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Valuation of Orthopedic Services: Competitive Environment

As discussed in the first installment of this five-part
Health Capital Topics series regarding the valuation of
orthopedic services, musculoskeletal disorders (MSDs)
affect approximately 126.6 million Americans,
representing roughly one in two adults, and generate
healthcare costs exceeding $980 billion annually.! The
prevalence of these conditions, particularly arthritis, is
expected to increase substantially over the coming
decades as the population ages. This second installment
examines the competitive environment for orthopedic
services, including the demand for orthopedic services,
the supply of orthopedic surgeons, and the factors driving
the supply-demand imbalance in this specialty.

Demand for orthopedic services is on the rise, driven by
the continued variety of services required by patients of
all ages. The aging population, in particular the Baby
Boomer generation, is increasing the demand for
orthopedic services. The elderly population utilizes a
greater proportion of (and expenditures related to)
medical services relative to the rest of the general
population, and as such may comprise a growing part of
the orthopedic patient population in future years,
particularly in consideration of the fact that age increases
the risk of certain conditions, such as arthritis, that
require orthopedic services.

Increases in the health factors and conditions that
contribute to MSDs will also drive demand for
orthopedic services. Numerous health conditions, obesity
in particular, can increase patients’ risk of developing
various MSDs. Additionally, health behaviors such as
smoking, alcohol use, and poor diet can also contribute
to the development of MSDs. Adult obesity reached
40.3% in the U.S. according to National Health and
Nutrition Examination Survey (NHANES) 2021-2023
data, with severe obesity affecting 9.4% of adults.?
Obesity prevalence varies regionally, with West Virginia
demonstrating the highest obesity rate in the U.S. at
41.4% and Colorado demonstrating the lowest rate at
25.0%.? The 40-59 age cohort has the highest obesity rate
(46.4%), directly corresponding to the demographic most
likely to require joint replacement within the next two
decades.*
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The orthopedic surgeon supply-demand imbalance
represents one of the most significant challenges facing
healthcare systems. According to data from the
Association of American Medical Colleges (AAMC),
there were approximately 19,344 active orthopedic
surgeons practicing in the U.S. in 2023.> Approximately
32.3% of practicing orthopedists were aged 65 or older in
2023.% This suggests that a substantial proportion of the
orthopedic surgeon workforce may retire in the coming
years.

The Health Resources and Services Administration
(HRSA) projects a shortage of 5,080 orthopedic surgeons
by 2025, while AAMC forecasts an overall surgeon
shortfall of 10,000 to 19,900 by 2036.” With the majority
of orthopedic surgeons planning to retire in their 60s, and
32.3% already at or above age 65, there may be an
impending wave of retirements.® If the current trend of
new entrants to orthopedic surgery remains stable, then
the next ten years may see more orthopedic surgeons
retiring than entering the workforce, causing the total
supply of orthopedic surgeons to shrink, which may
result in a manpower shortage.

Notably, the concentration of orthopedic surgeons, and
demand for orthopedic services, vary geographically, as
set forth in the exhibits below:
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Exhibit: Normalized Relative Demand Index (RDI)'

Normalized ROI

0 » w ® 0 100

As a result of these demographic and workforce trends,
the supply of orthopedic surgeons may fall behind as
demand increases. A 2023 study found that orthopedic
surgeons will need to double their total joint arthroplasty
(TJA) caseload by 2050, from 65.2 procedures per
surgeon in 2017 to 139.4, or increase the number of
surgeons by 10% every five years through 2050 to meet
demand for that procedure alone.!' Other orthopedic
procedures are expected to similarly increase. The most
rigorous current estimates project primary total hip
arthroplasty to reach 635,000 procedures by 2030,
representing 71% growth from 2014. Primary total knee
arthroplasty is projected to reach 1.26 million procedures
by 2030, representing 85% growth from 2014.' Revision
arthroplasty volumes are projected to increase even more
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dramatically. By 2060, revision knee arthroplasty is
projected to reach 286,740 procedures annually,
representing over 520% cumulative growth from 2020.13
Revision hip arthroplasty is projected to reach 61,764
procedures annually by 2060, representing 101%
cumulative growth from 2020.1

Patient demographics are also shifting younger; by 2030,
52% of primary hip replacements and 55% of primary
knee replacements will be performed on patients younger
than 65, fundamentally altering both insurance payor mix
and patient expectations for implant longevity.!> This
demographic  shift has implications for both
reimbursement patterns and the types of services offered.

The competitive environment for orthopedic services is
characterized by growing demand driven by an aging
population and increasing prevalence of obesity and
other conditions that contribute to MSDs. At the same
time, the supply of orthopedic surgeons faces significant
constraints due to an aging workforce. This supply-
demand imbalance has important implications for the
valuation of orthopedic services and the compensation
arrangements  between orthopedic surgeons and
healthcare organizations.

The next installment of this five-part series will examine
the reimbursement environment for orthopedic services,
including the Medicare Physician Fee Schedule, recent
legislative changes affecting physician reimbursement,
and the emergence of value-based payment models in
orthopedics.
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Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting service
line. In this role, she prepares CON applications, including providing services such
as: health planning; researching, developing, documenting, and reporting the market
utilization demand and “need” for the proposed services in the subject market service
area(s); researching and assisting legal counsel in meeting regulatory requirements
relating to licensing and CON application development; and, providing any requested
@ % support services required in litigation challenging rules or decisions promulgated by

a state agency. Ms. Bailey-Wheaton has also been engaged by both state government
agencies and CON applicants to conduct an independent review of one or more CON applications and provide
opinions on a variety of areas related to healthcare planning. She has been certified as an expert in healthcare planning
in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in publications such as: The
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