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Paris, 20 November 2014

After the economic crisis, what does the future hold for
pharmaceutical companies in Europe?

The pharmaceutical sector’s dependence on the economic situation of
European countries proved to be crippling for the industry during the 2008-09
crisis, and once again during the sovereign debt crisis of 2011-12. Particularly
weakened by reduced health expenditure in Europe, pharmaceutical companies
are now looking to revive, expand into new markets and invest in niche markets
to break the deadlock.

The economic crisis, an accelerator of change in the pharmaceutical sector
o The state's inherent role in reduced health expenditure

The economic crisis has had a strong negative impact on drug consumption in Europe, despite
an aging population. In fact, governments, as the principal financers, have been forced to curb
their health expenditure to contain the increase in their debt, and have therefore limited the
reimbursement of drugs. Consequently, the share of GDP spent on drugs fell between 2003
and 2011, from 14.9% to 13.4%. In addition, a pro-generic drug policy has been promoted at
the expense of pharmaceutical companies, with doctors being encouraged by the authorities to
prescribe generic drugs and consumers turning to these better reimbursed drugs. Finally, the
interdependence of European countries in terms of pricing is fuelling the trickle-down effect of
this reduced health expenditure.
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The birth of a new model focused on "pharmerging"
e Faced with increasing regulation from the authorities in Europe...

Today more than ever, public authorities are regulating the entire process of placing drugs on
the market. This is illustrated by pricing policies such as "Value Based Medicine" .
Pharmaceutical companies now have to prove that, in addition to therapeutic effectiveness, a

new molecule brings value to the patient in terms of quality of life.

These hurdles slow down the process of placing drugs on the market and are likely to reduce
the reimbursement value of products of pharmaceutical companies, who are simultaneously
facing the competitive force of generic drug manufacturers. Generics how account for over
50% of market share in terms of sales volumes (in 2013, the ratio was 46%-54% in favour of
generic drugs). These generic drugs, which are created from molecules that have fallen into
the public domain, do not have to bear the cost of R&D and can therefore be priced
significantly lower than the original drugs.

e ...new market segments need to be developed

In order to boost their productivity, pharmaceutical companies are moving towards emerging
countries, whose aging populations make them future growth markets. Furthermore, the latest
health policies of newly industrialised countries are facilitating greater access to care.

""Pharmerging"” is becoming a new Eldorado for European pharmaceutical companies. Unlike
developed countries, drug sales in emerging countries should experience double-digit annual
growth by 2017. This potential will partially offset the effects of the budgetary restraint policies
in Europe. Major industry groups are now gaining the growth they lacked in emerging
countries", explains Khalid Ait-Yahia, sector economist at Coface.

Another train of thought also being adopted by pharmaceutical companies is that of moving
R&D to a smaller but better valued market. The niche of the most complex diseases is
attracting strategic repositioning for the pharmaceutical sector. This highly targeted
development involves diseases for which treatments are very expensive and often borne by
governments. Pharmaceutical companies are planning their growth in complex treatment
areas such as oncology, diabetes and cardiovascular diseases. In Europe, this prospect is
becoming a reality for pharmaceutical companies thanks to close cooperation with major
worldwide research centres, which are the main generators of fundamental research in
understanding diseases that are difficult to treat.
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1 VBM: the drug price and rate of reimbursement is set by the government depending on its medical effectiveness,
which is laborious to determine.
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About Coface

The Coface Group, a worldwide leader in credit insurance, offers companies around the globe solutions
to protect them against the risk of financial default of their clients, both on the domestic market and for
export. In 2013, the Group, supported by its 4,440 staff, posted a consolidated turnover of €1.440 bil-
lion. Present directly or indirectly in 98 countries, it secures transactions of over 37,000 companies in
more than 200 countries. Each quarter, Coface publishes its assessments of country risk for 160 coun-
tries, based on its unique knowledge of companies’ payment behaviour and on the expertise of its 350
underwriters located close to clients and their debtors.

In France, Coface manages export public guarantees on behalf of the French State.

www.coface.com
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