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Trends in global MedTech industry Challenges and strategies June 2014



You would recall from “Pulse” that growth rate of medtech sector has slowed down since 2008…



If post-2008 revenue growth had been sustained at the 13% historic rate, the medtech industry would have brought in an additional US$131



billion in revenue between 2008 and 2012



As a result of these “lost” revenues, companies have less



funds to invest in research, development or acquisitions — precisely the activities that would allow them to address the challenges they face.
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…the picture seems to be getting dimmer in 2013/14



“If you think about the industry - end markets are not growing anymore. When I started doing this 14, 15 years ago, ICD, spine, stents, these were all double-digit growth markets and pricing would go up every year. Now pricing goes down every year and units are flat to low single digits and if you add it all up, these markets are flat to down.” - Glenn Novarro, RBC Capital Markets



“The modest positive increases we saw lately do not appear to have persisted. And at this point, we are not anticipating a meaningful market acceleration in the near future” -Dominic Caruso, Johnson & Johnson Chief Financial Officer



“The medical device industry in 2013 was perhaps best described as the perfect storm” -Richard Lincoff, MD+DI editorial advisory board member and medical devices industry practice lead at Cognizant



Page 3



MedTech Industry Trends



This is evident through “disappointing” rate of revenue growth in 2013 for top 10 medtechs Top 10 Medical device companies revenue growth



2.3 % device tax (effective 2013), venture capital funding drought, pricing pressures and neverending regulatory hurdles impacted the growth story in 2013



8,7% 7,5%



4,6%



4,5%



4,1%



2,4% 1,5%
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Quarter-wise revenue growth for top 10 Medical device companies 3,8% 3,3% 2,8% 2,1%



1,8%



1,8%



0,0%



0,0% -0,2%



1Q2012



2Q2012



3Q2012
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Source: Capital IQ; Top 10 companies selected based on FY 12 revenues (look at slide no. 8)
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3Q2013



4Q2013



1Q2014



However, analysts are hopeful for a better scenario in 2014 in terms of revenue growth…though global R&D spend (as a % of sales) is expected to remain flat in the coming years “With no dramatic changes expected for 2014 other than the implementation of US healthcare reform (which at the margin could be negative), we feel the medical device industry should continue with a fairly steady earnings and cash flow profile over the next 12-months and be more predictable than the broader economy” - Analysts, Morgan Stanley



Top 10 Medical device companies revenue growth story



8,7%



7,5%



Average 4.5% growth rate



4,6%



5,3%



4,1% 4,5%
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“We see emerging market annual healthcare MedTech growth rates 3-4x faster than the growth rates in developed markets. With this in mind, EM execution amongst our corporates will be a key theme in 2014, and may also include allocating more capital towards acquisitions” “With government policy response restoring confidence in addressing the Euro zone crisis, we are of the view that M&A activity will improve in 2014 over 2013” -Analysts, Morgan Stanley



Source: Morgan Stanley



Worldwide R&D spend as a % of MedTech sales 2012



2013



2014E
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6.1%



6.1%



6.1%



6%



6%



5.9%



5.9%



Source: EvaluateMedtech World Preview 2013, Outlook to 2018
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Within the MedTech, compelling clinical need coupled with high consumer demand will drive growth in neurology and ENT WW Sales (US$ bn) 2012



2018



CAGR (% growth)



43.6



58.8



5.1%



Cardiology



38.1



48.7



4.2%



Diagnostics Imaging



36.1



45.1



3.8%



Orthopedics



32.7



40



3.4%



Ophthalmic



23.6



32.9



5.7%



Endoscopy



17.7



24.2



5.3%



Drug Delivery



17.7



22



3.7%



General and Plastic surgery



13.4



18.4



5.4%



Dental



12.6



16.5



4.6%



Wound Management



11.9



14.7



3.5%



Diabetic care



11.8



14.4



3.4%



Nephrology



10.9



13.9



4.1%



6.6



9.5



6.2%



6.1



8.5



5.6%



5.3



8



6.9%



Device Area In Vitro Diagnostics (IVD)



Ear, Nose and Throat (ENT) Anesthesia and Respiratory Neurology



IVD will continue to lead the market, driven by CDx and interlinked innovations in molecular testing



Increasing prevalence and unmet need in Pain therapy area is expected to drive growth



Slowest growing



Source: EvaluateMedTech: “World Preview 2013, Outlook 2018”
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Fastest growing segment



While companies continue to lead various segments, some of them are going beyond medical devices Market Leadership Position in various segments Orthopedics, Electrophysiology (cardiology),



Medical Devices Top 10 companies Sales (US$ million)



30.792 27.426



JNJ 20.731 18.753



Siemens



18.249 18.290



GE



Acquisition announcement



Abbott Covidien Stryker Boston Scientific Source: Capital IQ; see details of Medtronic acquisition in the notes section.
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In-vitro diagnostics



13.359 11.758



Roche



June 16, 2014



Insulin delivery systems market, CRDM (pacemakers and ICD) and renal denervation (cardiovascular)



16.509 13.754



Philips



Laser vision correction (ophthalmic)



14.166 10.270



Endomechanical, surgical stapling, and medical supplies



11.610 9.851



Neurovascular



10.401 8.657 7.970 7.249



Diagnostic imaging



In 2013, Medtronic entered the disease management business through a US$200 mn acquisition of Cardiocom. In addition, Medtronic launched its hospitals solution business unit to provide services to hospitals.



18.269 16.590



Medtronic



Vision care (Ophthalmic)



Drug-eluting stent market 2012 2016E MedTech Industry Trends



Although US continues to dominate the global MedTech market, China and India have the highest growth rate CAGR +9.1% 7



CAGR +4.2% 64



79



2013



2018



2013



11



2018



CAGR



+2.5%



CAGR +5.6%



30



34



167 127



2013 2013



2018



CAGR



CAGR



+18.7%



+20.0% CAGR +13.2%



Medtech market size (US$ billion)



2013 6



11



2013



2018



CAGR – Compound annual growth rate Source: Espicom Country Reports



Page 8



4



MedTech Industry Trends
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2018



Given the above context, let’s look at how medtech industry is shaping up amidst challenges… What’s keeping a MedTech CEO up at night? Reforms and budget cuts: Increasing pricing pressure



Biggest Business Threat: Regulatory pressures 65% respondents consider cost and ability to comply with regulations to be biggest challenge



Expanding customer base



2.3% CLFS: 2% device tax cuts in 2013 Value-based Austerity in Competitive purchasing Europe bidding



(Axendia Med-Tech survey)



US$ billions



Flat operating margins despite revenue growth year-on-year: calls for need to bring in costcontrol and improve operating performance



Capital crunch



M&A valuations Physicians Hospital



Patient



Payers



Innovation capital
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Source: Capital IQ



How are companies responding to above? Acquisitions



Divesting



Core business



Noncore



Acquired company



Bolt-on



Expanding product portfolio



Product/service innovation



BRIC: tapping complete potential



Creating value for various stakeholders with focus on improving outcomes



Gaining cutting-edge technology Creating value
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Emerging Markets



Improving transparency



Opening transparency portals Moving beyond BRIC
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…so, what’s keeping a Medtech CEO up at night? Biggest business threats… 1



Stringent pre-market assessment Reduced PMA approvals: 47% drop seen in PMAs issued by FDA



Sequestration triggers FDA budget cuts further extends delay: budget cuts reduced the FDA’s US$4.1 billion budget for fiscal 2013 by 5.1% New stringent regulatory landscape expected in Europe



Delayed product approvals



TGA plans to tighten controls on the pre-market assessment of higher class medical devices



2



Increased scrutiny over compliance issues Increase in number of quality inspections by FDA has resulted in rise in warning letters and eventual product recalls Implementation of the Sunshine Act is putting MedTech companies under heightened scrutiny in the US Increased scrutiny in China over adverse event reporting and misuse/overuse of devices is further putting pressure on MedTech companies, even in emerging markets
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Rising penalties and product recalls



…what’s keeping a Medtech CEO up at night? (Cont’d..)



3



Ongoing healthcare reforms and budget/reimbursement cuts Tightening of health care budgets and austerity measures across major European markets have impacted device makers’ margins As a part of sweeping changes in US healthcare reform, medical device tax, medicare cuts and expansion of competitive bidding system is putting additional pressure on device manufacturers and threatening future investment



4



Hospital consolidation and decreasing independent physicians Obamacare is forcing hospitals to take value-based approach, forcing them to consolidate and collaborate with physician groups, resulting in shift in purchasing power from physicians to hospital system and its C-level administrators Budget constraints, both at the government level and at hospital level, are leading to increased adoption of CER to assess newer technology



5



Increasing pricing pressure Expanding customer base



Increasing bargaining power of customers



Lack of financing and decreased M&A valuations Innovation capital continues to decline in the US and Europe with investors switching from medtech to biotech in pursuit of a faster return Budget constraints are resulting in decreased valuations of “big” MedTech M&A deals
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Capital crunch



What are MedTech companies doing to grapple with these challenges? “In the middle of difficulty lies opportunity”



1



Divesting under-performing assets



3



4



Bolt-on acquisitions/targeting niche players



Improving transparency



Expanding in EM: Tailored strategy and going beyond BRIC
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– Albert Einstein



5



Product/service innovation focused on improving “outcomes”
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Companies are not only restructuring, expanding in EMs, but also retooling the way they developed products or innovative services… Challenges



Detailed measures adopted to overcome these challenges 5 Product innovation that reduces risk of complications: minimally invasive approaches, bio-absorbable stents, artificial pancreas etc.



5 Investing in companion diagnostics to generate evidence and enhance the chances of approval



Delayed approvals Integrating physician data and opening transparency portals



3



Increased scrutiny Divesting under-performing assets 1 Economically reconditioning device 4 products to suit EMs



Pricing pressures



► ► ► ►



Changing customer base ► ►



►



Product customization, user-friendly devices shifting care from hospital to home Offering integrated services & solutions



Automated hospital laboratory platforms Complete hospital services & solutions Technological solutions integrating huge patient data to aid physician in decision-making Moving beyond devices, companies are providing integrated medical services



2 Small/mid-sized players collaborating with large Medtech providing them with cutting-edge technology Strategic bolt-on acquisitions that creates value



Capital Crunch
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5



5



Expanding in emerging markets 4 and moving beyond BRIC



…with an “outcome-focused” approach, thereby creating value for various stakeholders ► ►



Proving economic validity of their products Partnering with payersto leverage outcomes data to develop cost-effective therapies



► ►



Personalized healthcare and companion diagnostics



Payers Collaborating across healthcare ecosystem to provide integrated services and solutions



(hospitals/ physicians)



►
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Product customization Breakthrough innovations improving patient outcomes User-friendly devices shifting care from hospital to home



Patients



Providers



►



►



Outcome-focused product/service innovation



Minimally invasive approaches reducing complications and procedural costs



Automated laboratory platforms and complete hospital solutions enhancing operational efficiency Technological solutions integrating huge patient data for physicians
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To conclude, MedTech players need to continue to redeploy existing strategies… Product innovation… Customer-centric design for patients and payers, not just doctors



Next-generation technologies focus on improving patient outcomes



Sharper focus on cost-containment and affordability to meet growing demands



Technology solutions enhancing operational efficiency



Shifting care from “hospital” to “home”



Moving beyond product and treatment… Value no longer purely linked to the device, focus increasing on service and business model innovations that meet new industry demands Identify and fill gaps for health care systems, not just large companies



Other corporate/business strategies… Divesting non-core assets Strategic bolt-on acquisition that creates value Tapping full potential of established EMs and moving beyond BRIC Page 15
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…and at the same time, work on developing new capabilities to build a “sustainable growth story”



Capital efficiency to use scarce resources wisely Ecosystem-wide scanning to track a fluid health care environment Collaborative cultures to tap the strengths of diverse players Open data enterprises to pool data and develop insights Disease/value pathways to identify and fix "value leakages" Scalable processes with appropriate metrics for robust business model innovation
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Thank you very much Jürg Zürcher Partner Biotechnology Leader EMEIA | Basel Phone +41 58 286 8403 Mobile +41 58 289 8403 Email



[email protected]



Download: EY Life Sciences publications www.ey.com/lifesciences
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