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5 Reasons Why Medical Technology Prices   
Could Decline 30-40% in the U.S.

The medical technology industry is a wonderful indus-
try. According to the industry association AdvaMed, 
rapid technology progress has resulted in a 15% de-
cline in mortality from 1980 to 2000. The industry has 

an amazing array of innovations and services that have helped 
to improve and save the lives of countless numbers of patients 
worldwide. In the hands of talented physicians and healthcare 
professionals, these tools and innovations have a profound im-
pact on patient care. 

However, the industry is now under more pressure today than 
at any other point in its history. The hospital marketplace in the 
U.S. had been one where many of the normal market forces of 
accountability, quality, and customer satisfaction barely applied. 
Sure, there have been many hospitals focused on driving better 
outcomes and improving satisfaction. However, the payment 
system and incentives were structured to pay the same amount 
regardless of the quality of care or customer satisfaction. Payment 
was principally made based on costs and the amount of activity. 
The more things cost and the greater the activity — the more 
hospitals got paid. 

Today, much of this is quickly evolving. Although U.S. Health-
care Reform is a key enabler of change, there are other forces at 
work as well. The forces include, among others, the longer-term 
evolution of the hospital supply chain capabilities, growing price 
transparency, and employer efforts to contain out of control 
employee healthcare costs. These forces will dramatically shape 
how hospitals assess the value of supplies, how they source supply 
items, and how hospitals negotiate with suppliers.

Yet, many medical technology companies are unprepared for 
these coming changes. These changes have the potential to have 
a substantial impact on medical technology companies’ pricing. 
Unprepared companies could face 30-40% or greater price de-
clines in the coming 4-6 years as healthcare reform is fully im-
plemented. For the average medical technology company, that 
can be a significant impact to margins. Here are the 5 reasons 
why medical technology companies could see the perfect storm 
of price erosion:

Reason #1:  
Changing Hospital Buying Center
A buying center is simply the group of people who are involved 
in and make the buying decision. The classic description of the 
buying center includes the users, influencers, decider, gatekeeper, 
and purchaser.1 In the past, the users, who are the clinicians, had 
a high degree of influence on the buying decision. For physician 
preference items, the physician was the user and often the decider. 
This is quickly evolving in many hospitals. There are a number 
of drivers causing a change in the buying center. 

These include:
•	 Physician employment: Some projections show that only 

36% of physicians will be in a private practice by 2013.2 

The simple premise is that the hospital buying behavior will 
change as physicians are employed by the hospital as op-
posed to just practicing there. In the words of one hospital 
CFO, “You hope that as the physicians become more ex-
posed and sympathetic to the hospital’s fiscal realities that 
they will take this into account in their decision-making”. 3 

•	 Aligned incentives: Payers and hospitals are putting 
in place incentives to better align the physicians’ in-
terests with that of the hospital. These include both 
moneta r y a s  wel l  a s  non-moneta r y incent ive s .4  

•	 Value analysis committees: Hospitals are increasingly 
using committees to make buying and strategic sourc-
ing decisions. These committees are made up of both cli-
nicians as well as hospital administration. In fact, value 
analysis committees are a sourcing strategy used to weak-
en the physician-manufacturer ties, and to bring more a 
balance fiscal perspective into the purchasing decisions. 

•	 Administration activism: Hospital administration is playing 
a more active role in supply decisions. In an interview, one hospi-
tal CFO described a process where he personally gets involved in 
access and utilization decisions for new medical technologies.3 

•	 Declining reimbursement: As the U.S. struggles with its 
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massive fiscal issues and demographic changes that dramati-
cally increase the Medicare population, continued downward 
pressure on Medicare reimbursement rates is likely. This 
means providers will continually seek ways to take costs out.

These changes to the buying center will mean that buying deci-
sions will be less dependent on relationships and clinician influ-
ence, and more driven by evidence, value, and costs. 

Reason #2:  
Growing Sophistication of Hospital 
Materials Management/Supply Chain
Over the past decade or two, businesses in many industries have 
invested in building a stronger procurement function. It should 
not be a surprise why. Supplier costs typical represent 30-60% 
of total operating costs for most industries. A stronger purchas-
ing function has the potential to drive significant cost savings by 
consolidating vendors and negotiating better prices. It can also 
better harness supplier capabilities as well as manage supply risk. 
Therefore, it is clear why businesses see investing in a stronger 
procurement capability as important.

The same should hold true for the hospital industry. For hospitals, 
supply costs as a percentage of total operating costs can be 30-
40%.5 Roughly 60% of these costs are from physician preference 
items.4 These are items that hospitals typically cannot leverage 
through Group Purchasing Organization (GPO) contracts. Look-
ing out into the future, some predict that supply costs in hospi-
tals will exceed labor costs by 2020.6 Thus, managing the supply 
chain and supplier costs should be a critical focus for hospitals.

Interestingly, despite all the cost pressures, the hospital industry 
has lagged far behind other industries in building a strategic pro-
curement capability.5 It could be due to the historical challenge 
of sourcing physician preference supply items. Alternatively, it 
could be the lack of normal market forces that reward quality 
and customer satisfaction. It may also be due to the historical lack 
of transparency in medical supply prices and quality.7 Whatever 
the causes, the procurement capability has been generally under-
developed. This appears to be changing.

An improving hospital supply chain and procurement capability 
should require medical technology companies to reassess their 
sales model, sales capabilities, and support system for selling. Sales 
teams will increasingly face a materials management group with 
a higher skill level than in the past. This pattern of an improving 
procurement function is one that has played out in many other 
industries. Sales teams will need to be better prepared to negoti-
ate with an empowered procurement or economic buyer. 

Reason #3:  
Transparency & Leverage
Medical supply prices have historically been murky and hard to 
compare across hospitals. There even have been U.S. Congressio-
nal inquiries into the lack of medical device price transparency.7 

One sign of change, and the opportunity to take costs out of the 
hospital supply chain, is the number of procurement related con-
sultants working in the industry. The other sign is the number 
of start-ups aimed at bringing greater price transparency to and 
taking costs out of medical supplies.

One example is Procured Health, which recently announced it 
has raised seed funding.8 This is a healthcare start-up that aims to 
help hospitals better discover, evaluate, and adopt quality medical 
devices. This company sees the opportunity in helping hospitals 
drive down spending on medical supplies. Another example is 
MedPassage. MedPassage has a game-changing procurement 
platform that allows medical centers to access quality medical 
technologies for substantial cost savings.9 It aims to disrupt those 
procedures where the surgical technique and technology have 
matured to the point where technical sales support is no longer 
needed or can be performed by hospital personnel. 

For hospitals that do not need the technical support from the 
manufacturer, this represents a significant opportunity to take 
costs out. The MedPassage business model is consistent with a 
trend by progressive hospitals of hiring former medical technol-
ogy salespeople. By hiring former medical technology salespeople 
who are skilled at supporting physicians, the hospital can provide 
their own in-servicing of physicians during procedures. Many 
hospitals see this as a means to break the dependent relationship 
that the physician has with a given vendor. This dramatically 
reduces switching costs and the vendor stickiness in an account. 

In addition to transparency, many efforts are underway to in-
crease the leverage that buyers have with medical suppliers. 
While group purchasing organizations have been around for a 
long time trying to fulfill this role, there has been debate about 
the success of their efforts to reduce supplier costs.10 Other efforts 
like Medicare competitive bidding seem to be taking costs out. 
Medicare recently announced that it is saving 45% on products 

such as walkers, wheelchairs, oxygen equipment and other medi-
cal product.11 Expect Medicare and other large buyers to expand 
competitive bidding in the future.

Reason #4:  
New Business & Care Models
New business models are emerging in many parts of healthcare 
as providers, employers, and new entrants try to find ways to take 
costs out and improve quality. These disruptive service and care 
models will also have an impact on medical technology suppliers. 
As parts of the hospital value chain become disrupted, this will 
put even more pressure on provider costs and revenue streams. 
This will in turn put pressure on providers’ supplier base.

An example of a disruptive service provider is WeCare TLC. This 
is a company that develops and manages worksite primary care 
clinics for employers and manages specialty care for those em-
ployees. WeCare TLC provides an integrated medical manage-

Interestingly, despite all the cost 
pressures, the hospital industry has 
lagged far behind other industries 
in building a strategic procurement 
capability.
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ment platform, care processes & tools, and a clinic. Their model is 
proven to significantly reduce per employee per month healthcare 
costs. They also drive down costs for expensive services. For in-
stance, in Indiana, WeCare TLC negotiated a contract for $450 
MRI exams in a market that had technical fees ranging between 
$1,750 and $3,200.12

As employers get smarter about managing healthcare costs for 
their employees, this will impact care models and patient flow. 
Walmart is a great example. In 2012, Walmart announced that 
covered employees and their families who need heart surgery, 
transplant surgery or spinal surgery can receive care with no out 
of pocket costs at six prominent health systems around the coun-
try. This follows similar moves by other large employers includ-
ing Lowes.13 There is recognition by employers that quality care 
at these institutions actually lowers 
overall costs.

In the old payment model, provider 
and clinician payments were mostly 
tied to doing more procedures, tests 
and interventions. Under these evolv-
ing models, there is an increased focus 
on outcomes, “good enough” quality, 
and appropriate utilization of tests 
and procedures. These should all 
have an impact on medical technol-
ogy suppliers and their pricing and 
value strategy. 

Reason #5:  
Healthcare Reform
Finally, healthcare reform is the key 
enabler of change. At a provider level, 
the Accountable Care Act (ACA) has 
ushered in an entire series of chang-
es that bring much greater focus on 
quality and costs. The changes also 
create new legal entities, called Ac-
countable Care Organizations, that 
enable providers to share in cost 
savings for managing patient popu-
lations. This is likely to have a sub-
stantial impact on hospitals’ buying 
behavior as well as how they evaluate 
the value of solutions from their suppliers. 

The first part of Healthcare Reform that is important to un-
derstand is Value Based Purchasing (VBP). These are payment 
mechanisms that tie a portion of hospital Medicare DRG pay-
ments to quality and patient satisfaction measures. Initially, one 
percent of Medicare payment is tied to these measures, and it 
will grow over time. It is an attempt by Medicare to start to tie 
payment to quality.14 Previously, hospitals were paid the same 
amount regardless of the level of quality or patient satisfaction.

Accountable Care Organizations and bundled payments are 
another part of healthcare reform that should have a significant 
impact on hospital buying behavior. These are new mechanisms 
that allow hospitals, physician practices, and other providers to 
work together to share in cost savings. An ACO manages all of 

the healthcare needs of a Medicare population of at least 5000 
patients over a three-year period. Financial incentives are in place 
to coordinate care to save money by avoiding unnecessary tests 
and procedures.14 The care coordination is not just the acute in-
patient event, but for all of the patient’s inpatient and outpatient 
care needs. The ACOs have to meet specific quality and savings 
benchmarks.

Implications for  
Medical Technology Companies
Over the past decade, many medical technology companies 
have smartly invested in resources and activities to be able to 
convince payers of the value that their solutions provide. These 
investments include new reimbursement teams, health economic 
resources, and an investment in clinical data. While these are all 

important, and necessary investments, 
they are not sufficient for the evolving 
provider marketplace. From a com-
mercial perspective, smart companies 
will need to:

1. Evaluate the Sales Model & Com-
petencies: This means reassessing how 
well the sales team is prepared to com-
municate and negotiate value in this 
evolving marketplace. It is likely that 
the skill level will need to be increased 
dramatically as sales teams are asked 
to take economic benefit messages to 
different stakeholders. Also, an im-
proving customer procurement func-
tion will require a different level of ne-
gotiation skills for many salespeople. 
Finally, many companies may need to 
reassess sales force structure and roles 
in the face of the market changes.

2. Reassess Offering Strategy: An 
offering strategy is about making a 
conscious choice about how to serve 
different segments of customers to 
earn a profit. The customer segments 
can vary widely because of needs, 
behaviors, willingness to pay, cost to 
serve, and other factors. With a single 

offering and no way to vary the value that is provided to cus-
tomers, the company will have little flexibility, other than price, 
to meet different customer needs. However, with a flexible of-
fering, the sales team will have the ability to trade-off value for 
price. Offering strategy includes the core product, services, and 
the business terms that govern the relationship. Companies will 
need to develop offering strategies to match the buying behaviors 
of different types of hospitals.

3. Invest in Economic Marketing: Being able to quantify and 
communicate the economic benefits of using a solution relative 
to the next best alternative will be critical. Many companies 
under-invest in this area today, and lack a clear understanding 
of the economic value of their solutions. The evolving hospital 
marketplace will require economic messages that are customized 
to different stakeholders and business entities. 



Second Quarter 2013 The Journal of Professional Pricing32

4. Evaluate Pricing/Contracting Models: It will be crucial that 
pricing rules and controls are robust to avoid the growing price 
transparency. Additionally, progressive medical technology com-
panies may want to consider new population-based or risk-based 
contracting models to cater to ACOs and providers who are paid 
under a bundled payment mechanism.

Will prices decline by 30-40%? It’s hard to say. However, it should 
be clear that all of the forces are in place to put tremendous pric-
ing pressure on medical technology companies. It is a perfect 
storm. Unfortunately, some unprepared companies may be sunk.
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