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Health Care Equipment

United States

Industry Type                           (4/17/07)  High Growth

Key Indices: S&P Health Care Equipment & Services (S5HCES)

Recommendation:                                                  Buy




Description and Summary:  

Health care equipment and services refers to all health care equipment, facilities, supplies, products, and services.  Pharmaceuticals are not included in this industry.  The health care equipment and services industry is very diverse due to the combination of medical products and health care services.  

The health care services industry is comprised of approximately 545,000 establishments.  2% of these establishments are hospitals, but hospitals employ about 40% of all workers in the industry.  The health care equipment industry produces all equipment and supplies used in health care today.  Health care devices are produced in the following major categories: cardiovascular, orthopedics, surgical instruments, cosmetics and aesthetics, hearing aids, opthalmic products and instruments, wound care, infusion systems, and neurology. 

International Competitive Structure: 

The majority of competition in the health care equipment and services industry is in the United States.  While nearly all health care facilities that service Americans are located in the United States for convenience reasons, many European companies are beginning to enter the health care equipment industry.  

Strengths:

1.  The health care equipment and services industry has had significant growth in recent years.  The managed health care portion of the industry has seen tremendous growth in the last few years as well.  The managed health care index grew 43.6% in 2005. 


2.  Health care equipment companies have been able to continue growth even with increasing pricing pressures.  Due to new government regulations and changes in Medicare, pricing pressure on health care devices has increased.  Although the pressure to lower prices on medical devices probably will affect the industry, it has not yet seriously affected industry earnings.  

3.  New high value medical products can avoid the affects of pricing pressure in the future.  The health care equipment industry is constantly has new products and technological breakthroughs.  These new high value products can avoid price cuts because of the potentially life-saving value they add to consumers.  Examples of products that fit into this category are ceramic coated orthopedic reconstructive implants, and coronary stents.  

Weaknesses:

1.  The US Government started the Medicare Part D plan in January 2006.  This new Medicare plan changes the ways that Medicare reimburses hospitals and and other medical care providers.  Although the government argues that the new reimbursement strategy creates more accurate reimbursements to medical care providers, most managed care providers feel that reimbursements will be significantly cut.  This new reimbursement plan may lower the profitability of all medical care companies.  

2.  The uninsured population in the United States is growing.  Recent years have seen an increasing number of uninsured Americans, which can cause serious profitability problems for health care providers.  The increasing number of uninsured patients at medical facilities increases the total amount of bad debt for hospitals.  To counter this problem, many hospitals and medical care facilities are starting to settle payment contracts while patients are still at the facility. 

Opportunities/Trends:

1.  The aging US population provides many opportunities for growth in the health care equipment and services industry.  As the average age in the country continues to rise, more and more hospital beds, supplies, and other medical devices will be necessary.  

2.  Many different portions of the health care industry show great growth potential.  Due to technological advances, the following areas of the health care industry should show exceptional growth in upcoming years: implantable defibrillators, cosmetic surgery, spinal surgery, pain management, and diabetes management.  

3.  Managed Care Organizations (MCO’s) are making partnerships with financial services companies.  New government sponsored Health Savings Accounts create opportunities for MCO’s and financial services organizations to combine to help consumers with their personal health savings accounts.

Threats:

1.  Budgeting problems throughout the health care industry are placing downward pricing pressure on equipment producers.  

2.  New Consumer Driven Health Plans (CDHP’s) cause consumers to delay the time until they actually get health care.  CDHP’s move more of the costs to the consumers, which in turn makes collecting payments more difficult for the health care providers.

3.
Medical devices are always at risk for large lawsuits and delays due to FDA regulation.

Key Valuation Ratios to Watch:

Gross Margin is an important ratio to watch in this industry because it shows how well the company manages their costs.  Bad Debt Expense is also very important with rising trends in uninsured patients.

Key Items to Watch:

New mergers in the industry could affect the balance of competition in the industry.  New technologies and problems with medical devices can significantly affect stock prices in the industy.

Return Performance versus the S&P 500 (in %):

                  01       02
       03      04      05    06    07ytd

S5HCES  -4.3    -13.5    28.1   17.7  17.8    .2      .2

SPX
-11.9
 -22.0   28.4   10.7   4.8    15.6    .3

Excess       8.6      8.5     -0.3    7.0    13.0  -15.4   -.1

GDP           0.8     1.9      2.7     4.2    3.5    3.6     .3est

Sources:  NetAdvantage, Bloomberg, Cornell U.
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