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1 Representative hospitals
were assessed for
improvement opportunities
that could be tackled
with beyond-the-product
solutions or any professional
service that a med-tech
company could provide.
The value pool was
estimated by understanding
the impact of solutions
and services on costs and
revenue (through attracting
better-reimbursed cases or
increasing throughput, for
example). The results were
extrapolated across all US
hospitals to arrive at total
potential value revenue for
med-tech companies of
$44 pillion.
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Research tells us that the potential value of partnering
with med-tech companies is great. Yet many hospital
executives are still not fully satisfied.

Healthcare systems in the United States and Europe are under financial pressure, causing
healthcare providers to look for new ways to manage costs while improving the quality of care.
Research by McKinsey suggests that in the United States alone there is scope for medical
technology companies to work with providers to address these tasks that could be worth

$44 billion (Exhibit 1)." Moreover, a McKinsey survey of 157 hospital executives in the United

Exhibit 1
$44 billion opportunity in ‘beyond the product’ solutions

Assessment of value pools that can be addressed by solutions “beyond the product”
in United States, $ billion

Operational optimization
Maximize operational efficiencies
to realize 10-15% cost reductions

Financial Clinical care
Maximize revenues optimization
for services provided $44 billion Improve efficiency
and increase capital and quality of
efficiency services provided

Commercial, patient access
Gain access to new patient
volumes, creating new sources
of revenues

Source: McKinsey Advamed (2014)—Bottom up value pool assessment in US provider landscape
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2The survey of 157 hospital
executives in the United
States and five European
countries was conducted in
collaboration with Gerson
Lehrman Group.

States and Europe identifies where the opportunities lie, and the obstacles that some med-tech
companies will need to overcome to capture them.?

Among the survey’s findings:

Despite early skepticism, there is growing awareness among hospitals of the contribution
that partnerships with med-tech companies can make to curtailing costs and improving care.
Some 44 percent of respondents have already taken steps toward working more closely with
companies, aware of the value of solutions—that is, services that go beyond the purchase

of equipment.

There are wide differences in the extent to which different service lines within hospitals use
med-tech solutions, as well as in the popularity of different types of solution. For example,
many hospitals ask med-tech companies to provide a single service—capital financing or
equipment maintenance, say—but relatively few use integrated solutions that combine a
product, software, and a service, such as the automated monitoring of sponge use to reduce
surgical malpractice.

The survey suggests many hospital executives still shy away from buying in beyond-the-product
solutions because they have yet to be persuaded of their value. In the United States, 59 percent
of C-level respondents said they were aware of integrated solutions and in Europe 46 percent.
Yet in either geography only 21 percent of respondents use them (Exhibit 2).

Exhibit 2

Hospitals do not fully perceive the value in complex, integrated
med-tech solutions.

Healthcare solutions
use among C-level
respondents, %

United States Europe

Financial services 62 38
Man'aged equipment 50 63
service
Data services 47 33
Outsourcing of
(sub)-department = =
Man_aged inventory 15 29
services
Integrated within the hospital 21 21
solutions that .
address a clinical or beyond and outside 9 13

operational problem: the hospital
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The survey identifies several obstacles that med-tech companies seeking to work more closely
with healthcare providers may need to overcome. Building awareness of the value of their
solutions is one. Building credibility is another. Fewer than half of respondents ranked the clinical
and technical expertise of manufacturers of large equipment as excellent. For suppliers of
devices and consumables, that figure falls lower still. And fewer than 20 percent in the US and
Europe said large equipment manufacturers understood their business (Exhibit 3).

Exhibit 3

Med-tech companies will have to work hard to build credibility.

Ranking of med-tech companies’ capabilities, % of respondents who have used
med-tech company solutions or been exposed to pitches

Poor M Sufficient M Excellent

Large equipment Devices/consumables

Clinical/medical 4- 52 44 2- 61 37

Operations 4- 69

Technical 50 50

The hospital business 1 70
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Organizational culture 28 57 15 30 57 13
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Contractual arrangements are also important in building credibility. With few exceptions,
med-tech companies do not offer to share risk with their hospital customers. They focus on
marketing the technical features of their products and price accordingly. Yet providers say they
are more willing to work with med-tech partners if they know they share the risks as well as the
benefits of the arrangement.

Getting a foot in the door is a further challenge. Expertise and risk-sharing are important, but
sois a track record (Exhibit 4). Hospital executives are also influenced by competitors’ choices,
particularly in relation to integrated solutions. And size matters. Respondents stated a clear
preference for working with larger firms.



Exhibit 4
Lack of perceived expertise influences a hospital’s choice of
med-tech partner.

Importance of criteria in choosing a partner, % of responses

M United States, n = 90 European Union, n = 67
Characteristic
of provider C-level Service line leaders
Proven track record

54 63
Clinical expertise

67 81
Business expertise
38 40

Risk sharing or shared - 38 - 46
financial objectives 50 26

50

Existing relationship
35
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Fifty percent or more of the respondents indicated that they are either neutral or dissatisfied
with service and solution delivery. This excludes the performance of the service where there
were notably higher levels of satisfaction. This is likely due to the fact that there are different
representatives for each component of a solution and no key account management (Exhibit 5).

Exhibit 5

About half of the respondents indicated they are either neutral
or dissatisfied with service and solution delivery.

Satisfaction with service and solution delivery,’ % of C-level respondents

O United States O Europe

Service delivery steps

After sales support  Performance
Selling process Implementation  and service of service

Notsaisfied > @ _____________________ @ o
Newtral 2 T @ I

“““““ G () E—
satisied T T O .

Similar responses observed from non-C-level respondents, n = ~100.
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For many companies, removing these obstacles will require new business models.
Companies will need to rethink the design of the sales force and the way it operates. They
will need to devise new ways of contracting risk and work closely with providers to find
ways to measure success and set rewards. They will have to move away from a model
that depends on huge clinical trials to test a standard product, toward one that identifies
the needs of different customer segments. Med-tech companies will need to become
comfortable with new ways to develop solutions for customers by testing and learning
through pilot programs, and subsequently optimizing for scale up. And they will have to
build new capabilities—not only from the ground up but also through M&A and innovative
partnerships with companies in the value chain. O
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