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After a couple of months in a bidding war with Johnson & Johnson, Boston Scientific won the battle to merge with the heart device maker Guidant Corp. by offering $80 per share, about $27 billion in total. 

Overview of Boston Scientific Corporation

Boston Scientific is a worldwide developer, manufacturer, and marketer of medical devices with markets in 70 countries, 16,000 employees and revenue of about $5.6 billion. For more than two decades, the company has made the medical supplies used in minimally invasive surgical procedures by providing a broad and deep portfolio of innovative products, technologies and services across a wide range of medical specialties. Its products are used to diagnose and treat conditions in a wide variety of medical fields, including cardiology, gynecology, oncology, radiology, urology, and vascular surgery. Products include catheters, surgical crafts, coronary and ureteral stents, polypectomy snares, and lithotripsy devices.

Overview of Guidant Corporation 
Guidant Corporation is a world leader in the treatment of cardiac and vascular disease. The company pioneers lifesaving technology for cardiac and vascular patients worldwide. The company operates in the US, Europe, Latin America and Japan, and it employs about 12,000 people and has revenue of about $4 billion. Guidant Corporation's (GDT) main product focuses on the treatment of cardiovascular disease, the number one cause of death in the United States. Products include implantable defibrillators & pacemakers, coronary stents and angioplasty systems. Guidant derived almost 50% its revenue its implantable defibrillator systems. These implantable devices are the one-two punch that both Boston Scientific and Johnson & Johnson are hoping to add to their lineups.  

SWOT Analysis of Boston Scientific

SWOT analysis stands for strengths, weaknesses, opportunities and threats. It is a simple and powerful way to analyze the merger of Boston Scientific and Guidant.

Boston Scientific is the leader in medical industry and operates under the threat of minimal invasion. It has about a 25-year history for its well-known product and service name. Boston Scientific devices allow doctors to perform minimally invasive procedures that can open a clogged artery in the groin or in the arm. It is an absolutely amazing medical technology. Its Taxus drug-coated stent commands 54 percent of US market. Boston Scientific launches its TAXUS™ Liberté™ paclitaxel-eluting coronary stent system in 18 countries. The TAXUS Liberté stent system features the Company’s next-generation Liberté™ coronary stent.

But recently Food and Drug Apartment warned Boston Scientific with “serious regulatory problems” on production of medical device. Boston Scientific announced that it is taking action on improve production quality by this warning. 

Also, a Morgan Stanley analyst Reicin lowered 2006 earnings-per-share estimate on it to $1.77 from $1.83 citing product delays, specifically, “reductions in stent grafts, conventional angioplasty sales, embolic protection, endoscope”, and several other pipeline products. 

Talking about opportunities, there are emerging markets in Asia, such as in China and in India. As baby-boomers get older in US, medical industry has a big chance to boom their business. U.S. Food and Drug Administration give Boston Scientific 510(K) clearance to market its Contour SE&Trade embolic agent for the treatment of uterine fibroids. 

On the other side, a competitor St. Jude Medical Inc. has replaced as No.2 maker of all implantable devices that regulates errant heart beats. Johnson & Johnson, the $180 million company that is about 9 times the size of Boston Scientific, remains a huge future threat for Boston Scientific.

Porter’s Five Forces Analysis

Based on an analysis that we performed on the Medical Instruments and Supplies industry using Porter's Five Forces framework, we came to the conclusion that it would be beneficial to Boston Scientific Corp. and Guidant Corporation to merge together. Some of the conditions that enhance rivalry in this industry are the mature nature of the industry, high fixed costs, and many powerful competitors. Based on this intense rivalry, it would be a good strategy to merge in order to grow and utilize manufacturing techniques and facilities. 

The buyers, which are mainly hospitals and health care facilities, have some power over the companies in the industry since they are well-educated in the products and purchase in large quantities. However, since the buyers place emphasis on the quality of the products, their power is diminished somewhat. 

A lack of threat is evident for the suppliers since they are only supplying the companies with commodity supplies, such as plastics, metals, and wires. The companies then take this commodity supplies, and use them to manufacture the medical instruments. Therefore, Boston Medical and Guidant have low switching costs with their buys, providing them with power to set the price levels they want. 

Threat of new entry in this industry is low since there are high barriers to entry, mainly the need to have a large amount of capital to start-up and the need to create relationships with the buyers. 

There is no real threat for substitutes for this industry because people will always need health care products, especially since people are living longer. 

In conclusion, since rivalry is intense and the buyers have some power over the companies, it would be wise for Boston Scientific and Guidant to merge in order to create greater market share and to share each others strengths and resources.
Conclusion

Both SWOT analysis and Porter’s Five Forces model demonstrate that the merger of Boston Scientific and Guidant Corporation are in the best interest of two companies. While SWOT analysis focuses on the internal factors of the merger, the Porter model analyzes primarily the external factors. SWOT, which covers the strength, weakness, opportunity, and threat, examines the product, employees, customer relationship and marketing for each company. The Porter model, however, analyzes the combination of the industry and outside of the company, such as buyer power, threat of new entry and substitute. 

While the similarities between Boston Scientific and Guidant Corporation allow them to share their common strengths and lower costs, the differences between two companies could complement each other as well. Both Boston Scientific and Guidant Corporation manufacture cardiac product for the patient around the world. They share the same entrepreneur spirit, employees, customer relationship and the production skills. Since the selling ability of Boston Scientific is much stronger than Guidant Corporation, Guidant can benefit from Boston Scientific strong selling team. 

Porter’s model discusses forces that affect healthcare industry profitability and conclude that the merger is good. There is an intense rivalry among the medical instruments and supplies companies. Higher quality of products decreases the buyer power somewhat. Higher entry barriers for the industry lower the risk of substitution and new competiton. Properties of health care diminish real threats for substitute. No matter what kind of analyzing method we use, the merger is good for the shareholder, employees and customers of both companies.  

