Digital health technology faces new challenges amidst fierce competition
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The landscape of digital health technology has rapidly evolved, particularly in the wake of the COVID-19 pandemic, with a surge in applications designed to track various aspects of health including sleep, fitness, and reproductive wellness. These innovations, which involve diagnosing, monitoring, and coaching users, were released at an impressive rate of 250 per day during 2020, leading to significant investment in the sector. According to data from CB Insights, over $100 billion was funneled into the digital health field globally between 2020 and 2022. Despite these advancements, the current investment climate has grown challenging for key players in this evolving market.
Competition has become increasingly fierce, particularly in the mental health sector, which has consistently attracted substantial funding. However, with a deluge of options available to patients, companies are finding it costly to both attract and retain users. This competitive environment has had tangible impacts on market valuations; for example, shares of Teladoc, which owns the prominent mental health platform BetterHelp, saw a significant drop of more than 50% in 2024. 
Start-ups in the digital wellness space are also facing headwinds as they compete not only with each other but also with well-established tech giants. The monumental presence of companies like Amazon poses distinct challenges, prompting some collaborations but also creating anxiety among investors. For instance, stocks of the online therapy service Talkspace surged by two-thirds since Amazon Health Services integrated it into a new service aimed at facilitating access to health insurance benefits. Conversely, shares of Hims & Hers Health fell by 15% on the day Amazon announced a competing telehealth service, despite a recent boost in market value due to heightened interest in GLP-1 weight loss injections, resulting in a dramatic increase of approximately 160% to a market capitalisation nearing $5.5 billion.
Investments in the digital health sector have diminished as interest rates have risen, which highlights investors’ increasing focus on pathways to profitability. Data from CB Insights indicates that equity funding for digital health has plummeted to just over a quarter of its peak in 2021. Notably, one-third of digital health investments in the first half of 2024 were allocated to start-ups that are applying artificial intelligence (AI) technologies.
AI applications in medicine exhibit considerable potential, notwithstanding ongoing concerns about issues such as hallucinations, legal accountability, and data privacy. The technology presents opportunities for enhanced drug discovery and serves as a promising diagnostic tool, with substantive benefits already seen in fields like radiology and cardiology. However, for these start-ups to secure a sustainable competitive edge, they must build scale and acquire proprietary data. As illustrated, while the potential for digital health technologies is substantial, the journey to profitable and sustainable investment remains fraught with challenges.
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