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Regulatory Changes Cloud Healthcare,
Yet Long-Term Growth Outlook Intact

KEY TAKEAWAYS
The revenue and earnings
outlook for the global
healthcare sector has
come under a cloud
recently as governments
have aggressively pressured
drug manufacturers to
lower prices. Service
providers are also facing
lower earnings growth as
governments try to reduce
costs and rebuild the
financial viability of their
healthcare systems.

The revenue and earnings outlook for the global healthcare sector has come under a cloud recently
as governments have aggressively pressured drug manufacturers to lower prices. Service providers
are also facing lower earnings growth as governments try to reduce costs and rebuild the financial
viability of their healthcare systems. Uncertainties related to sweeping reforms such as the replacement
of the Affordable Care Act in the U.S. have added to the healthcare industry’s troubles. The long-term
demand growth outlook is brighter in emerging countries, where healthcare consumption remains low.
However, governments in those countries are also trying regulatory restrictions on drug pricing and
other measures.
The global healthcare sector is facing headwinds in the form of regulatory overhaul and tighter pricing
negotiations by populist governments, especially in the U.S. Even as drug makers and healthcare
services providers were reshaping their strategies to align with the Affordable Care Act introduced by
the previous U.S. administration, the sector is facing the reversal of several key features of that initiative.
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While the new administration has repeatedly talked about repealing the Affordable Care Act, there
is no clear picture of the new structure that would take its place. This has added to the uncertainty
facing the sector, as yet unsure of another about turn by a future administration.
In contrast, there is more political agreement over pressuring drug makers and service providers to
reduce prices. Considering the fragile financial state of most government-run healthcare programs
across the developed world, this was only to be expected. The industry has countered that higher
prices are necessary to sustain new research and innovation. It is also argued that higher prices, after
trade discounts, have had only a moderate effect on the revenues of drug makers. Nevertheless, it is
likely that the pressure on the industry to make healthcare more affordable will remain. Governments
may also try to increase the market access for lower priced versions, such as generic drugs.

Despite these short to
medium term uncertainties,
the long-term demand
outlook for the sector
remains robust. Most
developed economies.
have aging populations,
while growing incomes and
rising health awareness
could boost demand in
emerging countries.

Despite these short to medium term uncertainties, the long-term demand outlook for the sector
remains robust. Most developed economies have aging populations and demand for healthcare
products and services is likely to only grow. The short-term pressure on pricing and margins have kept
sector valuations relatively low. This could boost mergers and acquisitions activity in the coming years,
as the larger companies with strong cash flows look to strengthen their product offerings or enter new
market segments.
The long-term demand outlook is brighter in emerging countries, where healthcare consumption is still
very low. Growing incomes and rising health awareness could boost demand, especially in countries
with large populations that would allow sufficient operational scale and efficiencies. Government
policy is also crucial in enabling a favorable environment to achieve this growth potential. The basic
healthcare services in several of these countries are controlled by the government or are heavily
subsidized. As a result, some governments have instituted price controls for the most widely used
drugs and other healthcare services. Nevertheless, much of these restrictions are in the low margin
commoditized segments and leave the industry sufficient space for growth.

This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance
or other investment advice and does not represent a recommendation to buy or sell any security or to invest in any
particular market or country. Certain information included in this publication was received from what we believe to
be reliable third parties, however completeness, accuracy, and suitability cannot be guaranteed. Unless otherwise
specified, you are solely responsible for determining whether any investment, security or other product or service
is appropriate for you based on your personal investment objectives and financial situation. You should consult an
attorney or tax professional regarding your specific legal or tax situation. The information contained in this publication
does not, in any way, constitute investment advice and should not be considered a recommendation to buy or sell
any security. Thomas White International, Ltd., may, from time to time, have a position or interest in, or may buy, sell
or otherwise transact in, or with respect to, a particular security, issuer or market on our own behalf or on behalf of a
client account.
Past performance is not indicative of future results.
FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White
International, Ltd. undertakes no responsibility to update publicly or revise any forward looking statements.
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $2.0 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.

For more information, please contact:
Gabriel J. McNerney, CFA
(312) 663-8318
gmcnerney@thomaswhite.com
thomaswhite.com

312-663-8300 | www.thomaswhite.com | © 2017 Thomas White International, Ltd.

