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AT A GLANCE
The global health-care industry faces two critical challenges: large variation in
patient outcomes and continually increasing costs. Value-based health care can
address both, but hospitals and health systems must factor value into their procurement decisions for medical products.
Health Care Procurement Still Focuses on Purchase Price
Most providers purchase medical products on the basis of the up-front purchase
price, which doesn’t address the needs of patients and clouds the true cost of care.
A New EU Directive Emphasizes Value
The European Parliament’s new directive on public procurement encourages a
more holistic perspective that factors in product quality and total life-cycle costs.
A New Framework Can Lead to Smarter Procurement
BCG and MedTech Europe have developed a new value-based procurement framework that is aligned with the new EU directive. It places at its core the simple
value-based health-care equation of patient outcomes divided by the costs of
achieving these outcomes. It will help break down organizational silos within health
care institutions and spur innovation among medtech companies.
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n most developed markets, health care suffers from two large and growing
problems. The first is the significant variation in patient outcomes, even for
routine procedures. For example, one in seven people in Europe will likely need
either hip or knee replacement surgery at some point in their lives. Germany has
some of the world’s best orthopedic clinics, yet patients who undergo hip surgery in
that country experience a vast range of outcomes. Those who are treated at the
country’s worst-performing hospitals require follow-up surgery within two years at
rates that are 18 times higher than for patients at the best-performing hospitals.

That same disparity is seen for other medical conditions and in other markets. (See
Exhibit 1.) In the Netherlands, whose health care consistently ranks among the best
in Europe, there is a ninefold variation in the rate of post-surgical complications
from radical prostate surgery, a procedure that can have a major impact on a patient’s quality of life. In Sweden, the complication rate for some patients who undergo cataract surgery can be 36 times that of other patients. These variations are
mainly the results of differences in medical practices—rather than demographics or
other complicating medical conditions in patients—and can, therefore, be addressed.

Exhibit 1 | There Is Significant Variation in Outcomes for Many
Conditions
Outcome variation
rate (multiple)

2

30-day mortality from heart attack (U.S.)

4

Bypass surgery mortality (UK)

9

Complications aer radical prostatectomies (Netherlands)

18

Reoperations aer hip surgery (Germany)

20

Mortality aer colon cancer surgery (Sweden)

36

Complications aer cataract surgery (Sweden)

Sources: Medicare Hospital Compare; Myocardial Ischaemia National Audit Project; Inspectie voor de
Gezondheidszorg; Gemeinsamer Bundesausschuss; Svenska Kolorektalcancerregistret; Svenska Nationella
Kataraktregistret; BCG analysis.
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The second major health-care problem is spiraling costs. In the Netherlands, for example, health care spending rose seven times faster than GDP from 2004 through
2014. Most developed countries are experiencing similar increases in spending—
rates that are simply unsustainable. (See Exhibit 2.) Given these two challenges—
variations in outcomes and spiraling costs—there is an urgent need to find new
ways to create value in health care.
Value-based health care, which focuses on patient outcomes and the costs of delivering these outcomes, can address both challenges. Moreover, the medical technology, or medtech, industry is in a unique position to boost value-based health care.
Thanks to its design innovations, therapeutic and business experience, and deep relationships with health care providers, medtech—probably more than any other
sector of health care, including pharmaceuticals—can help providers deliver better
care at more reasonable costs.
However, public procurement can represent a major barrier. Most hospitals and
health systems purchase medical products—including devices, supplies, and equipment—primarily on the basis of up-front purchase costs. This shortsighted ap-

Exhibit 2 | Health Care Costs Are Rising at Unsustainable Rates
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proach—often driven by a crude focus on short-term cost savings—does not address the needs of patients and clouds the true cost of care.
If the health care industry is to shift to value-based care, hospitals and health systems must revamp their approach to public procurement, allowing medtech to become part of the solution. Last year, the European Parliament passed a new publicprocurement directive that encourages contracting authorities—including hospitals
and health systems—to move away from price-only-based procurement. Instead,
the directive established a more holistic perspective for procurement that factors in
quality, total costs across the product life cycle, and broader socioeconomic considerations in the purchasing of medtech products.
This move represents a major turning point in the progress to value-based health
care. To seize the opportunity, The Boston Consulting Group and Eucomed (part of
MedTech Europe, an alliance of European medical-technology trade associations)
partnered to design a framework that can help contracting authorities make smarter procurement decisions. We collaborated closely with specialists from leading
health-care institutions who have already implemented innovative procurement
practices. Our ambition was to create a simple logic and nomenclature that will
help purchasing officials create tendering processes for medical products that can
promote better patient outcomes in the most economically advantageous way.
Some medtech companies are already partnering with hospitals and health systems
to develop value creation programs. Increasingly, these companies are selling solutions rather than products. If the medtech industry is to build on this progress, however, the prevailing approach to procurement in health care will have to change.

The Current Approach to Procurement Falls Short
In their groundbreaking book, Redefining Health Care, Michael E. Porter and Elizabeth Olmsted Teisberg defined value in health care: outcomes that matter to patients divided by the cost to achieve these outcomes. This deceptively simple approach is becoming the most effective means for measuring health care delivery. It
aligns all stakeholders around a common viewpoint. Most important, it shifts the
discussion, which has been focused mainly on cost, to a more holistic perspective.
Medtech can improve both components of the value equation, leading to better outcomes and lower overall costs. Yet the procurement process at most hospitals and
health systems is not set up to achieve this. An estimated 70% of global medtech
sales go through a public-procurement process, and 70% of the decisions in those
cases are determined on the basis of price. Both numbers are rising.
The focus on the up-front purchase price of medical products has many unintended
consequences—for the medtech industry as well as health care as a whole. Our research shows that it may lead to reduced competition over time. Unsustainably low
prices could make the market unattractive for smaller players or force suppliers to
exit markets owing to large-volume tenders that effectively block supply for three
to five years. In addition, a focus on low prices reduces innovation and discourages
the adoption of new technologies.
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To shift to valuebased care, hospitals
and health systems
must revamp
their approach to
public procurement,
allowing medtech to
become part of the
solution.

However, the biggest problem with the current, price-based approach to procurement is that it addresses neither quality nor the total cost of patient care. The
public-procurement system is widely plagued by organizational issues—silos within
hospitals and health systems, misaligned incentives, and bureaucratic administrative structures. In the course of this investigation, we interviewed many procurement officials who explicitly told us that they didn’t directly consider patients when
creating tenders for medical devices, equipment, and supplies. Significantly, these
officials were also generally unconcerned about costs that were outside the procurement budget, which was, for the most part, limited to the sourcing of medical
products (and pharmaceuticals). Most procurement officers consider only their own
budget. This is surprising, given that medical products make up only 5% to 10% of
the total health-care expenditure. If organizations are going to reduce costs systematically, they cannot leave the bulk of the costs of care unaddressed.

Procurement officials
explicitly told us that
they didn’t directly
consider patients
when creating tenders
for medical devices,
equipment, and
supplies.

In fact, shortsightedness in procurement decisions leads, in many cases, to higher
total costs, even for basic supplies, such as IV catheters. We were told of low-cost IV
catheters that broke easily, were not user-friendly, required considerable time to
handle properly, and posed safety risks to clinical staff. The extra costs triggered by
such price-based purchases do not affect the procurement budget and are hard to
identify and quantify—unless there is good communication between clinical and
procurement units.

A New Framework
In 2014, the European Parliament sought to alleviate some issues associated with
price-only-based procurement. The directive, which puts far more emphasis on the
concept of the best price-quality ratio in procurement, presents a unique opportunity for the health care industry to act. (See the sidebar “The EU’s PublicProcurement Directive.”)
To a certain extent, the new directive is promoting and spreading some advanced
procurement practices already under way in a few areas. The concept is neither
new nor untested: some organizations are already using some form of value-based
procurement, and it is leading to better purchasing decisions. (See the sidebar
“Value-Based Procurement: Four Case Studies.”)
The directive also encourages each industry to define the best price-quality ratio for
its specific situation. To that end, we analyzed the efforts already under way to align
value-based health care with procurement and worked with MedTech Europe to develop a framework for value-based procurement. (See Exhibit 3.) The new framework is intended to serve as a guide for contracting authorities building a tender, as
well as medtech companies shaping their product and service solutions. It lays out a
menu of recommended quality and cost criteria to be used in evaluating tenders.
At the core of the framework is the value-based health-care equation—patient outcomes relative to the cost of delivering these outcomes, including not only initial
product costs but also the total cost of care delivery. This means, for example, that
if a device can reduce the length of a surgical episode, shorten the length of a patient’s hospital stay, or eliminate the need for a second hospitalization for the same
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The EU’s Public-Procurement Directive
In February 2014, the European Parliament passed Directive 2014/24/EU,
which focuses on public procurement,
repealing a previous directive from
2004. The directive aims to improve
procurement by promoting quality
and innovation while considering
longer-term costs, as well as, for
example, environmental and social
factors. Specifically, it provides more
freedom to contracting authorities by
encouraging the use of flexible
procedures and allows greater
interaction with the market. For
example, rather than the traditional,
one-way tendering format, the
directive introduces negotiation and
competitive dialog formats. These
new procedures allow closer collabo-

ration between the contracting
authorities and suppliers in the
tendering process.
In addition, the directive encourages
industries—including medtech—that
sell to public authorities to define the
best price-quality ratio, which is
equivalent to value for money and
allows public authorities to consider
full life-cycle costs rather than just
the up-front purchase price. The new
directive mandates that member
states must convert it into national
law by April 2016. (The UK has
already done so, enacting a set of
public-contract laws that took effect
in February 2015.)

Value-Based Procurement

Four Case Studies

Although price-based procurement is
still the norm at many institutions,
others are adopting a more advanced
approach that factors total costs and
outcomes into the process. In our
research, we identified four success
stories.

Sweden: Innovative Tender Criteria
In 2014, Karolinska University
Hospital issued a large, 14-year
tender for imaging services—including MRI, ultrasound, and CT scanners.
The Role of Patient Outcomes. The
tender’s criteria regarding R&D and
innovation stipulated that the hospital
wanted to procure imaging services—
not simply pieces of equipment. The
specifications covered the mainte-

nance of technical standards over the
entire contract period and included
details related to service, upgrades,
and replacement scanners.
Three of the five tender participants
fulfilled the basic requirements and
were invited to participate in a competitive dialog format. The winning
bidder, Philips, won through a combination of attractive pricing and high
quality. The company gained a high
score in R&D and innovation by
offering to establish a local innovation hub for research and education
focused on improving outcomes in ten
high-priority therapy areas. Philips
focused its bid on patient value as
defined by Michael E. Porter and
Elizabeth Olmsted Teisberg and the
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Four Case Studies (continued)
International Consortium for Health
Outcomes Measurement, as well as
on studies of Swedish quality registries by Stefan Larsson, the global
leader of BCG’s health-care payers
and providers sector.

Best Practice. Innovative tender
criteria—concerning, for example,
services to measure and improve
patient outcomes, technological
support, and access to newer imaging
systems during the contract period—
helped Karolinska identify a supplier
that would add value and improve the
way the hospital treats patients.

Best Practice. Requiring that bidders
calculate the total cost of care—including costs related to complications—for a variety of patients helped
SCC move beyond purchase price to
consider costs on a more holistic
level.

Sweden: Total Cost of Care

Norway: Patient Feedback

In 2012, the Stockholm County
Council (SCC), which runs most of the
city’s hospitals, offered an innovative
tender for wound care products.

Helseforetakenes Innkjøpsservice AS
(HINAS), a company owned by the
four regional health authorities in
Norway to coordinate public procurement, opened a tendering process for
IV catheters for the country’s hospitals in 2011.

Hypothetical Wound-Care-Patient Cases.
Instead of looking solely at product
price, the request for bids included
three hypothetical patient cases and
asked bidders to calculate the total
cost of treatment for each.
As part of the tendering process,
suppliers needed to determine the
total cost of the wound care element
using a calculation model that the
SCC provided: the calculation included the unit cost of wound care
dressings, the number of dressing
changes, staff costs for time spent
changing dressings (hourly rates for
nursing were provided), as well as
transportation costs to and from
patients’ homes. The tender also
considered the expected level and
frequency of complications caused—
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or avoided—by using the suppliers’
wound care dressings. It is notable
that the winning bid came from the
bidder with the highest-priced
products: the company was able to
show a lower total cost of care over
time and could document its claims
with clinical evidence.

Patient Feedback as a Procurement
Factor. A previous tender had led to
purchasing IV catheters that had
caused problems. Patients complained about pain levels, and a high
rate of failed injections led to unplanned costs. Together with the
regional health authorities, HINAS set
up the new tender to include low
levels of patient-reported pain as one
of the award criteria, as well as other
qualitative aspects such as ease-ofuse and perceived safety in handling
by the nursing staff.
The tender included a two-month
evaluation period, during which the
products from competing bidders

Procurement

were tested in several hospitals.
Patients and nursing staff scored the
products after using them in multiple
settings. The tender was awarded on
the basis of a combination of cost
and qualitative ratings: the lowestpriced bid did not win. One of the
losing bidders sued, claiming that
the evaluation had been based on
subjective, qualitative criteria, but the
tendering process was deemed legal.
Best Practice. By including a short
evaluation period to assess products
on the basis of feedback from clinical
staff and patients, HINAS was able to
use qualitative criteria as part of its
tender.

Canada: A Risk-Sharing Arrangement
A Canadian provincial health authority issued a tender in 2014 for approximately 22,000 pacemakers, implantable cardioverter defibrillators, and
cardiac resynchronization therapy
devices over a four-year period. One
of the critical award criteria was the
expected median life span of the
devices, including normal battery
depletion. When pacemaker batteries
wear out, patients require surgery
to replace them. The potential for
complications and hospital stays can
mean significant swings in outcomes
and the total cost of care.

example, some newer devices
described as having a seven-year life
span had not been in patients long
enough to confirm this claim. To
overcome the lack of reliable data,
the contracting authority required
suppliers to share some of the risk. If
a device needed replacement before
the end of the promised seven-year
time period, the supplier would be
obliged to pay the cost of the patient’s replacement surgery. This
commitment served as a powerful
incentive for suppliers to provide
realistic life-span information and
eliminated the need for them to
provide clinical proof of expected
longevity at the time of the tender.
Best Practice. Risk sharing obviated
the manufacturers’ burden of clinical
proof while ensuring that the health
authority would get products that met
its technical requirements for better
patient outcomes.

Risk Sharing on Device Performance. As
part of the tendering process, suppliers were asked to indicate the
expected longevity of their devices
under various usage scenarios. In
most cases, the clinical data required
to back up supplier claims was not
available to the health authority. For
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Exhibit 3 | A Value-Based Public-Procurement Framework
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Source: BCG analysis.
Note: Costs include the costs of care delivery.

episode, the equivalent cost savings should be captured. The same principle applies
to the outcomes side. Meaningful differences in outcomes or willingness to engage
in joint programs to measure improvements should be quantified and factored in.
The core is the most important component of the new framework.
There are also second-tier benefits for patients, health care professionals, providers,
and health care systems. We have reflected these around the core. For example,
contracting authorities might consider the following benefits:

••

The relative convenience and comfort for patients

••

The safety and the ease of use for health care professionals

••

Better care pathways for providers

••

Reduced overall costs for the health system

Encircling this middle layer, we have added an outer ring, with tertiary considerations that reflect the broader impact on society and are of direct interest to policymakers: innovation, sustainability, and socioeconomic impact.
For each element of the framework, we have defined a broad set of criteria that
contracting authorities can use in developing a specific tender. We have also developed a simple tool that they can use in this process. Rather than being prescriptive,
these criteria are meant to inform the tender-building process. From the complete
set of criteria we have defined, contracting authorities should be able to choose
those that are most important for their specific application.
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It is worth noting that the framework is not intended to serve as a formal algorithm
that yields a mathematical solution. It is, instead, a set of considerations that contracting authorities can modify for individual tenders on a case-by-case basis—and
that medtech companies can use to improve their offerings. The crucial aspect is
that it creates a common language that can make it easier for health care providers
and companies in the industry to improve value, and it moves the focus away from
price as the central consideration.

Factoring in Outcomes
One key element of this value-based procurement framework lies at its core:
patient outcomes. However, obtaining information on outcomes from various bidders can be a highly contentious process. In our framework, we recognize these
challenges and propose to conduct evaluations that use pragmatic steps to measure what is relevant and achievable within a tender procedure. We believe that
demonstrating and awarding outcomes—at a level that the contracting authority
can define and assess—is a good way forward. (See the sidebar “Including Outcomes in Tender Evaluations.”) In fact, the support of medtech companies in measuring and reporting on outcomes—or a willingness to offer outcome-dependent
contractual agreements—should also be recognized in the tendering process. Not
all suppliers operate this way, but some have begun to, and purchasers should reward that kind of forward thinking.
Furthermore, the framework offers a new way to evaluate tenders: assigning a
monetary value to each qualitative criterion on the basis of the purchasing authority’s willingness to pay. For bids in which a supplier meets a particular criterion,
the corresponding monetary value should be subtracted from the overall bid cost,
resulting in a net bid value. (See the sidebar “Assign a Monetary Value to Each Criterion.”)
In preparing this methodology and the tool, we have been working closely with a
large number of procurement experts from national and regional procurement organizations, as well as health care providers and medtech companies. So far, the
consensus is that the new assessment methodology is the right way to go. However,
it remains a high-level framework that still needs extensive testing and refinement
for specific product categories. In the coming months, we will be working with national and regional procurement bodies and policy makers to evaluate and refine
the framework.

The Potential to Transform the Industry
The new European public-procurement directive provides a unique opportunity for
the medtech industry to drive value in health care. Our proposed methodology—including the framework and the advanced approach to assessing tender offers—represents a new way of thinking about procurement. If implemented broadly, it has
the potential to transform health care, break down silos within hospitals and health
systems, and shift the discussion focus from price to more holistic considerations. It
will bring clinicians back to the table and drive innovation in medtech products and
business models.
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The framework offers
a new way to evaluate
tenders: assigning a
monetary value to
each qualitative
criterion on the basis
of the purchasing
authority’s willingness
to pay.

Including Outcomes in Tender Evaluations
Traditionally, tenders have not given
much weight to patient outcomes; at
most, they set minimal performance
requirements, giving suppliers little
incentive to aim for better outcomes
and potentially slowing innovation
in health care. We therefore recommend that purchasing authorities
factor outcomes—including patientreported outcomes—into relevant
aspects of the tender evaluation
process and that suppliers that make
investments to improve outcomes
receive proper recognition.
The lack of adequate data on existing products is a central challenge
in this effort. There are not enough
programs that track real-world outcomes involving patients and health
care professionals. Is there a way
around this issue? We believe that
purchasing authorities should consider
two categories of criteria during the
evaluation process.
The first category—outcomes and
evidence—includes the evidence of
relevant improvements, supported by
high-quality data. Ideally, the evidence has been published, but in the
absence of published data, it is still
relatively simple to set up processes
to measure the impact on outcomes
during the evaluation process. For

example, consider the Norwegian
agency described in the sidebar
“Value-Based Procurement: Four
Case Studies” that asked nurses
and patients to evaluate new IV
catheters before it awarded the
tender. We believe such simple
processes could be used more
broadly to gauge patient-relevant
outcomes along with potential
benefits for care providers.
In addition, purchasing authorities
should consider a second category—
outcomes focus—to assess the
willingness of each supplier to
participate in a program that measures outcomes and/or to include
incentives or risk-sharing arrangements as part of the contract. (The
Canadian pacemaker case study
discussed in the sidebar referenced
above is a good example.) On the
basis of these criteria, contracting
authorities can reward suppliers—
and suppliers can commit to delivering on their related claims—even if
they do not yet have detailed evidence at the time of the tender.
Using these measures, procurement
can efficiently include patient outcomes during the tender process and
reward innovation that leads to better
value.

Bringing about the intended change to the procurement environment by broadly
disseminating this methodology will take time and will not be easy. There is—at
least so far—little use of real-world data on patient outcomes, as well as a lack of
universal consensus on how best to measure outcomes. New capabilities need to be
developed in procurement functions and supplier companies.
However, we have already seen innovative providers taking big steps in the right
direction. BCG will continue to work with MedTech Europe to communicate this
value-based framework broadly, involving national industry associations and pro-
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Assign a Monetary Value to Each Criterion
A wealth of literature describes the
pros and cons of various mathematical formulas that combine qualitative
criteria and prices. The most common
method involves assigning a score to
each criterion, totaling the scores to
generate a complete quality rating,
and combining that result with the
bid price (using predefined weights)
to achieve an overall score. However,
there are major challenges in converting a price into a score. For example,
a “ranking paradox” occurs when
multiple bids are ranked in relative
terms (rather than according to
absolute criteria). The departure of
one bid—particularly one that is very
high or very low—can affect the
ranking of the remaining bids,
throwing off the selection process.
We propose another evaluation
method. Rather than scoring everything and then weighting the rankings, contracting authorities can
invert the process and directly assign
a monetary value to each criterion.
For example, if “safety for users” is a
key criterion of the tender, this might
equate to a value of €1,000. That
amount is not calculated using
complex health economics. It is
determined simply on the basis of the
purchasing authority’s willingness to
pay. The values for each of the quality

criteria are then deducted from the
bid price to determine a net bid price.
This method bypasses the mathematical complexity of converting prices to
scores and also makes the process of
building and evaluating tenders far
more intuitive and transparent. The
contracting authority—as represented
by a group of specialists from all
relevant departments, including
procurement, physicians, nurses, and
technical staff—evaluates a specific
quality feature of incremental
improvement in outcomes by answering a single question: How much
extra are we willing to pay?
This approach has been used successfully by the Stockholm County
Council, and many other Swedish
procurement authorities are starting
to apply it.

vider associations as well. But making this a success requires that everyone play a
part in driving the change through each organization.
Working together, contracting authorities and medtech companies can help reshape
the future of health care. Patients deserve that.
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