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1. Barriers to Entry

Guidant Corporation operates within the healthcare supplies industry, which ranks high among US industries in terms of entry barriers. These barriers include high research and development expenditures, regulatory restrictions, and legal obstacles. In addition, smaller manufacturers have difficulties competing with larger healthcare supply manufacturers due to various factors such as purchasing power, sales forces, and advertising expense. 

Significant R&D expenditures are required for product development and innovation. For instance, companies followed by Standard & Poor’s equity analysts devote an average of 10% of sales to R&D. In addition, new entrants usually have difficulties competing with existing products that are already accepted as safe and effective, unless the new device manufactured by the new entrant proves to be significantly better or more affordable to consumers. 

All medical devices sold in the United States must first be approved by the Food and Drug Administration (FDA). Manufacturers who seek product approvals have to conduct animal and human tests, which can last for years and cost millions of dollars. These lengthy clinical trial phases and related documentation requirements create barriers to new entrants. Moreover, companies must have manufacturing site clearance from the FDA to bring a new device to the market.

Patent rights and potential litigation also create barriers to new entrants. The use of patent is a common practice to protect one’s proprietary products. However, since patent specifications are generally less precise for medical devices and there have been more than 75,000 medical device patents filed with the US Patent and Trademark Office over the past 30 years, one may observe much litigation throughout the industry. 

Product liability and reimbursement issues with insurance companies are major concerns within the industry. There are risks associated with injuries allegedly resulting from the use of medical devices and many firms have to assume the risk of potentially significant liability claims. Secondly, reimbursement is a critical issue for players in the industry. The primary end markets within the industry are hospitals, outpatient centers, and physicians’ offices, which rely on third-party insurers for payment. Securing reimbursements for treatments using a particular device from insurance companies means securing markets for the product. Therefore, medical device makers have to make great efforts in convincing insurance companies that their devices are safe, necessary, and cost-efficient in order to secure reimbursement.

Through the acquisition of Guidant, Johnson & Johnson can benefit from Guidant’s technology and expand its product lines while Guidant can take advantage of J&J’s strong sales forces, distribution channels, client base and reputable brand name. 

2. Bargaining power of buyers  

Guidant (GDT), the target on this takeover, offers defibrillators or other heart diseases-related products. The information and technology developed by Guidant is very useful for Johnson & Johnson (J&J). Although J&J has the implantable defibrillator in its product line, this takeover on GDT allows J&J to efficiently expand its business.

In this market, main buyers of heart disease-related products are Medicare and hospitals and their bargaining power of these products is low. Below is the analysis based on the factors that affect the bargaining power of the buyers.
Frequency and quantity of purchasing brand
Health related products, such as defibrillators, are not the type of products that are frequently purchased in large quantity, compared to the the routinely demanded products, such as pharmaceutical products. In this sense, bargaining power does not work effectively.
Switching cost to other brand
The number of brands marketed in the industry is few. Although suppliers have incentives to improve their products because they are used to save users’ lives, they don’t need to expand its product lines. For buyers, there’re no enough options of products to choose from. Additionally, these products are not standardized. Therefore, the cost of switching to other brands is high.
Seller’s market / Buyer’s market
Since not only heart deseases-related products require the manufacutures to have massive experience and knowledge about the products, but this business is also capital intensive in terms of the building plants and intensive R&D, these factors could be barriers to enter the market and that cause the number of the suppliers to get small. If the number of the manufactures is small, the bargaining power of the buyers is low.
Brand reputation
Since these products are used to maintain lives of the patients who are struggling with life-threating deseases, brand reputation is extremely important to users, to say nothing of the performance and quality of the product. Once patients recognize that the hospitals are using the less reputable products, it could cause patients to leave. In this sense, suppliers’ brand reputation is important to buyers. Therefore, it is risky to switch brands if the brand they are going to switch does not have better brand recognition and reputation than that of the formerly used product.
Product quality or performance
Buyers have less information of the switched brand and concequently they don’t have good incentives to switch brands because they’ve already enoughly accumulated information on the products they are currently using. Once the questionable perfomance on the product are recognized, it could be a strong incentive to switch brands. In this sense, this industry could be a buyer’s market, but heart deseases-related products are knowledge-intensive and the performance and quality is extremely important to the buyers. Therefore, the room to get the industry to be buyer’s market is limited.
3. Bargaining Power of Suppliers

Guidant Corporation has the power as a supplier to be able to create conditions. The reasons include that it has the right to decide prices of its products as well as the firm itself, and high barriers to entry this industry as we talked at the beginning of this report.

Power of decide product price

The supplier, Guidant Corporation has the power to decide its products’ prices because it has almost monopoly power in the industry. 

First of all, R&D expenditures are extremely high in healthcare suppliers and equipment’s industry. It causes the high prices of disease-related products. Moreover, Guidant offers products related cardiovascular disease, the number one cause of death in the United States. Guidant has the right to price its unique products at a very high level.

Furthermore, Guidant’s products include implantable defibrillator systems which the acquirers neither Boston Scientific nor Johnson & Johnson have intensively in their line-up. The R&D takes up much of the costs of companies but can lead to huge profits. The acquiring cost could be treated as R & D cost to those acquirers and they still retrieve high profits in the future. Guidant also has the power to price itself as well.

Stable leading status

Since the patents secure the findings and only allow the company that developed the product to produce and sell a product to the market, patents protect Guidant Corporation’s stable leading status in cardiovascular disease field. 

Few competitors

High entry barriers forbid other competitors to provide similar products to substitute the existing products Guidant already have. It causes consumers not having choice if they have cardiovascular disease. It also results the increase of acquiring prices when competitors bidding for Guidant Corporation.

4. Threat of Substitutes

J&J expects that merger with Guidant will assist the J&J Medical Devices and Diagnostics division’s growth in the cardiology market. Also J&J expects access to Guidant’s highly developed research program in drug-eluting stents.

Healthcare products companies as J&J have low to moderate threat of substitute products due to patenting and licensing. Biotech companies rely greatly on patents and license in order to exclude competitors and attract investments. A patent allows a company to keep out other companies from using the development in their researches. The only way to get desired inventions under your own name is to acquire the company which has the patent. J&J anticipates getting Guidant technology assets through the merger. J&J began its research in drug-eluting stents but has been harmed by regulatory and production problems. J&J is also concerned by introduction of drug-eluting stents by several other companies in the next few years that would chip away the J&J’s market share. One of the newcomers is Guidant which would act as worldwide exclusive distributor of a new paclitaxel-coated coronary stent. If J&J will acquire Guidant, there will be no need to keep J&J’s Cypher stent on the market.

J&J is highly interested in Guidant’s Cardiac Rhythm Management division and the Vascular Intervention division. Guidant is the leading producer of cardiac pacing devices and implantable cardiodefibulators. Many companies find many complications and difficulties to enter to this market. For many companies, it is almost impossible to make substitute products in today’s cardiovascular market due to difficulties to find basic building materials. Many chemical companies, such as Du Pont and Dow Corning discontinued selling necessary materials to new medical device companies. Chemical companies fear the possible lawsuits from patients when new medical devices developed by new companies that would cause medical problems to patients. This situation has overall chilling effects on innovations. Many new companies are troubled looking for new materials or spending money on research and development of new substitute materials for their products. They are worried that other commonly used materials or newly developed materials may be restricted, which creates a high degree of uncertainty. Many healthcare products companies prefer to buy or merge with other successful companies to be able invest and develop new products and avoid possible lawsuits. That is why strategy of J&J in developing cardiovascular products is to merge with Guidant.

5. Rivalry Conduct

Within the industry, which is the healthcare supplies and equipment industry, there are over 300 firms in the industry and competition is moderate to high (Christina, Ram Fund Research). Some big-name firms include Baxter International Inc. (BAX), Guidant Corp. (GDT), Boston Scientific Corp. (BX), etc. Johnson & Johnson, with approximately 109,000 employees, is the world’s most comprehensive and broadly based manufacturer of health care products (Guidant-news release).

With high competition in this industry, better strategies for Research and Development and better products are essential. Although R&D is an extremely costly process, if a company finds a way to better identify R&D goals and objects and make the success rate higher in long-term development, the company can gain huge in terms of future profits. Also, Companies who can craft and develop products that suit consumers’ and patients’ needs are those who can survive. 

J& J is the world’s leading company in R& D and also leads the sales and development in this industry. Past experience of clearly identifying R&D targets and managing to gain success in R&D projects has made J&J is a 180 billion USD company. J&J is equipped with better strategy for research as well as development. With more than 200 operating companies in 57 countries, J&J sells its products throughout the world without any significant barriers. 

These have ensured J&J to stand out in the industry competition in the past. The acquisition of Guidant has a lot of benefits for both J&J and Guidant, such as faster innovation and development in research, better sales channels. The acquisition will also create a company that is bigger in terms of size, smarter in terms of strategy, and broader in terms of products. This will make the firm more competitive and stronger against other firms in the industry in the future.
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