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The five-year pricing agreement has provided

a steady revenue stream for pharmaceutical
manufacturers, including both branded and
generic products. As branded products come

off licence, generic manufacturers will expand,
prompting branded manufacturers to innovate
new blockbuster drugs. Liquidity for investment is
ample in both sectors, with low risk of insolvency.
Wholesale distributors face escalating pressure
due to more brands coming off licence, leading to
cheaper generic alternatives and reduced revenue.
Sustained margin pressure will continue due to
high stock levels among wholesalers, increased
interest and fuel costs, and the predominant use of
invoice finance for funding.

Sector rating (global): Low Risk

Sector rating (United Kingdom): Low Risk

Strengths Weaknesses

High barriers to entry

Established enterprises in the field are shielded against
new entrants by the high barriers to entry, which are

a result of strict regulatory standards and substantial
expenditure in research and development.

Highly supervised and controlled

Extensive regulations can restrict operational
adaptability, escalate compliance expenses, and slow
down the timely introduction of new drugs. In this
environment, companies must constantly navigate
through intricate regulatory landscapes.

Low fragmentation

The sector derives advantages from economies of scale
and diminished competition, as it is dominated by major
players. Large companies are capable of managing costs
and resources with greater efficiency, which may result in
increased profits and market stability.

Generics and biosimilar drug producers

The rapid expansion of generics and biosimilars present a
considerable obstacle, particularly with the expiration of
patents. This may result in decreased prices and a decline
in market share for the original drug manufacturers,
which can have a negative impact on their profitability.

Key trends and challenges that will shape the industry:
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1. Technology and innovation: The integration of artificial intelligence (Al) in clinical data management is a

maijor trend. Al, which encompasses machine learning and deep learning, is being employed in activities,
such as writing protocols, risk assessments, and streamlining medical coding review processes. The
incorporation of this technology enhances the effectiveness and excellence of data management.

. Economic and financial factors: Post-COVID developments, inflation, and geopolitical situations are

significant challenges. These economic constraints are forcing the pharmaceutical sector to re-evaluate
long-term sourcing, production, and supply chain optimisation decisions.

. Market dynamics: Big pharma companies are doing more research in-house, while smaller biotech firms

are growing more reliant on specialised or boutique Contract Research Organisations (CROs).

4. Aging and growing population: Healthcare and new treatments for age-related disorders are in demand

as the world population ages (life expectancy 75.6y for women and 70.8y for men). The global population
is 8bn and is expected to reach 8.5bn in 2030. Population growth drives pharmaceutical and healthcare
demand. This expansion increases pharmaceutical consumption and the need for innovative and
diversified therapies.

5. Generic drug-makers: The competition with manufacturers of generic drugs escalated in 2023 due to a

greater number of patents reaching their expiration date, surpassing the levels observed in 2021-2022.
With generic drugs becoming accessible in the market, it is anticipated that it will reduce the revenue of
the branded drug by approximately 70-80%.

. Policy: EU regulations, which are designed to address shortages, enhance medication security, and

combat anti-microbial resistance, may lead to a modification in the protected production period of drugs.
Consequently, unbranded competitors may be able to join the market at a faster pace. Also, changes in
medication security in Europe may restrict exports from the UK if new standards are not met.

Sector Overview:

In 2023, the UK pharmaceutical sector continued to play a critical role in the economy and healthcare. Marked by a
strong research and development focus, it remained at the forefront of biomedical innovation. Despite variations, the
sector saw a trade surplus, indicating a robust demand for UK pharmaceutical products internationally.

This excess implies UK

pharmaceuticals are competitive

Figure 1: UK Import and Export of Pharmaceutical products (Em)
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Pricing power

Established companies possess the ability to set higher
prices due to their possession of patented drugs and
distinct treatments. This power is particularly strong
for drugs without generic equivalents or for life-saving
medications.
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patent expirations, global health
trends, and regulatory changes
may be affecting trade patterns.
The UK pharmaceutical sector’s
trade surplus shows stability and
market presence, but monthly
changes show a dynamic
market that responds to many
complicated factors.
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Main Trends:

The data shows that the expenditure on research and development for pharmaceuticals in the UK increased
significantly between 2002 to 2021, with a considerable increase to £8.2bn in 2021. This increase is in line with the
increased spending of the National Health Service (NHS) and the five-year pricing policy that the UK government
implemented with the Association of British Pharmaceutical Industry, which have freed up funding for research and
development. These investments contribute to the substantial liquidity of the sector as well as the low risk of insolvency
that it faces (there have been no more than 6 annual insolvencies in England & Wales per year over the past 10 years).
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States continues to command the lead.

This move has the potential to refocus
the research and development base of
the pharmaceutical industry towards
emerging economies.

Figure 2: UK Research and Development
Expenditure(in million GBP)

Source: Statista, Allianz Research

*The data also includes chemicals and refers to business R&D performed in the UK
irrespective of the residence of the ultimate owner.

There was substantial variation in pharmaceutical spending as a proportion of overall health expenditure among
different nations in 2022. The UK stands at 9.5%, which is low when compared to nations like as Bulgaria, Greece, and
Romania, where expenditure surpasses 23%. This implies that the UK places lesser importance on allocating funds
towards pharmaceuticals compared to other countries, or indicates effective implementation of cost-containment
measures. Countries with high percentages are seeing a rise in medicine prices or a higher demand for drugs.

Figure 3: Pharmaceutical spending as % of total health spending, 2022
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Source: OECD, Allianz Research
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Consumer Price Index (CPI):

We see a gradual upward trend in prices over the nearly two-decade period. The CPI value begins below the baseline
of 100, indicating prices lower than the 2015 base year, and steadily increases year after year, eventually surpassing
the baseline around 2015. As of 2022, the CPI for pharmaceutical products has risen to 114, reflecting a 14% price hike
since the base year of 2015. The increase in prices can be attributed to the overall inflation in the economy and the
rising expenses related to pharmaceutical products. These higher costs may be a result of advancements in medical
technology, the introduction of new drugs, and stricter regulations that impact production expenses.

Figure 4: Consumer price index (CPI) of pharmaceutical products
annually in the United Kingdom (UK) from 2003 to 2022
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Source: Statista, Allianz Research

Medical Goods Retail Sales:

From 2019 to the third quarter of 2023, the retail sales of medical goods in the United Kingdom exhibit a growing
tendency that reaches its high in 2021. On the other hand, there is a significant drop from the fourth quarter of 2022
until the year 2023. The peak in 2021 could be linked to increased spending on healthcare during the later phases of
the pandemic. In 2023, the drop reflects a stabilisation that occurred after COVID-19 or the impact of steps taken to
reduce fiscal spending. The decline in 2023 may also be an indication of the difficulties that the pharmaceutical retail
sector in the United Kingdom is facing as a result of Brexit and other global economic challenges.

Figure 5: UK Medical Goods Retail Sales (in million GBP)
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Allianz Trade:

One way to protect your business against the risk of non-payment from a business customer due to
insolvency is a comprehensive trade credit insurance policy.

Allianz Trade is the global leader in trade credit insurance and a recognised specialist in the areas
of surety, collections, structured trade credit and political risk. When the unexpected arrives, our AA
credit rating means we have the resources, to provide compensation to maintain your business. For
more information, visit www.allianz-trade.co.uk.

Contact us:
If you'd like to find out more on how trade credit insurance can help you, contact us today at
+44(0)800 056 5452 or email to info.uk@allianz-trade.com

About Allianz Research
Allianz Research encompasses Allianz Group Economic Research and the Economic Research
department of Allianz Trade.

Forward looking statements

The statements contained herein may include prospects, statements of future expectations and other
forward-looking statements that are based on management’s current views and assumptions and
involve known and unknown risks and uncertainties. Actual results, performance or events may differ
materially from those expressed or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions
and competitive situation, particularly in the Allianz Group’s core business and core markets,

(ii) performance of financial markets (particularly market volatility, liquidity and credit events),

(iii) frequency and severity of insured loss events, including from natural catastrophes, and the
development of loss expenses, (iv) mortality and morbidity levels and trends, (v) per-sistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency
exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including
tax regulations, (x) the impact of acquisitions, including related integration issues, and reorganization
measures, and (xi) general competitive factors, in each case on a local, regional, national and/or
global basis. Many of these factors

No duty to update

The company assumes no obligation to update any information or forward-looking statement
contained herein, save for any information required to be disclosed by law. may be more likely to
occur, or more pronounced, as a result of terrorist activities and their consequences.

Euler Hermes UK is a branch of Euler Hermes SA (NV), trading as Allianz Trade, Avenue des Arts 56, 1000 Brussels, Belgium. Company
no. 0403.248.596 RPM Brussels. Insurance firm, registered under code. 418. Branch registered in England and Wales with no. BR015404,
registered branch address 1 Canada Square, London E14 5DX.

Authorised and regulated by the National Bank of Belgium and the Belgian Financial Services and Markets Authority. Authorised by
the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential
Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.
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