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Industry Profile: Healthcare – Medical Devices
The industry

The FDA defines medical devices (in the Federal Food, Drug, and Cosmetic Act) as:

An instrument, apparatus, implement, machine, contrivance, implant, in vitro reagent, or other similar or related article, including a component part or accessory which is:
· recognized in the official National Formulary, or the U. S. Pharmacopoeia, or any supplement of them,
· intended for use in the diagnosis of disease or other conditions, or in the cure, mitigation, treatment, or prevention of disease, in man or other animals, or
· intended to affect the structure or any function of the body of man or other animals and which does not achieve any of its primary intended purposes through chemical action within or on the body of man or other animals and which is not dependant upon being metabolized for the achievement of any of its primary intended purposes.

The primary focus of firms in this industry is to create devices that fall into the description above.  These firms, for the most part, practice discrete manufacturing and are concerned with production, distribution, and to some extent CRM.  It should also be noted that “the medical devices industry is highly diversified and lacks a common definition, making it difficult to generalize about its size, performance, and prospects.”[footnoteRef:2] [2:  Gold, P. 15] 


The global revenue for medical devices is estimated to have been about $235 billion in 2005.  Of this global estimate, the United States is generates about 43% of this revenue (about $100 billion), by far the largest market.  Datamonitor, however reports this to be slightly lower – at $86 billion.[footnoteRef:3]  The European Union and Japan follow with shares of 34% and 10% respectively.  The global market is projected to grow anywhere from 5% to 12% (anywhere from $60 billion in 2004 to $139 billion in 2011). [3:  Datamonitor, P. 7] 


In the United States (my focus), the leading players in Healthcare Equipment are Johnson & Johnson, GE Healthcare, Medtronic, Inc, Tyco Healthcare, and more.  Standard & Poor’s places GE Healthcare at the top of the list with 2006 revenues of $163 billion.  At the bottom of their list (of leaders) are Biomet, R. R. Bard Inc, and Bausch & Lomb, with revenues of about $2 billion each.

Over the last several years, the medical devices industry has been characterized by numerous large acquisitions.  Some of the largest include the following: 
· Siemens AG acquired Dad Behring Holdings Inc. for $7 billion in July 2007 (pending)
· Medtronic Inc acquired Kyphon for $3.9 billion in July 2007 (pending)
· Private Equity owners acquired Biomet for $11.4 billion in December 2006 (pending)
· Qiagen NV acquired Digene Corp. in July 2007 for $1.7 billion

In addition to acquisitions, much of the “new” technology in the industry is actually improvements on existing technologies, as opposed to entirely new products and technologies.  Standard & Poor’s notes that only a handful of truly “new” innovative medical devices came to the market in the first half of 2007.[footnoteRef:4]  However, it is interesting to note that a large portion of revenues are generated by these few new innovations.  It would be worthwhile for investors (as well as the companies themselves) to consider the financial breakdown and revenue streams of new versus improved technologies. [4:  Gold, P. 9] 


Information Systems in the Industry

Information Systems in the Medical Devices industry consists primarily of systems that are useful to discrete manufacturing companies.  The systems that are most useful are used in the areas of back-office, manufacturing, and supply chain.  Back-office systems are usually non-customer-facing and may consist of IT departments, Accounting Systems, HR Systems, and more.  Manufacturing systems primarily manage the flow of production data throughout the system.  Supply-Chain Information Systems manage both the procurement and fulfillment of orders.  They also may be used to find and create efficiencies in the larger (not just company-wide, but system-wide) chain.

Discrete manufacturing firms typically spend about 27% of their IT budget on new development and the remaining 73% on maintenance.  They are more interested in low-cost systems that produce high returns.  IT spending in this area is expected to increase about 5% from 2007 to 2008.[footnoteRef:5] [5:  Computer Economics, P. 10-10] 


Organizations within the lower 25th percentile of spending have IT operational budgets around $4.5 million, while those in the 75th percentile have an average of $35 million in IT operational budgets.[footnoteRef:6]  Also, Discrete Manufacturing firms typically spend anywhere between 1.1% and 2.7% of revenue on IT Operational budgets.  Using this data, coupled with the list of the Largest Global Medical Device Companies given by Standard & Poor’s, it can be estimated that there is probably between $1.3 and $1.8 billion (or more) in IT spending in the Medical Devices industry. [6:  Computer Economics, P. 10-12] 


Industry leaders in medical devices manufacturing are difficult to ascertain, but it can be assumed that the Accounting, HR, Supply-Chain, and other common modules offered by large ERP companies such as Oracle, SAP, and Microsoft propel them to the top position.  Also, as companies are increasingly becoming aware of the value generated in investing in their employees (both professionally (training, development, etc.) and personally (benefits, support, etc.)), investments in HR software is sure to grow.

The realization that Supply-Chain management is an important value-added aspect of business has been prevalent for several years at this point.  However, recently, as profits margins in many industries are growing razor thin, firms are beginning to realize the cost savings to be gained via quality Supply Chain Management.  Thus, IS offerings in the realm of SCM are becoming more and more attractive to discrete manufacturing companies (especially the larger ones).

There are many resources available for companies in the Medical Devices industry.  However, when searching for resources for this type of company, it is better to reduce the granularity in categorizing the firm, viewing it as discrete manufacturing rather than the more specific medical device manufacturing.

Manufacturing
· Manufacturing Mgmt. News (www.manufacturing.net)
· Manufacturing Business Technology Magazine (www.mbtmag.com) 

Supply Chain Management
· Supply Chain Management Review (www.scmr.com)
· Institute for Supply Management (www.ism.com)
· Supply Chain Management Information Systems Conference (www.scmis2007.org) 
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