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Valuation of Telemedicine: Competition

Introduction

The fourth installment in this five-part Health Capital
Topics series on the valuation of telemedicine will focus
on the competitive environment in which telemedicine
providers operate.! The first installment in this series
introduced telemedicine and its increasing importance to,
and popularity among, providers and patients, as well as
the current and future challenges related to telemedicine.?
The second installment took a deeper dive into the
reimbursement environment in which telemedicine
providers operate, including before and during the
COVID-19 pandemic,® while the third installment
examined telemedicine’s regulatory environment, with a
specific focus on fraud and abuse laws.*

The Rise of Telemedicine Supply and Demand

Although telemedicine utilization has been relatively low
historically, in recent years, practitioners’ use of
telemedicine has grown considerably as the technology
becomes more readily available and affordable.® The use
of telemedicine has become increasingly popular among
both payors and providers, who have been adopting the
technology at a rapid pace in an attempt to reduce
avoidable hospitalizations and improve in-facility care.®
In fact, after slower growth in the early part of the decade,
telemedicine utilization increased 53% between 2016 and
2017, but still only accounted for 0.11% of all national
medical claim lines in 2017.7 Urban use of telemedicine
grew much faster than rural use during that time, with
growth rates of 55% and 29%, respectively.® Further,
76% of hospitals had, by 2017, at least partially
implemented a telemedicine system to connect with their
patients through videoconferences, remote monitoring,
online consultation, and other wireless communications.®

During this time, many health systems found that
implementing telemedicine also provided them a
competitive advantage. This technology allowed patients
to receive ongoing care, particularly from specialists, and
allowed those specialists to take on more patients and tap
into new markets.’® One main competitive advantage
reported by providers was that telemedicine allowed
them to have a stronger presence in underserved
markets.

This growing utilization of telemedicine among
providers and patients in recent years is attributable to
several factors. First, as healthcare reimbursement has
shifted over the years from volume-based to value-based
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care, healthcare providers have increasingly looked to
telemedicine to expand patient services and better
support patients before and after their in-office visit.'?
This care may lead to better patient outcomes and reduce
costly and unnecessary hospitalizations.’® For patients
who face multiple serious conditions, difficulty leaving
their home, or other barriers to accessing traditional care,
telemedicine can represent a more appealing option,'* as
these services can be delivered either at a closer facility
or in the comfort of the patient’s home.’® Second, as
mentioned briefly above, advancements in telemedicine
technology itself, as well as in technology infrastructure
such as broadband availability for patients, have allowed
otherwise unserved or underserved patients to receive
healthcare services.'® In fact, other than barriers to in-
person visits such as paid parking, the ability to access
high-speed internet is a main factor of patients to choose
telemedicine over in-person visits.'” Third, using
telemedicine as a healthcare service delivery method has
great potential for cost savings, in large part by reducing
unnecessary visits to emergency departments.*® While
telemedicine utilization has been on the rise over the past
decade due to these various reasons, it was not until the
2020 COVID-19 public health emergency (PHE) that
telemedicine became widely adopted and utilized by a
variety of patients and providers.

Changes to Telemedicine Supply and Demand during
the COVID-19 PHE

Telemedicine has quickly become routine for Medicare
beneficiaries since the start of the PHE. Only 14,000
Medicare beneficiaries per week used telemedicine at the
start of 2020, but from March to early July 2020, the total
number of beneficiaries who received care through
telemedicine soared to over 10 million.® Similarly, only
0.1% of Medicare primary care visits were conducted via
telemedicine prior to February 2020, compared to 43.5%
in April 2020.2° Both primary and specialty care
physicians have experienced increases in the number of
telemedicine visits from the start of the PHE.?* The
growth and expansion of telemedicine has been slower in
rural areas; however, even the state with the lowest rate
of telemedicine use, Nebraska, saw increases in
telemedicine primary care visits — up to 22% of all
primary care visits.?? Several policy changes from the
Centers for Medicare and Medicaid Services (CMS),
which included relaxations of previous rules and
stipulations; added services; and, increased flexibility for
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providers and patients, launched this rapid expansion
following the declaration of the COVID-19 national
emergency.?® Going forward, the continued success of
telemedicine may again hinge on CMS and whether
wider reimbursement is implemented.?*

Despite the increased utilization of telemedicine during
the COVID-19 PHE, there is also evidence that overall
primary care visits decreased significantly. Primary care
visits in the second quarter of 2020 were more than 20%
lower than the average of the previous two years’ second
quarter visit numbers.?> Researchers also found that the
contents of the visits that did occur in Q2 2020 were
different than for Q2 2018 and Q2 2019 — for example,
the assessment of important risk factors such as blood
pressure and cholesterol was significantly less common
in 2020.% Further, the demand for telemedicine has
begun to decrease since the summer of 2020, after the
first few months of the pandemic. In July, nationwide
telemedicine visits were down to 21% of all visits, from
69% in April.?” These dramatic changes in demand from
pre-COVID-19 to later in the pandemic have reportedly
left hospitals and other providers having to provide
training in virtual care to their staff, only to switch many
of these staff back to in-person visits.? After the financial
tolls of the pandemic, many providers are looking to
balance the most cost effective combination of these two
visit types, which now seems to mean scaling back their
telemedicine operations from those levels early into the
COVID-19 PHE.®

How Will Telemedicine Continue to Transform
Competition?

Despite uncertainties, many experts continue to project
growth over the next several years in the area of
telemedicine. One market analysis projected that the
global telemedicine market will be valued at nearly $186
billion by 2026, an increase of $152 billion from 2018.%°
The compound annual growth rate (CAGR) is projected
to be approximately 25.3%, which highlighted the
COVID-19 pandemic and investment in research and
development as major reasons for this growth. 3!

Further, while telemedicine has undoubtedly already had
an effect on competition and likely has been a useful tool
for competing in the healthcare market for many years,
some predict that it could have an even more profound
effect in the future. One analysis likened telemedicine in
healthcare to the rise of online shopping for other
industries or online education in the higher education
system.®? Similarly, by releasing some constraints
typically put on patient choice, telemedicine may also
lead to lower prices and greater availability of services.®
As discussed above, providers have found themselves
able to serve more patients with telemedicine. Since the
start of the COVID-19 PHE, they are also able to serve
new patients to their practice (in contrast to only
established patients), as well as patients in different
states. A continued relaxation of these restrictions may
serve to at least partially ameliorate geographic and
availability limitations through the use of telemedicine.
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Where limited specialists and hospital consolidations
have led to increased prices of care, telemedicine may be
a powerful tool to foster competition and decrease those
prices.*

In addition to ameliorating access, telemedicine also has
the potential to lessen the effects of growing primary care
physician shortages. The Association of American
Medical Colleges (AAMC) has predicted that there will
be a shortfall of 21,000 to over 55,000 primary care
physicians by 2033.%° Physicians retiring, the aging
population in the U.S. (and particularly the “Baby
Boomer” cohort), and improved access to healthcare
services are likely to all be strong contributors to this
shortage.®® Because telemedicine makes visits more
efficient,® the potential effects from this shortage may be
lessened through telemedicine, which allows one
physician to see and monitor a greater number of patients.
By contrast, the entrant of a new competitor into the
market — the telemedicine companies themselves — may
create more competition for physician talent.3® Because
telemedicine does not need to be conducted through a
traditional health system or healthcare provider, many
patients may be able to access symptom monitoring,
educational materials, and referrals directly from a
telemedicine company.®® Especially if telemedicine
continues to be commonly utilized by patients in the
future, and the technology continues to develop and
expand the limits of telemedicine, health systems may
find themselves competing with the telemedicine
providers directly, for patients, physicians, and non-
physician providers.

Barriers to Entry

In order to realize the full potential of telemedicine,
providers will have to continue to supply telemedicine
services in the long-term, not just during the current PHE,
and patients will have to be willing to regularly utilize
telemedicine in the course of their medical regimen.
Recent decreases in both the supply and demand of
telemedicine services may call both of these assumptions
into question. On the demand side, rural patients, who
have the greatest need for these services, still struggle to
access telemedicine due to limited broadband
availability, which may significantly affect their demand
for these services.*® On the supply side, the up-front costs
of the hardware, software, and human resources needed
to begin offering telemedicine may also be a steep barrier
for providers, and particularly for smaller practices.*
These barriers will likely set limits on who can provide
telemedicine, especially given the uncertainty of
expanded reimbursement post-COVID-19.42

Despite these myriad issues, experts remain confident
that telemedicine will continue to grow. Telemedicine’s
full effect on the healthcare industry may be yet unseen
and will depend on the factors discussed in previous
Health Capital Topics articles on telemedicine valuation
as well as the subject of the final installment of this series
— technology.
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For the purposes of this series, the terms “telemedicine” and “telehealth”
will be considered to be synonymous, with the former used exclusively
for the sake of consistency.
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