradyne, Nikon, Canon, Applied Materials, Millipore, etc. 

  Intel, Komag, etc. 

Microsoft 

Geek Squad 



Business models for adherence in chronic care 

Degree to which behavior change is required 

Minimal Extensive 
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Strong: 

quickly feel 

consequences 

Weak: 

Complications 

are deferred 

Type I Diabetes 

Addictions 
Type II Diabetes 

Asthma 

Congestive 
heart failure 

Obesity 

Hypertension 

Osteoporosis 

Cancer 
HIV 

Myopia Crohn’s disease 

Chronic back pain 

Ulcerative colitis 

Infertility 



Business models for ongoing care 

Degree to which behavior change is required 
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Strong: 
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Congestive 
heart failure 

Obesity 
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Doctor’s office User Networks 

Employer- 

Managed Care 

with HSAs 

Pharmacy- 

based care 

 



Changes in boundaries 
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Disruption of disciplines 
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Over time, the organizational structure comes to mirror the 
established product’s architecture. 

Component A 

Component B 

Component C 

Component D 

 

Component 

E 

 

F 

Component 

Group A 

Group C 

 

Group 

E 
Group B 

Group D 

 

F 

Group 

Product Architecture 
Organizational Structure & 

Interaction Patterns 



A Framework for Organizing the Development and 

Commercialization of New Products and Services 
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Customary 

New 

Nature of Technological Change 

Sustaining Disruptive 
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Position of Responsible 

 Commercial Structure Autonomous 

Organization 

Integrated 

with Mainstream 



VP VP VP VP VP VP VP VP 

Project 

Manager 

Functional Team Lightweight Team 

VP VP VP VP VP VP VP VP 

Business 

unit 

manager 

Heavyweight Team Autonomous Team 

Project 

Manager 



Electronic medical 

records cannot be 

pushed into use. They 

will simply sit unused 

on a disk drive, rather 

than in a paper file. 
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Doctors will pull EMRs 

into use when 

applications are 

developed that help 

doctors get jobs done that 

they are trying to do. 



Outsourcing often sets in motion disruptive business 
model liquidation 

Mother boards 

Computer assembly 

Supply chain 

& logistics 

Product design 

Brand 

Dell AsusTek 

Simple circuit boards 

Mother boards 

Computer assembly 

Supply chain 

& logistics 

Product design 

Brand 
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Wall Street Analysts 

Pharmaceutical Cos. 

Petroleum Majors 

Auto companies 

IT departments 

Customer Supplier 

Bloomberg 

CROs. 

Halliburton, 

Schlumberger 

Tier One Suppliers 

TCS, Infosys, Wipro 

Outsourcing often sets in motion disruptive 
business model liquidation 
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