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Will disruptive innovation 
transform healthcare?

There are two classes of people who 
tell us what is going to happen in the future -

Those who don’t know, and those who don’t 
know they don’t know.

John Kenneth Galbraith
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Strategy and Innovation Challenges 
for U.S. Healthcare Leadership

• “We innovate very successfully, but….?
• “The Battleship Syndrome”
• “We cannot change what’s out of our 

control.”
– “Who changed the rules?”

• “It is very difficult to change our internal 
processes and culture.”

• “So, technology drives innovation.”
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A summary of major policy 
initiatives in U.S. healthcare
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What Causes the Best Leaders to Fail?
The Digital Equipment Story

1970           1975            1980 1985               1990               1995       

“Derailed by bad
management!”
Business Week

In Search of
Excellence.
McKinsey & Co.

“A freight train that
can’t be stopped!”
Business Week
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Disruptive Innovation:
A driver of leadership failure

Performance that customers

can absorb or utilizePe
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Disruptive
Technology

Performance of present technology driven 

by sustaining technological improvements

New Performance

trajectory
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What Happened to Digital?
“It wasn’t a lack of technical expertise.”
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Disruptive
(Trivial) Technology

Complex “integral” design
$100,000/computer, 45-60% margins 
Field sales team
Field service team
Market = mainframe customers

Simple “modular” design
$2500/computer, 20-30% margins
Retail sales
Service ?
Market = toys

Your choice:
1.  A profitable product, you 
know how to make, that 
your customers want, or
2.  An unprofitable product, 
you do not know how to make, 
that customers don’t want?
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The Anatomy of a Disruption
Steel Mini-mills

Rebar

Other bars & rods

Structural Steel

Sheet steel
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1. Trivial technology
2. 20% cost advantage
3. Commodity products
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The Anatomy of a Disruption 
Steel Minimills

Rebar

Other bars & rods

Structural Steel

Sheet steel
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7% gross margin
4% of total market

12% gross margin
8% of total market

18% gross margin
24% of total market

25% gross margin
65% of total market

USX exits

$15 B in R&D and improvements
High quality steel, 30% margins
9 ⇒ 3 labor hours/ton

93,000 ⇒ 23,000 people
Increased profit & stock price
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USX exits Bethlehem exits

$15 B in R&D and improvements
High quality steel, 30% margins
9 ⇒ 3 labor hours/ton

93,000 ⇒ 23,000 people
Increased profit & stock price

Rebar

Other bars & rods

Structural Steel

Sheet steel
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7%  margin
4% of market

12% margin
8% of market

18% margin
24% of market

25%  margins
65% of market

Perfect Symmetry of Motivations
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USX exits Bethlehem exits

$15 B in R&D and improvements
High quality steel, 30% margins
9 ⇒ 3 labor hours/ton
93000 ⇒ 23,000 people
Increased profit & stock price

Rebar

Other bars & rods

Structural Steel

Sheet steel
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1975 1980 1985 1990 1995

7%  margin
4% of market

12% margin
8% of market

18% margin
24% of market

25%  margins
65% of market

“Doing what we knew how to do, improving it 
and doing it really well, killed us.”
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What’s a Successful Disruption 
Look Like?

Rebar
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1975 1980 1985 19901. A “trivial” new technology, “worse” functionality.

2.  Begin in unattractive or over-
looked markets.

3.  Minimize organizational 
and regulatory barriers.

4. Success built on meeting more demanding needs 
without asking users to change their ways.

5. Allow many less costly people to do the work of 
centralized, expensive specialists and/or meet the 
needs of an emerging or under-served market..
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The Opportunity of Disruptive Innovation

Many of today’s greatest firms began as disruptive 
innovators.

Intel

Sun Microsystems

Compaq

Dell

EMC

Microsoft

Nucor

Merrill Lynch

Charles Schwab

Bloomberg

AT&T

Cisco

Sprint PCS

Visa

Toyota

Canon

Sony

Barnes & Noble

Federal Express

Sears

Wal-Mart
Rebar
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1. Unstable, high-risk disease, 
e.g., severe trauma or sepsis.

2. Stable, high-risk disease, e.g., 
acute myocardial infraction

3. Stable, low risk acute 
disease, e.g., pneumonia, 
inguinal hernia.

4. Stable chronic disease, 
e.g., diabetes,varicose 
veins, hypertension.

5. Acute, self-limited 
disease, e.g., “the flu.,”
“health & prevention.”

6. Non-allopathic symptoms, 
e.g., functional back pain.

Waves of 
Disruption in 
Health Care

General Hospital Inpatient

MD Outpatient
Specialty Hospital Inpatient

Non MD Outpatient

Alternative Care
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Disruptive Healthcare Innovations

• Surgery, anesthesia, antisepsis
• Angioplasty
• Out-patient Surgery
• Out-patient Lab and Imaging
• Non-invasive vascular diagnosis

“Characteristically ignored or opposed by the 
established leaders and institutions.”
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Healthcare Institutions With
a Disruptive Origin

Rebar Innovation Institution

women in 1832

Depression era
Dallas teachers

Poor, pregnant

Rural, frontier
Minnesota

WW II steel
workers

Free inpatient and
outpatient care

“No individualism in
Healthcare”

22 days hospital-
ization for $6/year

Pre-paid care and
salaried physicians

Brigham and
Women’s Hospital

Mayo Clinic

Blue Cross

Kaiser
Permanente

Rebar
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Why isn’t Disruptive Innovation 
Obvious in Health Care Today?
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Why Isn’t Disruptive Innovation 
Obvious in Healthcare Today?

• Cycles are slower in service industries
– “The death of a thousand cuts.”

• Healthcare is tradition-based, heavily 
regulated and subsidized.

• Healthcare is delivered by large, 
historically successful, established 
organizations and institutions.
– “Our capabilities become our 

disabilities.”
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Capabilities and Disabilities
What are the capabilities of your organization?  
What does the DNA of your organization look like?

Resources

People

Cash

Technology

Brand Reputation

Equipment

Information

Products

Processes - The How

Clinical service delivery

MD relationships

Data acquisition

Research and teaching

Planning

Resource allocation

Quality Improvement

Finance

Values - The Why

Mission and Values

Budget limitations

Cash flow

Big enough to be interesting?

Cost/Benefit ratio

Risk/Reward

Politics

Tradition and regulation
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Values:
Why?

Tradition and
regulation

What
Margins Are
Attractive?

Cost structure

Processes:
How?

Clinical service
delivery

Data 
Acquisition

MD
relationships

Cost/BenefitResearch and
teaching

Capabilities in one context, 
become disabilities in another.

Success molds the DNA of large, complex organizations.

“Organizational
DNA”
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Our capabilities are our disabilities.
It is very difficult to change your DNA.

Pe
rf

or
m

an
ce

Time



John W. Kenagy, MD, MPA 22

When Should You Worry?
Or, Who’s a good target?

Oversh
ooting
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When Should You Worry?
Or, What’s a good target?

“Turning down the thumbscrews
on the present business model.”

Continually investing at the top of the market

Low profit services are low on the agenda

Consolidation - mergers and acquisitions

Downsizing and cost cutting

Technological Solutions and Silver Bullets

The Dilbert® Syndrome



John W. Kenagy, MD, MPA 24

Time

Region B: 

Modular A
rchitectures

Region A: In
tegral A

rchitectures
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Disru
ptive

Technology

Beat competitors
with functionality

Beat competitors with reliability,
customization, convenience, and low cost.

Integral architectures dominate when product functionality does not satisfy 
market needs.
Modular architectures prevail when functionality overshoots what customers 
can absorb.

The Basis of Competition Changes
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Time

Region B: 

Modular A
rchitectures

Region A: In
tegral A

rchitectures
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ptive

Technology

Beat competitors
with functionality

Beat competitors with reliability,
customization, convenience, and low cost.

The Basis of Competition Changes

• “We are a battleship.”
• “It’s out of our control.”
• “Our culture is resistant to 
change.”

Change results?
Change methods.
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What to do.
Innovation Characteristics

• Better products; best 
customers.

• Leverage our 
capabilities.

• Better functionality 
and new features.

• Adapt new 
technology to meet 
our business needs.

• Simplicity; unattractive, 
overlooked market tiers. 

• Our capabilities are our 
disabilities.

• Reliability, access, 
customize, low cost.

• Improve to meet the 
needs of new, more 
demanding users.

Sustaining                 Disruptive
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Inventory Turns
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10%

50%

40%

30%

20%

3x 4x 5x 6x 7x 8x 9x

F.W. Woolworth,
1960

Woolco as a
separate

entity, 1962“Discount”  is
dropped from all Woolco

advertising, 1967

Woolco and FW Woolworth
consolidate support operations, 1971

Woolco, 1972

How to do it.
What does not work.
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A Framework for Innovation
The “New Product Development” Approach

Good fit

Poor fit

Fit with 
Your 

Processes

Fit with Your Values

DisruptiveSustaining

Use a heavyweight 
team within the 

existing
organization

Use a lightweight 
team within the 

existing
organization

Use a heavyweight team
in a separate 

organization or acquire
new capability and keep 

it separate.

Development may 
occur in-house, but 

success almost always 
requires a spin-out 

organization



John W. Kenagy, MD, MPA 31

Successful and Unsuccessful Innovation 
Pathways - Vacuum tubes and transistors
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Major Established
Electronics Markets:
Tabletop radios, floor-
standing televisions,

computers,  telecomm.
equipment, etc.

Enabling Technology - Transistors

Path taken by
established vacuum
tube manufacturersHearing Aids

Portable Radios &
Televisions, etc.
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What Is the Successful “Internet 
in Healthcare” Pathway?
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Established
Medical Markets -

info kiosks,
algorithms, 

medical records, 
“ask-an-expert,”
scheduling, etc.

Enabling Technology:  Internet Connectivity

A
Sustaining

Technology?
Healthcare “rebar”

?

A Major
Growth

Opportunity?

A
Disruptive

Innovation?
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The Government and 
Disruptive Innovation?

Rebar
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3.  Minimize organizational 
and regulatory barriers.

Regulation pours concrete
around the status quo.
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Life Cycle to Ecocycle

4. Build New 
Capability

Mobilization
Emergence

1. Birth
Exploitation

Growth

2. Maturity
Conservation
Senescence

3. A view through
the disruptive lens.

Adapted from Brenda J. Zimmerman, 
McGill University, Montreal, Canada
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Disruptive Innovation
New Tools for Healthcare Strategy

1.  Understand: Trajectories, overshooting, the
change in the basis of competition and
“Our capabilities are our disabilities”

2.  Learn by doing:
Strategy - a new way to frame
the problems we face.

3.  Learn by doing:
Present problems - Sustaining and 
disruptive opportunities
Eliminating organizational and
regulatory barriers to disruption. 

4. Will disruptive innovation transform healthcare? 
What are your strategic options? -
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What I do know, for sure.

Insanity is repeating the same behaviors and 
expecting different results.

Anonymous

You cannot solve the problems of the present
with the solutions that produced them.

Einstein

Will disruptive innovation transform healthcare?
What do you need to know?


