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The Disruptive Innovation Model
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Disruption is driven by an asymmetry of motivation
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Centralization followed by decentralization: Computing




Centralization followed by decentralization is common

>

Long-distance telecommunication
Higher education

Music recording & distribution
Movies / video

Retailing




The pursuit of profit and differentiation in head-on competition among similar
business models adds functionality and cost

Disruptive decentralization is the mechanism that reduces cost




The decentralization that follows centralization
IS only beginning in healthcare

Specialty

Surgical




What is a business model, and how is it built?

THE VALUE PROPOSITION:

A product that helps customers
do more effectively,
conveniently & affordably a job
they’ve been trying to do

PROFIT FORMULA:

Assets & fixed cost structure,
and the margins & velocity
required to cover them

RESOURCES:

People, technology, products,
facilities, equipment, brands,
and cash that are required to
deliver this value proposition
to the targeted customers

PROCESSES:

Ways of working together to
address recurrent tasks in a
consistent way: training,
development, manufacturing,
budgeting, planning, etc.




The Traditional General Hospital Is Not a Viable
Business Model

Value Proposition:

Don’t know what’s
wrong? We can address Resources
any problem you bring

Profit formula Processes
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Economies of scale and countervailing costs of product-line complexity
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Sources & magnitude of cost differences:
Specialty vs. General Hospitals

Shouldice Hospital
(hernia repair)

General Hospital

Cost of materials & supplies $100 $300
Cost of direct labor $600 $670
Overhead burden $1600 $6030
;I::leizitsf;ryequwalent $2,300 $7,000
# service families offered 1 75
Overhead burden rate 2.7 9.0




Hospitals are expensive conflations of three types
of business models

Solution Shops Value-adding process Facilitated Networks
businesses
e Consulting firms  Manufacturing e Telecommunications
e High-end law firms e Education * Insurance
e R&D organizations * Food services e eBay
e Diagnostic & intuitive ¢ Medical procedures  PatientsLikeMe.com

activities of hospitals

Fee for outcome Fee for Membership



Disruption of the Hospital Business Model

Stage 2
Stage 1 Primary care
Coherent Solution Shop physicians disrupt
Today solution shops

Disjointed /LI\
Solution Shop %”t_g
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Disjointed
Value-Adding Process Clinics
Orthopedic, hernia, eye, etc.

Physician extenders
disrupt physicians




Performance

It is often futile to cram new technologies into old

business models
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Pocket radios (1955)

Hearing Aids (1952)

Major Established

Electronics Markets:

Tabletop radios, floor-standing
televisions, computers,
telecomm.equipment, etc.

Portable TVs (1959)

Path taken by
established vacuum
tube manufacturers

Technological Enabler: Transistors vs. vacuum tubes

Time




