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Cost Containment: Medical Technology
By Christine Chen

Medical technologies are responsible for a significant portion of increasing healthcare costs.
Approximately half the growth of healthcare expenditures in the United States is attributed to the
development and dissemination of medical technology. While many new medical technologies produce
significant improvements in patient health outcomes and quality of life, some may not generate benefits
that justify their cost, creating wasteful health expenditures. Of particular concern are ‘me-too’
products. Efforts to stem rising costs should not deter investment and utilization in major innovations in
medical technology. Harnessed properly, new medical technology can generate significant patient
benefits while driving down overall healthcare costs.

Me-too products

Medical technologies must obtain FDA approval to be distributed on the market. However, FDA
requirements are limited. They only address issues of the product’s safety and whether its benefits
outweigh any health risks. Manufacturers do not have to demonstrate that their products are more
clinically or cost effective than those in the current market. As a result, medical technology
manufacturers have an incentive to create ‘me-too’ products.

Me-too products are modifications to existing products on the market. They are developed to take
market share from innovative medical products or to extend patent life and thereby increase profit.
They may offer incremental improvements or may provide no clinical advantage relative to earlier
products. Me-too technology is often more expensive than older alternative treatments.! Spending on
more expensive medical technology that does not demonstrate substantial gains creates waste in the
healthcare system.?2

Critics often state that instead of making marginal improvements on preexisting medical technology,
manufacturers should invest in major innovations.® However, decision-makers exercise caution in
attempting to suppress the creation of me-too products as some may produce benefits. There are
experts who claim that me-too products may “create competition among drug and device
manufacturers, and that competition is also a powerful driver of better quality and lower costs.” The
goal should be to stimulate demonstrable price and quality competition.

Medical innovations decreasing healthcare costs

Major technological innovations can help to decrease the healthcare expenditures. There are many
examples where pharmaceuticals reduce the cost of healthcare by decreasing the need for invasive
procedures and other medical care. In 2000, the Agency for Health Care Policy and Research released
findings that greater utilization of a “blood-thinning drug would prevent 40,000 strokes a year, saving
$600 million a year™s By stopping strokes before they cause brain damage, these drugs would save
lives while reducing per patient treatment costs from $6,000 to $1,700.6 Another study concluded that
cancer patients with immune systems weakened by high-dose chemotherapy who received a
“pharmaceutical known as colony-stimulating factor” each experienced a savings of $30,000 in
hospitalization costs for bone marrow transplants.”

Also receiving attention are “disruptive innovations,” which refer to the creation of more affordable and
simplified products and services. 8 In the area of healthcare, disruptive innovations reduce the skills
and costs needed to operate and own the equipment to carry out a medical procedure.® An example is



improved patient self-care in chronic disease management through technological advancement. 10
Patients with diabetes now have access to medical equipment that allow them to self-test their blood
glucose levels, monitor their blood clotting factor, and test their own cholesterol. This reduces their
need for physician visits and formal modes of testing. The advent of angioplasty also reduced the cost
and skills needed to remove plaque blocking the heart by providing a less invasive procedure that could
be carried out by cardiologists in lieu of cardiac surgeons.!

Conclusion

The healthcare system will benefit from shifting away from wasteful investment in medical technology
and allocating resources to the production and utilization of major medical innovation that generate
significant patient health benefits and reduce the need for more expensive care.

ITUP recognizes that determining the extent of whether cost savings may be derived by technological
innovations is complex. 2 The caveat to increases in convenience and availability is increased
consumption of medical technology, which may offset derived savings. 1* Additionally, with greater
survival rates and longevity, individuals will consume more medical care and lead to higher healthcare
expenditures. 4 However, as California explores its options to improve the affordability of healthcare, it
should factor in the potential of truly innovative medical technology to improve the efficiency of care and
quality of life.
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