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Background

Medtronic was founded in 1949 and has been headquartered in Minneapolis, MN since that time. Medtronic is a global supplier of technological medical devices with $5.5 billion of sales in 2001. Medtronic employs 28,000 people. In spite of Medtronic’s success, it must perform periodic strategic analysis to keep from becoming stale and to sustain a competitive advantage. The health care environment is among the most complex of any industry and is becoming evermore competitive. Medtronic’s primary competitors are Johnson & Johnson, Arrow International, Baxter International, Guidant Corporation, and Beckman Coulter. Recent events such as changing liability laws, technology, demographics, and marketable securities regulations have dramatically influenced medical care organizations’ ability to operate. Medtronic must interpret such changes and adjust to them.  

A systematic approach to strategic management can help organize information and facilitate consistent decision-making. Ginter, Swayne, and Duncan propose a strategic management process that is divided into four major areas (2002). These areas are: organizational setting, strategy formulation, strategy implementation, and strategic control. The purpose of this paper is to apply the above strategic management model to analysis of Medtronic. Each of the four major areas will be discussed in great detail and will result in a strategic plan that is externally oriented and links strategic thinking to organizational action.  

The Organizational Setting and Situational Analysis


Analysis of the organizational setting and situation consists of scanning to identify signals of environmental change, monitoring identified issues, forecasting the future direction of the issues, and assessing the organizational implications of the issues in the general and health care environments. The general environment includes government institutions, business organizations, educational institutions, research organizations and foundations, religious institutions, and individuals and consumers. The health care environment includes planning and regulatory organizations, facilities providers, representatives, and patients.  

The General Environment



Government institutions have a broad impact on the general environment. They regulate the economy through tax policy and other regulations. For the first time in decades, the Republican Party is represented by the President and a majority in Congress. In general terms, Republicans want to limit government regulation and shift the burden of social welfare to the private sector. It has moved swiftly to further its agenda of tax breaks on businesses, capital gains, and dividends. Furthermore, the Federal Reserve Bank sets additional policies that affect the economy.  Recently it has lowered interest rates in an attempt to stimulate the economy. However, this has been of little benefit and the Fed, as it is known, can do little more to help. In fact, Medtronic should anticipate that interest rates will rise when the economy recovers.  


Medtronic must scan numerous business organizations in multiple countries. The wide variety of economic and business models complicate this task. How these products are marketed and provided depends, in large part, on the government’s index of economic freedom and its health system. One current trend in the medical industry takes advantage of these differences.  Countries with national health insurance or other highly regulated systems resell brand name drugs at a discount to Americans.  Such a trend would pose a real threat to the medical device sector should it develop, because the profit margin in the medical device sector is smaller than that of the pharmaceutical sector.  


Educational organizations also have a large impact on Medtronic. Technology is highly prized among educational programs and is synonymous with prestige. Furthermore, prominent physicians seek positions where the latest technology is available. Brand recognition within educational and prestigious organizations is a modality to achieve future sales and dominance.  Graduates of the educational institution will continue to use the devices they trained with and the prestige of the educational institution bolsters the perception of product quality. 


Research organizations and grants are also important. Most manufacturers have barely maintained, while some have even cut, their research and development budgets. Unfortunately, the economic slowdown has decreased university spending on capital and research as well.    Therefore, manufacturers sometimes seek additional external sources of funding through special interest organizations such as the Muscular Dystrophy Association. But, more often, they simply buy small innovative companies that develop promising products. Medtronic, Boston Scientific, Guidant, and Johnson & Johnson are currently competing to acquire the rights from a Canadian pharmaceutical company to develop their coated cardiac stents. This new technology is seen as crucial to the $4 billion a year industry. The purchase of other companies requires venture capital, which can be raised through debt or equities. Both debt and equities have advantages and disadvantages. The depressed equities markets, low interest rates, and high cost of issuing equities currently favors bonds as a source of venture capital.  


Consumers are becoming more informed through information technology such as the Internet. In fact, they are being driven to this technology because medical inflation is forcing employers to limit benefits and places greater responsibility on consumers for their own care. Information technology allows for almost instantaneous access to medical advances, though advertising is regulated by the Food and Drug Administration (FDA). It empowers consumers to compare and demand health services as never before. Medical organizations must recognize and incorporate information technology advances into their business models.  

The Health Care Environment


The purpose of the health care environment analysis is to identify and analyze industry-specific environmental issues. The health care industry is one of the most complex industries and a thorough analysis is difficult, but imperative. Regulatory organizations are diverse and represent the government, facilities, providers, and consumers. Such organizations may be state or federal governments, special interest groups, or voluntary accrediting bodies. No matter the source, Medtronic cannot ignore their influence.


The most powerful regulatory organization is the government. Compliance with its regulations is often mandatory, and even when it is not mandatory reimbursement is often tied to compliance. The government definitely sets quality standards for Medtronic and its competition.  The government also sets the liability laws. These laws were recently addressed in President Bush’s State of the Union Address. President Bush would like to impose limits for liability, which would clearly benefit Medtronic and its competitors. Such a proposal would have been unlikely under the Clinton administration, which championed a Patient Bill of Rights. Medtronic is not currently pending sizable lawsuits unlike some of its competitors.    


The U.S. government has been increasing its involvement in heath care since it created Medicare and Medicaid in 1965. The implementation of these programs began a trend of increased medical spending that continues to this day. Medicare recently expanded reimbursement for implantable cardiac defibrillators. The system has moved from a diagnose-and-treat strategy to a predict-and-manage strategy under managed care initiatives designed to control health care expenditures. Along these same lines, much has been published about the potential of health promotion. Fortunately for Medtronic, little seems to have been accomplished.  The incidence of chronic diseases such as obesity and diabetes is increasing. The aging of the population assures a steady demand for the products that Medtronic and its competitors manufacture, such as vascular stents and defibrillators.  


Because the government is so powerful, almost all other health care organizations seek to influence it. Throughout most of the 19th century the American Medical Association (AMA) was the most prominent and powerful medical organization; this is no longer true. Special interests have become more representative of the entire health system, with the possible exceptions of the uninsured and indigent. 


Facility providers are heavily regulated. In fact, they have been regulated to the point of becoming unprofitable.  Last year 40% of hospitals posted a net loss. Organizations that represent health care facilities, such as the American Hospital Association, are mounting an effort to improve reimbursement. They are lobbying not only to increase current reimbursement rates, but also to have new technology and research protocols reimbursed. Medtronic would benefit from both of these initiatives. Voluntary accrediting bodies also influence facilities.  Medtronic may be able to add value to facility managers by demonstrating and facilitating quality improvement. Third-party payer organizations and managed care organizations have similar lobbying groups for their reimbursement concerns. Regardless of their lobbying success, however, they will seek lower prices from Medtronic.   


Service providers, such as physicians, are crucial to Medtronic and its competitors. They have incredible influence over what medical devices are demanded and utilized in their practices.  So, in many ways Medtronic’s interests are linked to physicians’ interests. Therefore, in developing our strategy, we must recognize that these individuals are represented and influenced by state licensing agencies, a multitude of special interest groups, and accrediting bodies. Licensing agencies have the most influence over physician behavior. It is from these agencies that all earning potential is derived. If a physician has made self-referrals or inappropriately benefits from ownership in Medtronic, she may be subject to sanctions. Organizations such as physician and other health care provider lobbying groups often pursue similar objectives as medical technology corporations, such as higher reimbursement rates for services. Their publications often influence current best practice guidelines and describe the hardware used in studies. Such publications provide an image of cutting edge technology, therefore Medtronic should actively support research. Finally, voluntary organizations like the Joint Commission of on Accreditation of Healthcare Organizations impose additional behavior requirements on providers.  


Many of the same forces bearing on consumers in the general environment are also bearing on patients. Patients are becoming more informed, demanding better service and value, and organizing. For example, the American Association of Retired Persons (AARP) has become a very powerful interest group. This demographic is the chief consumer of Medtronic’s products. There is clearly an opportunity to share resources with the common goal of improving the health of this population.  

Situational Analysis

External Environment


In the chapter on the external environmental analysis Ginter, Swayne, and Duncan quote that, “to the blind, all things are sudden” (2002). The external environment analysis attempts to classify and order information flows, identify and analyze current issues, speculate on future issues, and foster strategic thinking to develop the mission, vision, and values. Much of this process was accomplished under the situational analysis. Clearly changes in the external [image: image1.png]Market Opportunity
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environment will shape Medtronic’s future capital allocation and decision-making.  However, Medtronic is no different than any other organization. Even with the best information no one can predict the future with absolute certainty. Often personally held beliefs and habits prevent managers from implementing the knowledge of the external environment analysis. 


The stakeholder analysis depicted in Figure 1 reflects the reciprocal relationship between Medtronic and other organizations, groups, and individuals. Greater detail of the stakeholder analysis is provided in Appendix A. Managers have the most influence as internal stakeholders; unions have the most influence as interface stakeholders; and the government, facilities, and physicians have the most influence as external stakeholders. Principle needs revolve around quality and costs. 

Competitor Analysis


The biotechnology industry is one of the largest, fastest-growing, competitive markets in the world. Service area competitive analysis reveals that the industry landscape has changed dramatically over the past 30 years. There were 15 firms producing pacemakers between 1965 and 1980.  By 1996, the industry had dwindled to just five companies. Medtronic was the largest, claiming 50% of the market; St. Jude Medical  (previously Siemens) held 23%; Sulzer Intermedics claimed 11%; and Guidant (divested by Eli Lilly) and Biotronik, a German firm who has concentrated on developing parts of the world, each holding 8% of the market (Figure 2).  Competitor analysis information is summarized by the Porter’s Analysis in Appendix B.  
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Service category analysis helps to identify product lines, demographics, and geographic areas. Over the last decade, Medtronic has incorporated the health care environment shift from acute care intervention to one of chronic disease management. It has also recognized the predominance of chronic conditions. These conditions accounted for over 76% of health expenditures in the United States, totaling in excess of 270 billion dollars. The Medtronic team identified the most prevalent global disease categories. The market opportunity map measured patient population and unmet medical needs as depicted in Appendix C. Medtronic clearly needs to focus its resources in these areas.


The service area boundaries for Medtronic are difficult to define because it is a global company. The healthcare industry spends an estimated $100 billion annually. The United States, Canada, and Europe are the largest markets for medical devices. The marketing of medical devices has typically been focused on the professional providers and hospital systems in developed nations. Experts continue to forecast strong growth in these markets into the future, by virtue of the population expansion caused by the aging of the “baby boomer” populations in North America, Japan, and Western Europe. However, markets in developing regions such as Latin America, Asia, and Eastern Europe have experienced economic growth, which is rendering advanced technology more affordable, thereby creating greater growth possibilities. At the same time, life expectancy is increasing in developing nations creating additional demand for medical devices.   

 
Medtronic became part of a global health care exchange in March 2000, with Abbott, Johnson & Johnson, GE Medical Systems, and Baxter International. Forming a single source-purchasing network created a trading exchange to assist health care providers in making quicker, more efficient purchasing decisions. The founding companies established the exchange with equity investments. By partnering with this global industry exchange Medtronic continues to expand its exposure to the global market.  

Internal Environmental Analysis

Medtronic’s physical environment can be divided into facilities, products, and services. Its facilities are aging, though it obtains newer facilities at regular intervals through acquisition of other companies. Medtronic has become a global supplier of technological medical devices and is a leader within the industry, Figure 2. Its key business areas consist of cardiac rhythm management (lead product: physio-control defibrillators), cardiac surgery (lead product: heart valves), vascular (lead product: vascular stents, industry leader), neurological, diabetes, and spinal (lead product: neurostimulators for pain control) and ENT (industry leader in production of ENT related surgical instruments) products. Specifically, they focus on development, production, distribution and sales of technology based devices addressing the stated clinical areas. Additionally, it has established the Medtronic Foundation, which encompasses the company’s philanthropic arm striving “to help people live healthy and productive lives.”

Medtronic has a dynamic and extremely well qualified management team. Medtronic’s CEO is Mr. Art Collins who left Abbott Laboratories in 1992 where he had worked as the Corporate Vice President. He was elected to the Board of Directors at Medtronic in 1994, President in 1996, and CEO in 2001. He became the Chairman of the Board on April 26, 2002. The remainder of the management has a range of time with Medtronic from eight months to 30 years with an average of 10 years. The most recent managerial acquisitions are Mr. Steven Oesterle, Senior Vice President for Medicine and Technology and Mr. William Hankins, Senior Vice President and President for Vascular. Medtronic’s management clearly strives to either acquire or develop new medical technology product lines with almost clairvoyant vision. Evidence of the strength of the leadership resides in the tenure of the team, consistent evolution with industry trends, and over 15 years of stock value growth.
As previously stated Medtronic employs over 28,000 employees of various professions, technical skills, and educational levels. It is an international company, present in 120 countries, possessing an ethnically diverse workforce. Medtronic has a highly developed human resource plan ensuring positive relations with its varied workforce. It has adopted a lengthy code of conduct highlighting among others things, compliance with the law, employee responsibilities, and customer relationships. Symbolizing Medtronic’s commitment to its employees is a tuition assistance plan for up to $5,000 per year per employee. Overall, Medtronic’s employees scored very high in a survey reflecting their understanding and personal support for its mission (94%) and values (84%) (Human Resources Tomorrow, 2002).  

Though Medtronic started as a small firm over 50 years ago, it has grown to become an international leader within its sector. This growth was facilitated, in part, by state of the art information management and communication systems at every junction. Its complex organizational relationships and long lines of communication have been facilitated by cost effective information systems such as fax machines, e-mail, databases, and information processing systems. Medtronic must continue to strive to maintain and enhance communication on a national as well as international level. It invested $230 million with IBM to transfer clinical data from its implanted devices to physicians through the Internet. The system is expected to serve 2.5 million Medtronic patients (The Associated Press, 1999). Marketing at Medtronic is a decentralized process. Each product division and many of the subsidiaries with divisions conduct their own marketing. To take advantage of physician loyalty, Medtronic operates 22 education centers in 16 countries (Medtronic, 2003).    

The Strengths, Weaknesses, Opportunities and Threats (SWOT) Analysis 

The SWOT analysis provides a very efficient way of organizing the information from the organizational setting and situation analysis (Appendix D). Together with the TOWS matrix, mission, vision, and values it provides the first direction in strategies.  


Historically, the greatest strength of Medtronic has been its strong leadership. Presently the CEO has been with the company since 1992 in varying capacities. He was elected to the Board of Directors in 1994 and subsequently President and CEO. The average tenure of the remaining board members is 10 years. Utilizing this strong core of committed leaders Medtronic has been able to sustain its standing as an industry leader as they have guided the firm through the ever changing world of technology development in a time of constraining health care budgets. Underlying all of its strengths is a forward-looking business plan. We feel this is a by-product of a strong and well-established leadership team.

Maintaining a keen focus on the future is not always an easy task, especially when your company has five distinct product lines. Medtronic has been able to accomplish this task through a disciplined approach to developing, marketing, and selling these five product lines. By maintaining an awareness of the biotechnology and health care industry trend Medtronic has been able to capitalize on the research and development of smaller firms through acquisitions and mergers. The benefit gained through this approach to new technology acquisition is the ability to quickly market a product, which has already been thoroughly tested without all the expense. 

Medtronic has been able to profit from its moderate earlier success in establishing brand name recognition and hence goodwill within the health care industry. It has long been known that health care providers are most likely to use the equipment with which they initially train when moving to private practice. Thus by maintaining high quality products over the years the firm has been able to capitalize on provider loyalty across their product lines and in doing so maintain a strong presence in the marketplace.

Medtronic’s greatest weakness is its reliance on acquisitions to obtain new technology, rather than on research and development. As the company matures and health care budgets become tighter this strategy will weaken its financial standing as its debt to equity ratio is pushed to unacceptable levels (Appendix E). Compounding the financial impact of research and development is the issue of aging capital assets. With the turn over of these assets to regenerate the firm will come increasing levels of long-term debt. 

As noted in the strengths, Medtronic possesses an experienced leadership team. Just as this is a strength, it can be a potential weakness when looking at future longevity of the Board. Most individuals do not reach a position on the Board of Directors early in their careers and with an average tenure with Medtronic of 10 years the future years of service of the Board has to be questioned.


Medtronic has been based out of Minnesota since 1949. Obviously this has not had a negative effect on the firm to this point. However, as it continues to move towards the global market place this will be a source of increased concern. Not only is it time consuming to travel to a remote location, but also it comes with increased travel expenses. Travel issues can be countered by lower operating expenses and increased communication technologies making the world smaller enabling Medtronic to remain in Minnesota.


External opportunities abound for Medtronic. It is in better financial position than all but Johnson & Johnson. There is growing support and legislation for widespread pre-positioning of its portable cardiac defibrillators, which could add $2 billion to its revenues over the next five years. The political climate is optimal for liability reform, the FDA is looking more favorably at fast-tracking for medical device manufacturers, aging of the population, and increase in chronic disease creates greater demand. Recent Medicare legislation expands reimbursement for implantable cardiac pace makers, and technology advances in genetics and neuroscience all create a bright future for the sector.  


Threats within the environment are few. The global economic slowdown is the most important. Reduced tax revenues may reverse many of the recently government created opportunities. As more people become unemployed, the number of insured health care consumers will decrease, as will their taste for medical services. The emerging trend of repurchasing pharmaceuticals at discounted prices from other countries could spread to the medical device sector. Such a change threatens Medtronic’s most profitable sales base. Finally, the new technology for coated stents is entangled in litigation. Medtronic must devise a successful market entry strategy so it will not become bogged down like others within the sector. 

Threats, Opportunities, Weaknesses, and Strengths (TOWS) Matrix

The TOWS matrix (Appendix F), strategic thinking map (Appendix G), and Strategic Positioning and Action Evaluation Factors (Appendix H) further organize the information from the organizational setting and situational analysis. Medtronic’s internal strengths and external opportunities allow it to utilize related diversification, market development, product development, and penetration in the future. In doing so, it clearly has the advantage over its competitors. Medtronic’s relatively insignificant internal weaknesses and few external threats mean that it does not have to base its strategies heavily toward survival. It may simply choose to harvest its old product lines and facilities as new ones are acquired or developed. Its internal weaknesses are better addressed in relation to external opportunities. The so called “fix-it” quadrant demonstrates that Medtronic can simply emphasize product development and related development allowing it to avoid the debt burden required to purchase new technology. Market development takes maximum advantage of recent reforms. Finally, Medtronic’s internal strengths and external threats should be primarily addressed by market development.

Mission, Vision, and Values


The mission, vision, and values form the basis of what is known as directional strategies. They frame out what the company must do, wants to do, and how it will do it. They provide general guidance on the scope of the endeavor, what resources are needed, and how they will be applied. Even if Medtronic correctly identified all relevant internal and external issues, it may well pursue the wrong strategy without strong mission, vision, and value statements that are understood and supported by its employees. 


Medtronic’s mission statement needs little revision. Its one missing aspect is that it did not define the geographical area. The restated mission should read, “To contribute to global human welfare by application of biomedical engineering in the research, design, manufacture, and sale of instruments or appliances that alleviate pain, restore health, and extend life.” Supporting objectives include, directing Medtronic’s growth in the areas of biomedical engineering where it displays maximum strength and ability; to gather people and facilities that tend to augment these areas; to continuously build on these areas through education and knowledge assimilation; and to avoid participation in areas where they cannot make unique and worthy contributions. 


A vision statement should be clear, inspiring, challenging, flexible, and empowering. It should also honor the past while preparing for the future. Perhaps most importantly, it should guide members of the organization in the absence of clear requirements. Therefore, Medtronic’s vision statement should be, “To strive without reserve for the greatest possible reliability and quality in our products; to be the unsurpassed standard of comparison; and to be recognized as a company of dedication, honesty, integrity, and service.”


Values are those principles held dear by members of the organization. Medtronic’s values are, integrity, inclusiveness, partnership, empowerment, constancy, and quality. Such values serve as a guide to doing the right thing. While this may be easy during strong economic times, it will be more difficult in the foreseeable future. The economic slowdown will place additional pressure on medical device manufacturers, including Medtronic; therefore, the values should be reinforced at every opportunity.

Strategy Formulation


Strategic alternatives include adaptive strategies, market entry strategies, and competitive strategies. They may be used in isolation or combination, but must support the previously stated directional strategies. Optimal alternatives address an external issue and draw on an internal strength or fix an internal weakness. Strategic alternatives are the means to achieving our directional strategies and the ends of the implementation strategies.  


Medtronic’s market strength and maturity allow it to use adaptive strategies extensively. It has been expanding its current product line and adding value by integrating new technology, such as the Internet and smart implantable devices. Its biggest foreseeable threat stems from the fact that Medtronic is purchasing this technology rather than developing it in-house, which is expensive and will increase the debt to equity ratio in the future. Other product lines simply need to be maintained. Though Medtronic’s capital assets are aging, there may be opportunities to replace existing assets with newer, more efficient, assets within the maintenance budget. Medtronic can enhance its maintenance strategies with harvesting products at the end of their life cycles. Finally, Medtronic should shift its strategy from a single episode encounter to an overall continuum of health.  


Market entry strategies are not readily available to Medtronic. It has already capitalized on the majority of products that fall within the scope of its mission and vision statements. While Medtronic could seek a synergy with the genetics industry and remain within the scope of its mission and vision statement, this would not be advisable. Certainly significant strides have been made in the genetics industry. However, the future of this industry is unpredictable and the timing is not yet right for Medtronic to seek market entry. Rather, it should continue to monitor genetic advances, forecast future developments, and brainstorm potential value adding opportunities. The most relevant developments will be associated with Medtronic’s neurological division. Medtronic may be able to achieve some market entry in relation to developing countries. Globalization is gradually increasing the gross national products of several developing nations. Populations are living longer and subsequently experiencing many of the same chronic diseases as developed nations. Greater wealth and need for medical devices will drive demand up in these new markets.


At least 50% of Medtronic’s overall strategy should be aimed at pursuing competitive strategies. Medtronic is an analyzer in some ways and a prospector in others. Its principle approach employs the strategic characteristics of an analyzer. It allows others to bear the costs of research and development and it never strays far from its five main product lines. Even so, Medtronic clearly benefits from having prospector characteristics as well. It remains agile enough to respond to the many environmental changes occurring within its sector. It is also a capable innovator, if only through timely acquisitions. As an innovator it should strive to improve its brand recognition, which is an area that has not been exploited to its full potential. The timing is perfect to capitalize on recent regulatory changes that dramatically favor Medtronic’s product line. This is particularly true of its implantable and portable defibrillator products. Finally, Medtronic could take advantage of its strong financial position and market share to drive its competitors out of business.  

Strategy Implementation

Service Delivery Strategies


Pre-service implementation strategies may be the most important area for Medtronic to gain a competitive advantage in the future within the service delivery portion of the value chain. The situation analysis has already shown that Medtronic does not have the same level of brand recognition as Johnson & Johnson or Guidant. Additional market research could elucidate areas that Medtronic is not currently considering. For example, consumers are becoming more informed through advanced technology such as the Internet and risk shifting such as defined benefits. A pilot program of direct to consumer advertising may remedy this problem and increase revenue at the same time. Furthermore, its Web page should be updated to better explain its products to potential customers and not just investors. Medtronic needs to be proactive in spreading the word about Medicare’s expansion of cardiac defibrillators to physicians, especially since the measure was not expected to be adopted. Pricing and logistics pre-service strategies also need to be incorporated. Medtronic’s solid financial position allows it to discount products as it harvests them at the end of their life cycle. Such a strategy increases its market share and facilitates the transition to related improved products at the beginning of their life cycle. Logistically, Medtronic needs to maximize just-in-time inventories in both its production and delivery systems.  


Point-of-service implementation strategies basically include clinical operations and marketing. Medtronic already does an excellent job in both of these areas and should focus its energy at maintaining this advantage. Although no objective information is available about Medtronic’s quality and reliability, evidence suggests that it is better than its competitors (Gelnar, 2002). Medtronic’s sales staff is exceptional and involved throughout service delivery.  Personal experience at Tripler Army Medical Center has shown them to be attentive, timely, and genuinely concerned about its products, patients, physicians, third-party payers, and hospital organizations to a greater extent than their competitor’s sales staff. As stated previously, Medtronic should continue to scan the environment and earmark research dollars to developing its neurological product line. Specifically, it needs to be prepared to enter the genetic medical device sector when the time is right.  


After-service strategies should be designed to maximize Medtronic’s successes. Its devices have saved millions of lives and often cut costs while dramatically improving quality of life. Relieving suffering and objectively quantifying these accomplishments always plays well with the public and employees. Medtronic should coordinate closely with all payers, but especially Medicare and Medicaid since the industry often adopts its standards. It must deal swiftly and honestly with any defects or poor outcomes experienced with its products. By doing so, it ensures credibility with its stakeholders.

Support Activities Strategies


Medtronic fosters a culture of excellence. Medtronic’s prime strengths lie in human resources evidenced by the numerous awards for employee satisfaction and leadership. Reflecting on its values, it is easy to see the alignment of the directional strategies with human resource policies. In order for Medtronic to remain an industry leader the focus on the importance of the individual employee must be maintained. Support for this culture needs to originate from a proactive stance of recruiting and retention. Close on the horizon will be a changing of the guard within the Board of Directors. Maintaining congruence of values between the organization and new leaders is a priority for Medtronic as they have a well-established culture, which supports their directional strategies.

Presently Medtronic utilizes a combination of organizational structures encompassing aspects of divisional and matrix structures. As a multinational firm with multiple product lines, which differ greatly. Medtronic has an inherent need for the responsibility and accountability advantages of a divisional structure. This structure allows for different strategies within different divisions as well as different geographical areas and improves functional coordination. Companies that depend on rapid product development, creativity in research and functional expertise, draw significant advantages from a matrix structure. Medtronic has been able to capitalize on strong leadership and strategic planning by combining these structures. The difficult management issues frequently experienced in a pure matrix structure have been overcome by blending the identified divisional aspects. 

Support for the present structure is complex. Proactive leaders focused on several product lines need to communicate vertically as well as horizontally to ensure congruity with the overall mission. Rotating Board members and / or executives from different product lines through all product lines periodically can supply cross-reference and reaffirmation of Medtronic’s mission, vision and values. Finally, Medtronic needs to continue internally developing tomorrow’s leaders. As its culture is well established and focused on the mission, it must be maintained and used to usher in the company’ s future. 

The focus within strategic resources needs to be on information systems, physical resources, and strategic technologies. Communication on every level is one of the keys to business success. The importance of effective cutting edge information systems cannot be emphasized enough in the context of a multinational firm the size of Medtronic. A considerable portion of Medtronic’s physical plant is aging. In order to maintain a strategic advantage the physical assets must be up to date. This one area not only will affect productivity but also morale and financial standing. Medtronic has relied heavily on purchasing smaller companies for their emerging technologies vice internal development. This strategy has served them well. However, going into the future we feel it will need to increase its internal research and development channels. Implementation strategies are summarized in the value chain (Appendix I). 

Strategic Control


While devising actual unit action plans is beyond the scope of this Medtronic analysis, they are important in discussing the concept of creating and controlling strategy. Formulating objectives is the first step in transitioning from implementing strategies to unit action plans. Objectives may be evolutionary or revolutionary; however, both imply change. Since change is threatening to many people, careful assessing, planning, and measuring are required to minimize anxiety. The next steps in the unit action plan facilitate the process. They are: identifying actions, estimating completion times, calculating revenues and costs, assigning responsibility, and developing budget requests. The balanced scorecard is a useful tool that can be utilized by Medtronic to determine its current status, what resources are needed, how they will be applied, and what measures will be used to accurately measure change. 



A disciplined approach to control is absolutely necessary to achieve a sustained competitive advantage. Feedback systems are the means to achieve synergy between unit action plans and control. The internal analysis revealed that Medtronic demonstrates strength in this area.  Medtronic hires dynamic, well-qualified mangers that understand strategy. They have identified the fact that many of their trigger points are externally driven. Furthermore, their previous long-term planning has created a situation where urgent change is not necessary. 

Conclusion


Medtronic is a very healthy company than has done an excellent job of scanning, forecasting, planning, and gaining a sustained competitive advantage. However, strategic analysis demonstrates several initiatives that should be undertaken to add additional value. Medtronic must exploit recent changes in the external environment, including the expansion of Medicare reimbursement for implanted defibrillators and support for portable defibrillators. Technology is creating a more informed consumer that still does not generally recognize the Medtronic brand. It is also creating opportunities for more cost effective production and new products. Finally, Medtronic must maintain its exceptional service delivery network, maintain its support structure, and reinforce its mission, vision, and values to its employees in anticipation of a continued economic slowdown. Medtronic is not blind and it is unlikely that the changing environment will suddenly catch it by surprise. 
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Appendix A. Stakeholder Analysis

	Category
	Stakeholder
	Needs
	Wants
	Influence

	Internal
	Management
	Pay and benefits
	Advancement and voice
	High

	
	Employees
	Adequate pay
	Satisfaction
	Moderate

	Interface
	Physicians
	Quality outcomes
	Financial reward 
	Moderate-High

	
	Unions
	Good benefits
	Voice
	High

	
	Universities
	Clinical affiliations
	Quality and support
	Moderate

	External
	Taxpayers
	Responsible policy
	Safe products
	Low

	
	Facilities
	Safe products
	Affordability
	High

	
	Community
	Cost/benefit ratio
	Individual health
	Moderate

	
	Insurers
	Value
	Minimal reimbursement
	Low-this case

	
	Physicians
	Quality outcomes
	High net reimbursement
	High

	
	Government
	Safe products
	Affordability
	High

	
	Employers 
	Quality technology
	Content employees
	Low

	
	Special Interests
	Voice
	Competitive advantage
	Moderate

	
	MCOs
	Cost effective 
	Quality
	Low

	
	Creditors
	Fiscal responsibility
	Good return
	Moderate

	
	Shareholders
	Good return
	Quality products
	Moderate

	
	Patients
	Best health product
	Low cost
	Low


Appendix B.  Service Area Structure Analysis (Porter’s Analysis)

Threat of New Entrants


 The entrants of managed care companies into the North American market revolutionized the industry. Their emphasis on prime vending from fewer, rapidly responsive suppliers with diversified product lines has remarkably decreased the competition of new entrants into the industry. There are high costs associated with changing brand names of pacemakers and other Medtronic product lines, due to compatible systems accessories hardware and maintenance systems. A significant barrier of new entry into the market is that Medtronic’s product lines are very specialized and highly technical. Physician familiarity, brand name recognition and reliability are paramount to success in this arena. With the threat of malpractice, “going with what you know and trust”, goes a long way. Additionally, with any new product, there are intensive training requirements for the physician and staff, replete with steep learning curves, scheduled down times, and obligatory ramp up schedules. There are a myriad of barriers to entry in the United States particularly, due to FDA regulations. Research and development costs continue to limit the industry. The majority of medical devices require multiple years of development time prior to entering the market. There is only a small cadre of bioengineering innovators in the field who can develop the devices. The inventors have to be associated with medical research to perform the clinical trials. Most small companies cannot sustain this investment over the many years necessary for product development.   

Intensity of Rivalry Among Existing Organizations


The rivalry among competing biotechnological companies is intense. Medtronic prides itself on being an innovator in the field, trying to keep itself a generation ahead of the competition. They spend 10% of net sales on R&D, approximately 646 million dollars per year. It is constantly developing and acquiring new technologies to meet unmet patient needs. Because competition is retarded significantly by patent protection, companies strive to be the first to 
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introduce a product to the market and be credited with the innovation. Once a new product is protected by patent, this closes the door for product entry by competing companies. 


Smaller, less financially sound companies have difficulty keeping up with current medical technology in the free world. Sales and marketing rivalries rage, with medical device companies trying to offer the physicians and hospitals the most incentives in training, patient brochures, research funds, samples, and even equipment, to use free of charge. 


Legal arbitration concerning patent infringement is fierce. Medtronic is the defendant in legal proceedings from rival companies stemming from claims of patent infringement.  It has transitioned to self-insurance due to exorbitant malpractice insurance and patent insurance rates. 

Threat of Substitute Products and Services

The threat of substitute products and services is extremely high. New technologies can result in changing protocols for treatment, thereby rendering the product obsolete. Medtronic mitigates this possibility by being the best in the industry. At anyone time Medtronic has five generations of products in development. Larger companies like Medtronic purchase newer, start-up companies to continuously diversify their product lines according to patient’s needs and innovations. It has purchased numerous companies this past year; including the innovators of the diabetes monitoring and infusion pump.  After three decades of research, Medtronic introduced the first bone graft widely available. It has developed tissue heart valves, and an implantable cardioverter. It has also revolutionized heart surgery and has a new medication that controls tremors in Parkinson’s disease with a brain pump. However, generics can be introduced to compete with brand names following patent restriction expiration, and substitute products and procedures are always entering the market. Medtronic always must strive to be at the top of its game.  

Appendix B.  Service Area Structure Analysis (Porter’s Analysis)

Bargaining Power of Customers

Bargaining power of customers is significant. Physicians are constantly seeking the newest innovations, and the best performing medical supplies and equipment. In this litigious society, a mechanical malfunction can be devastating, not only to the patient, but for the physician as well. Hospitals, health care organizations, and physicians in the managed care era have formed alliances, increasing their purchasing power for negotiating the best prices for medical supplies, equipment, and services. Patients are bridging the gap of information asymmetry and are seeking the newest innovations. The treatments with the fewest side effects, contraindications, or malfunctions are those most highly regarded. Patients with chronic conditions tend to be better informed, and are knowledgeable concerning their disease states and the variegated treatments. Managed care governmental and private sector initiatives continue to strive to limit health care costs. These changes promote increasing levels of price sensitivity among customers. Payer reimbursement for Medicaid or third party payments control costs by the amount of reimbursement they will pay for a particular procedure or treatment. This has created increasing levels of price sensitivity among the customers. Even after the FDA has cleared the medical device for distribution, there will be little demand until the government and third party-payers have granted reimbursement approval for the product.  

Bargaining Power of Suppliers:      

The bargaining power of suppliers is moderate. Due to Medtronic’s size and diversified product lines, some supply lines have higher bargaining power than others based on availability of raw materials. Tissue valves have limited availability, as opposed to plastic for Medtronic’s line of stents, which has no paucity of raw materials. Medtronic has a global supply base with great flexibility. Supply can be limited by FDA approval for patents. Most of the medical device industry relies on a steady labor supply. Medtronic’s global manufacturing base allows it many sources of 
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suppliers. Medtronic continues to make the list of the best 100 companies to work for.  The Porter’s Analysis demonstrates the medical device industry to be highly profitable at this time. 

Appendix C. Market Opportunity Map
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Appendix D.  SWOT Analysis

Strengths

Disciplined approach to four product lines

Internal management is well qualified for current and future operations

Excellent community goodwill

Financial ratios reflect healthy position

Forward-looking business plan

Weaknesses

Future acquisitions through long-term debt will raise debt to equity ratio to undesirable levels

Mature company that has had to rely on acquisitions for new products and technology

Aging capital

Less brand recognition than some competitors

Corporate headquarters in MN

Opportunities

Better financial position than all but Johnson & Johnson

Growing support and legislation for widespread pre-positioning of portable cardiac defibrillators

Technology advances in genetics and neuroscience

Political climate is optimal for liability reform

Military conflicts could increase the need for medical equipment and devices

FDA fast tracking

Aging of the population and increase in chronic disease

Recent Medicare legislation expands reimbursement for implanted cardiac pace makers

Threats 

The global economic slowdown 

Resale of prescription drugs to Americans from other countries at discounted prices may spread
to medical technology industry

Patent lawsuits regarding coated stents

Appendix E.  Pro Forma Balance Sheet
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Pro Forma Balance Sheet

Amounts in millions

Assets

2006

2005

2004

2003

2002

2001

Current Assets

  Cash and cash equivalents

$2,900.8

$2,337.3

$1,237.9

$1,711.4

$1,147.5

$1,030.3

  Short-term investments

405.1

352.2

306.3

266.4

231.6

201.4

  Accounts receivable, less allowance for doubtful

2,794.0

2,379.9

2,119.2

1,793.1

1,608.9

1,226.1

  Inventories

2,680.2

1,952.6

1,743.3

1,205.2

1,147.0

729.5

  Deferred tax assets

700.5

583.7

486.4

405.4

337.8

281.5

  Prepaid expenses and other current assets

325.1

321.8

328.5

315.0

342.0

288.0

     Total Current Assets

9,805.7

7,927.6

6,221.6

5,696.4

4,814.8

3,756.8

Investing

  Long-term Investments

1,374.2

1,194.9

1,039.1

903.5

785.7

683.2

     Total long-term Investments

1,374.2

1,194.9

1,039.1

903.5

785.7

683.2

PPE

  Property, plant, and equipment, Net

2,357.4

1,964.5

1,637.1

1,423.6

1,294.2

1,176.5

     Total PPE

2,357.4

1,964.5

1,637.1

1,423.6

1,294.2

1,176.5

Intangible Assets

  Goodwill and other intangible assets, net

1,013.1

1,125.7

1,250.7

1,000.6

1,111.8

1,235.3

     Total intangible Assets

1,013.1

1,125.7

1,250.7

1,000.6

1,111.8

1,235.3

Other assets

594.2

471.6

374.3

297.0

235.7

187.1

     Total assets

$15,144.6

$12,684.3

$10,522.8

$9,321.1

$8,242.1

$7,038.9

Liabilities and Shareholder Equity

Liabilities 

Current liabilities

  Short-term borrowing

$467.0

$352.0

$178.1

$166.5

$155.6

$145.4

  Accounts Payable

1,238.8

920.8

691.2

483.9

342.7

205.9

  Accrued compensation

316.8

301.7

287.3

273.6

260.6

248.2

  Accrued income taxes

745.0

705.2

513.4

606.5

521.3

204.1

  Other accrued expenses

4,219.8

2,813.2

1,875.5

1,250.3

833.6

555.7

     Total Current Liabilities

6,987.4

5,092.9

3,545.5

2,780.9

2,113.7

1,359.3

Long-Term Debt

  Long-Term debt

22.0

20.0

14.5

14.5

14.5

13.3

     Total Long-Term Debt

22.0

20.0

14.5

14.5

14.5

13.3

Other Long-Term Liabilities

  Deferred tax liabilities

64.1

53.0

34.0

25.8

21.3

0.0

  Long-term accrued compensation

85.0

70.0

68.8

74.7

81.2

88.3

  Other long term liabilities

250.0

210.0

92.0

92.0

92.0

68.5

     Total Other Long-Term Liabilities

399.1

333.0

194.8

192.5

194.5

156.8

     Total Liabilities

7,408.5

5,445.9

3,754.8

2,987.9

2,322.7

1,529.4

Shareholder Equity

  Common stock - par value $0.10;1.6 billion shares

121.0

121.0

121.0

121.0

121.0

121.0

  Retained earnings

7,821.0

7,309.4

6,831.2

6,384.3

5,966.6

5,576.3

  Accumulated other non-owner changes in equity

(183.1)

(169.2)

(161.4)

(149.2)

(145.5)

(168.8)

7,758.9

7,261.2

6,790.8

6,356.1

5,942.1

5,528.5

  Receivable from employee stock ownership plan

(22.8)

(22.8)

(22.8)

(22.8)

(22.8)

(19.0)

     Total Shareholder Equity

7,736.2

7,238.4

6,768.0

6,333.3

5,919.4

5,509.5

     Total Liabilities and Shareholder Equity

$15,144.6

$12,684.3

$10,522.8

$9,321.2

$8,242.1

$7,038.9



Appendix F.  TOWS Analysis

	
	Internal Strengths

	Internal Weaknesses

	
	Disciplined approach
	Future acquisitions debt

	
	Internal management
	Mature company

	
	Community goodwill
	Aging capital

	
	Financial ratios
	Less brand recognition

	
	Forward looking
	Corporate HQ in MN

	External Opportunities
	Future Quadrant
	Internal Fix-It Quadrant

	Financial position
	Related diversification
	Market development

	Legislation for expansion
	Market development
	Product development

	Technology
	Product development
	Related diversification

	Liability reform
	Penetration
	Vertical integration

	Military needs
	
	

	FDA fast-tracking
	
	

	Aging of population
	
	

	External Threats
	External Fix-It Quadrant
	Survival Quadrant

	Global economic slowdown
	Related diversification
	Harvesting

	Foreign resale
	Market development
	

	Stent lawsuits
	Product development
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		Medtronic, Inc.

		Pro Forma Balance Sheet

		Amounts in millions

		Assets		2006		2005		2004		2003		2002		2001

		Current Assets

		Cash and cash equivalents		$2,900.8		$2,337.3		$1,237.9		$1,711.4		$1,147.5		$1,030.3

		Short-term investments		405.1		352.2		306.3		266.4		231.6		201.4

		Accounts receivable, less allowance for doubtful		2,794.0		2,379.9		2,119.2		1,793.1		1,608.9		1,226.1

		Inventories		2,680.2		1,952.6		1,743.3		1,205.2		1,147.0		729.5

		Deferred tax assets		700.5		583.7		486.4		405.4		337.8		281.5

		Prepaid expenses and other current assets		325.1		321.8		328.5		315.0		342.0		288.0

		Total Current Assets		9,805.7		7,927.6		6,221.6		5,696.4		4,814.8		3,756.8

		Investing

		Long-term Investments		1,374.2		1,194.9		1,039.1		903.5		785.7		683.2

		Total long-term Investments		1,374.2		1,194.9		1,039.1		903.5		785.7		683.2

		PPE

		Property, plant, and equipment, Net		2,357.4		1,964.5		1,637.1		1,423.6		1,294.2		1,176.5

		Total PPE		2,357.4		1,964.5		1,637.1		1,423.6		1,294.2		1,176.5

		Intangible Assets

		Goodwill and other intangible assets, net		1,013.1		1,125.7		1,250.7		1,000.6		1,111.8		1,235.3

		Total intangible Assets		1,013.1		1,125.7		1,250.7		1,000.6		1,111.8		1,235.3

		Other assets		594.2		471.6		374.3		297.0		235.7		187.1

		Total assets		$15,144.6		$12,684.3		$10,522.8		$9,321.1		$8,242.1		$7,038.9

		Liabilities and Shareholder Equity

		Liabilities

		Current liabilities

		Short-term borrowing		$467.0		$352.0		$178.1		$166.5		$155.6		$145.4

		Accounts Payable		1,238.8		920.8		691.2		483.9		342.7		205.9

		Accrued compensation		316.8		301.7		287.3		273.6		260.6		248.2

		Accrued income taxes		745.0		705.2		513.4		606.5		521.3		204.1

		Other accrued expenses		4,219.8		2,813.2		1,875.5		1,250.3		833.6		555.7

		Total Current Liabilities		6,987.4		5,092.9		3,545.5		2,780.9		2,113.7		1,359.3

		Long-Term Debt

		Long-Term debt		22.0		20.0		14.5		14.5		14.5		13.3

		Total Long-Term Debt		22.0		20.0		14.5		14.5		14.5		13.3

		Other Long-Term Liabilities

		Deferred tax liabilities		64.1		53.0		34.0		25.8		21.3		0.0

		Long-term accrued compensation		85.0		70.0		68.8		74.7		81.2		88.3

		Other long term liabilities		250.0		210.0		92.0		92.0		92.0		68.5

		Total Other Long-Term Liabilities		399.1		333.0		194.8		192.5		194.5		156.8

		Total Liabilities		7,408.5		5,445.9		3,754.8		2,987.9		2,322.7		1,529.4

		Shareholder Equity

		Common stock - par value $0.10;1.6 billion shares		121.0		121.0		121.0		121.0		121.0		121.0

		Retained earnings		7,821.0		7,309.4		6,831.2		6,384.3		5,966.6		5,576.3

		Accumulated other non-owner changes in equity		(183.1)		(169.2)		(161.4)		(149.2)		(145.5)		(168.8)

				7,758.9		7,261.2		6,790.8		6,356.1		5,942.1		5,528.5

		Receivable from employee stock ownership plan		(22.8)		(22.8)		(22.8)		(22.8)		(22.8)		(19.0)

		Total Shareholder Equity		7,736.2		7,238.4		6,768.0		6,333.3		5,919.4		5,509.5

		Total Liabilities and Shareholder Equity		$15,144.6		$12,684.3		$10,522.8		$9,321.2		$8,242.1		$7,038.9
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Figure 2. Market Share of Pacemakers


























Mt

Facemenees

W e we wo me e e w e e











Figure 2. Market Share of 


Pacemakers





_1108919049.ppt













Figure 1. Medtronic Stakeholder Analysis
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