
The Grant Thornton view 
"The UK's pharmaceutical industry has been performing strongly over the last decade. The EU 
referendum result has ushered in a period of  uncertainty: it is crucial for Trustees to engage with 
management and to take an integrated approach to managing scheme risks."
Darren Mason, Head of Pensions Advisory

Challenging start to 2016 
The global pharma industry continued to face a number of 
challenges in the first half of this year. Upcoming patent 
expirations, growing competition  and rising R&D costs are 
putting pressure on drug manufacturers. Pricing pressures in 
the US, unstable economic conditions in Brazil, Russia, and 
China,(which collectively drive 50% of global pharma 
revenue), and tightening government health care budgets  
have impacted the industry in 2015.

Despite these challenges, global pharma sales are expected to 
see positive growth in 2016, driven by ageing populations in 
developed markets, and the expansion of improved health 
insurance and services in developing markets.

The UK and leaving the EU
The UK pharmaceutical market has been one of Europe's 
best performers in the last decade, with a strong track record 
in manufacturing and R&D. Pharma manufacturing revenues 
were forecast to grow by 1.1% to £5.9bn in H1 2016. 

The referendum vote to exit the EU in June 2016 has now 
led to considerable uncertainty in the sector. While it is still 
too early to quantify the impact of the UK's future exit from 
the EU, there are likely to be a number of regulatory and 
financial consequences in the next few years. A loss of 
regulatory harmonisation across Europe for instance could 
increase production costs and delay the entry of new drugs 
into the UK market, thereby potentially threatening drug 
makers' margins. Economic uncertainty caused by the 
referendum result could potentially also push the major 
global players to prioritise investment in manufacturing 
operations elsewhere.

As the EU accounts for 56% of UK chemical and 
pharmaceutical exports, the industry's future growth will 
depend on whether it has access to the single EU market. In 
the short term, sterling's depreciation should boost exports, 
but in the longer term it could face greater competition from 
continental rivals (who unlike UK operators may remain part 
of a harmonised European regulatory regime).

Not all doom and gloom 
Nevertheless, the markets appeared to take a positive view 
on the large UK pharma players  despite the EU vote. FTSE 
100 pharmaceutical stocks bucked the trend by rising after 
the referendum result, including Hikma Pharmaceuticals, 
AstraZeneca  and GSK. 

GSK announced in July that it would invest an extra £275m 
in UK production sites, citing the UK's skilled workforce 
and competitive Patent Box tax reliefs as on-going pull 
factors.

Competition from generics and biosimilars
Patent expiry dates are fast approaching for a number of key 
players such as AstraZeneca and Pfizer, while demand for 
generic drugs continues to rise. Moreover, development and 
sales of biosimilars, continue to accelerate. The FDA issued 
favourable guidance in July regarding various competitor 
biosimilars, opening up the sector to potential disruption.

Implications for pension schemes
On-going uncertainty around the UK political and regulatory 
environment facing companies means the strength of the 
employer covenant can change over a relatively short period 
of time. Trustees concerned about the risk of a weakening 
covenant should set up a monitoring framework to test 
relevant key performance indicators. Key points for 
consideration in covenant assessments should include the 
achievability of forecasts, and the potential impact of future 
market developments on profit margins and cash flows.

The fall in equity markets and the further drop in gilt yields 
will have increased deficits for many schemes. Investment 
strategies may be revised to protect the pension scheme from 
the increased risk, and trustees may request greater 
contributions or additional security from sponsors, at a time 
when they too are facing financial uncertainty. Trustees 
should increase their engagement with management at this 
crucial time, and an integrated approach to managing  
scheme risks is more important than ever.
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Pharmaceutical companies faced a number of  challenges in the first half  of  2016. 
After the UK's referendum vote to leave the EU, many employers in the sector are 
now facing potentially significant market and regulatory upheaval. Following the 
economic and political fall-out from the vote to leave the EU, some pension schemes 
could face higher risks relating to funding, investment and the employer covenant.
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For more information:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 


