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What’s changed?
More downgrades to come. Downgrades continue to outpace upgrades with
ongoing disruption in the industry; the continued drive for lower pricing and
transparency, increased M&A activity, and opioid-related litigation.
Disruption is accelerating in the industry. The march toward value-based care,
calls for greater transparency, the threat of game-changing legislation, and the
increased use of data in health care decision-making is accelerating the pace of
disruption.
M&A activity increased, especially in pharma. Pharma saw an increased level of
deal-making in 2019. Although, M&A and other industry pressures have been more
muted in the medical devices subsector.

What to look for in the sector in 2020?
Policy uncertainty amid the 2020 U.S. presidential election. As we head into an
election year where health care is a top issue, we could see further headline risk
that could heighten pressure.
Industry disruption to continue. Insurance companies will seek to deliver more
cost savings and increase transparency by putting more pressure on healthcare
service providers and pharmaceutical companies driving ongoing investment.
Deterioration in credit metrics and ratings. Increased pressure on pricing, along
with elevated debt leverage resulting from M&A (mostly at high valuations), has led
to deteriorating credit metrics (on average) among the rated health care portfolio.
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What are the key medium-term credit drivers?
Mergers among payors that pressure pricing. Reimbursement pressure on health
care services and pharmaceutical pricing continues.
Opioids and other litigation. Opioid settlement discussions are accelerating. As we
near a settlement, it could lead to further rating actions.
Healthcare equipment is an area of relative stability. The medical device sector is
still digesting a wave of M&A and deleveraging, and benefits from only indirect
exposure to reimbursement risk.
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Ratings trends and outlook
Global Health Care
Chart 1

Chart 2

Ratings distribution by region

Ratings distribution by subsector

Chart 3

Chart 4

Ratings outlooks

Ratings outlooks by subsector

Chart 5

Chart 6

Ratings outlook net bias

Ratings net outlook bias by subsector

Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2019 is end October, 2019

More downgrades likely to come.
Almost a quarter of our health care ratings universe have a negative outlook or are on
CreditWatch with negative implications, compared to 14% last year. The health care
services and pharma subsectors continue to bear the brunt of downgrades. The services
sector is experiencing elevated reimbursement pressure, an accelerating focus on valuebased metrics, and greater payor efforts to control utilization. Health care service
providers also have lower margins and cash flows than pharmaceutical and medical
device companies, and given the heavy presence of highly leveraged, financial sponsorS&P Global Ratings
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owned companies in this subsector, modest deterioration in operating results can have
more severe consequences for ratings.

Pharmaceutical outlook has turned more negative following a very significant
wave of M&A.
Increased debt-financed M&A, greater share repurchase activity post-tax reform, a
struggling generic drug industry, and opioid litigation-related rating actions have all
contributed to a number of downgrades and negative outlook revisions this past year. The
subsector now leads in terms of the percentage of companies with a negative outlook or
CreditWatch. We believe the negative ratings pressure will continue given the sharp focus
on controlling drug costs and the likely actions by payors, such as by the newly enlarged
CVS/Aetna and Cigna/Express Scripts, to further squeeze more costs out of the system.
In the meantime, while we believe the generic drug industry is stabilizing, a number of
generic players, such as Mylan, Teva, Endo, and Amneal, remain saddled with debt from
past M&A and delevering will take time. The ongoing opioid litigation has also increased
uncertainty and has resulted in a number of negative rating actions. Further actions may
occur as the litigation develops over 2020.

European pharma is more stable, in contrast to North America.
Within the rated pharmaceutical universe, the European pharmaceutical industry is more
decidedly stable, versus negative for the North American pharma universe. All of our
outlooks on European Pharma are stable except for GSK and Sanofi. European pipelines
look healthy, and this may somewhat explain the absence of large M&A in sharp contrast
with the U.S. landscape. New products like Cosentyx for Novartis (psoriasis), Ocrevus for
Roche (multiple sclerosis) Tagrisso for AZ (Oncology), and Shingrix for GSK (vaccine) are
driving sales growth. Equally importantly, readouts were favorable and new important
filings were achieved, like Tagrisso for first-line lung cancer in China. Smaller player
Merck KGaA also received a key approval for its new multiple sclerosis treatment,
Mavenclad. Acquisitions have only been bolt-on so far this year, as shown by Roche’s bid
over Park Therapeutics. Also, European players were not exposed to the opioid crisis and
its sizable settlements.

Services outlook remains negative.
Our outlook on health service companies remains negative, with roughly 20% of ratings
having a negative outlook, versus 22% prior year. The industry continues to experience
chronic reimbursement pressure, an accelerating focus on value-based metrics, greater
payor efforts to control utilization, and weaker patient volume trends for certain players.
The evolving marketplace has also given rise to new market entrants that address
growing demands for efficiency and optimization. However, a number of these new
entrants are private equity-backed, have aggressive financial policies, and are on average
higher levered. We also remain somewhat skeptical regarding these new market entrants'
abilities to deliver on their promises arthugiven their limited track records and the rapidly
evolving marketplace.

Health care equipment and life sciences expected to remain stable.
In contrast to the health care services and pharmaceutical industries, both of which have
led in downgrade activity and negative ratings bias, the health care equipment and life
sciences industries remain relatively stable. Both industries are not as exposed to the
pricing pressures and disruption occurring in services and pharmaceuticals. Several
major health care equipment companies were upgraded, such as Abbott Laboratories
and Edwards Lifesciences. However, equipment and life science companies may see
increased activity on the M&A front, putting pressure on ratings, despite that we expect
continued solid operating results.
S&P Global Ratings
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Health Care
Key assumptions
1. Health care spending growth to remain modestly above GDP growth.
The growth of health care spending overall has slowed over the past several years, from
5% in 2015 to 3.2% in 2017, despite continued population growth and aging
demographics. We expect health care spending growth will remain at similar levels, given
pricing and utilization pressure on services and our expectation for a second year of flat
average sales prices in pharma.

2. M&A activity is increasing and will likely remain high.
Due to the increasing level of disruption in the health care industry, companies have
turned to M&A to further improve their competitive positions and expand/diversify their
businesses. The pharmaceutical and health care services subsectors have been
especially active, and we expect this to continue. Given the elevated valuations, health
care ratings will be under pressure.

3. No major changes on the legislative front.
Legislative scrutiny of the health care industry will continue, though we remain skeptical
of the chances of game-changing legislation being passed over the next year.

Health care spending growth to remain lower than historical levels, putting
more pressure on the industry.
Health care spending growth in the U.S. has slowed since 2015 because commercial
payors have been able to exert pressure via plan design, such as narrow networks and the
use of co-pays and deductibles, to drive patients to lower-cost providers and utilize
exclusive formularies and outcomes-based contracting in certain disease categories. We
expect health care spending growth to remain below 2015 levels in 2020. The newly
merged CVS/Aetna and Cigna/Express Scripts, as well as the continued growth of
UnitedHealth’s entry into the health care services arena, will also likely mean increased
pressure on health care services providers and pharmaceutical companies. We believe
there will be a growing gap between health care companies that can properly position
themselves to benefit from the rapidly changing market and the ones that fail to evolve.

Disruption drives M&A.
The rapidly evolving health care environment is driving heightened M&A activity. The
pharmaceutical industry saw several major M&A headlines in 2019 as companies sought
to expand their portfolios and deepen product pipelines, and as pharma pricing pressure
continued. Net drug pricing saw it lowest level of growth in years in 2018, and we expect
net drug pricing increases to remain minimal in 2019 and 2020. Pharma M&A has mostly
been concentrated among the major players, as companies such as Bristol-Myers,
Amgen, Abbvie, Eli Lilly, Takeda, and Pfizer all made major acquisitions that led to
downgrades. We have also seen several pharma companies divest noncore assets, with
the proceeds not generally directed toward deleveraging. Meanwhile, health care services
continues to see a high level of M&A activity as companies seek to increase their scale
and leverage in select service lines and geographies. Another subsector seeing
heightened M&A activity is the life sciences industry, given large transactions by
Danaher, ThermoFisher, and PerkinElmer this past year. The life science industry is
consolidating and companies are seeking to expand their portfolios and provide “onestop-shops” for clients. Meanwhile, the medical devices industry, which had been
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consolidating in previous years, has been relatively quiet. However, as major players such
as Medtronic, Abbott Laboratories, and Becton Dickinson steadily delever, the subsector
may return to M&A over the medium term. Indeed, Stryker announced the planned
acquisition of Wright Medical in November 2019.

Limited legislative changes on health care in the U.S.
Next year is a presidential election year in the U.S. With rising health care costs being a
top election issue, there is growing headline risk regarding health care legislation and the
number of potentially far-reaching proposals to lower health care spending will increase.
Proposals such as Medicare for All, an international pricing index for pharmaceuticals,
bans on rebates, surprise billing, drug importation, and the ongoing efforts to repeal the
Affordable Care Act will create a lot of legislative noise for the industry. Some policies will
pass, but we are not assuming any disruptive pieces of legislation get passed or
implemented in the coming election year.

Key risks and opportunities
1. Disruption in the health care industry provides opportunities and threats.
Disruption in the industry creates risk but also opportunities. Health care systems are
rapidly expanding their service offerings and expanding out of the hospital and into
lower-cost delivery settings. Health care remains a strong area of interest for private
equity, which sees opportunities to invest in new business models or seek to roll-up
providers in specialized services in order to build scale. We will likely see a further
separation of winners and losers as market dynamics evolve, such a greater focus on
value-base care. Companies that successfully navigate the changing environment,
execute their expansion and integration plans, and that benefit from greater scale and
efficiencies will more likely be among the winners.

2. Pharma ratings have little capacity for M&A following this year’s deals.
We’ve taken multiple negative rating actions in the pharma space in response to large
deals from Bristol-Myers-Squibb, AbbVie, Pfizer, and Amgen, especially against the
backdrop of declining cash balances following U.S. tax reform. We believe that the major
pharmaceutical companies will remain acquisitive over the near term as they seek to
improve portfolio diversity and deepen their pipelines in an environment with increasing
pricing pressure. However, multiples remain high for attractive assets and we believe the
industry has utilized a significant portion of capacity at their current ratings, resulting in
negative rating actions. Further negative actions could occur in the coming year. While
acquisitions do theoretically lead to better business profiles, given that it takes time to
realize the full benefits of acquired assets and the high valuations the assets were
acquired at, we may see a pharmaceutical industry that is rated lower than historical
levels over the longer term.

3. Appetites for higher leverage are increasing.
At the lower end of the rating spectrum, the appetite/tolerance for higher leverage has
increased in all three main subsectors: pharma, health care services, and medical
equipment. Fueled by a combination of a favorable financing environment, high
multiples, and rapid consolidation, starting leverage has been increasing steadily to
almost 7x. Although most companies have the potential to deleverage, this is contingent
on the delivery of often ambitious management plans, smooth integrations, cost
reductions, and fast turnover of investments to cash flows. Furthermore, because most
markets are consolidating it is unlikely that we will see significant debt reduction, derisking balance sheets and reducing refinancing risks.
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European healthcare services are consolidating due to cost pressures.
M&A activity is on the rise in the European health care service sector, reflecting both
fragmentation in the market and ongoing efforts to increase scale and drive profitability.
Examples include ongoing rapid consolidation of the routine laboratory market in France
or of nursing homes in Spain. Monitoring cost structures will remain key in health care
services in Europe, as shortages of qualified medical staff, changing legislation in certain
markets like Germany, and low unemployment in Europe are raising staff costs, which
when combined with limited fee increases can hamper margins. In addition, several
names closed/executed large acquisitions, and smooth integrations will be important for
cash flow quality.

Opioids litigation is quickly moving toward a settlement.
For such a large and complex litigation, given all the different parties and varying
agendas, the opioid litigation settlement talks seem to be moving at a brisk pace, raising
the likelihood that a quick resolution could occur and potentially have a negative ratings
impact over the near term. We have already taken a number of negative rating actions on
pharmaceutical companies and wholesalers, and more could come if a burdensome
settlement is agreed upon. However, it remains to be seen what amount and what
structure a potential settlement would entail before determining the ratings impact.

Related Research
– The Health Care Credit Beat: Drug Distributors May Have Capacity For Pain, Aug. 20,
2019
– The Health Care Credit Beat: Has The U.S. Generic Pharma Sector Hit Rock Bottom?,
July 31, 2019
– Peer Comparison: How Business Strength Varies Across The Top 15 Branded
Pharmaceutical Companies, June 10, 2019
– Health Care Washington Watch: Which Government Proposals May Affect Ratings?
April 18, 2019
– The Pharma Industry Outlook Is Negative On M&A, Pricing Pressure, Regulatory
Scrutiny, And Opioid Litigation, March 11, 2019
– When The Cycle Turns: Rising Leverage And Disruption Weaken Speculative-Grade
Health Care Companies, March 4, 2019
– The Health Care Credit Beat: It's Looking Like Another Down Year For Ratings, Jan. 18,
2019

This report does not constitute a rating action.
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Industry forecasts
Global Health Care
Chart 7

Chart 8

Revenue growth (local currency)

EBITDA margin (adjusted)

Chart 9

Chart 10

Debt / EBITDA (median, adjusted)

FFO / Debt (median, adjusted)

Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO--Funds from
operations.
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Cash, debt, and returns
Global Health Care
Chart 11

Chart 12

Cash flow and primary uses

Return on capital employed

Chart 13

Chart 14

Fixed versus variable rate exposure

Long term debt term structure

Chart 15

Chart 16

Cash and equivalents / Total assets

Total debt / Total assets

Source: S&P Global Market Intelligence, S&P Global Ratings calculations

S&P Global Ratings

November 19, 2019

8

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or
output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any
form by any means, or stored in a database or retrieval system, without the prior written permission of Standard &
Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees
or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause,
for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user.
The Content is provided on an “as is” basis.
S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE
CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be
liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the
possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the
date they are expressed and not statements of fact. S&P’s opinions, analyses, and rating acknowledgment decisions
(described below) are not recommendations to purchase, hold, or sell any securities or to make any investment
decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content
following publication in any form or format. The Content should not be relied on and is not a substitute for the skill,
judgment and experience of the user, its management, employees, advisors and/or clients when making investment
and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as
such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in
another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such
acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have
been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P may have information that is not
available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of
certain nonpublic information received in connection with each analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities
or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P’s public ratings and analyses are
made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and
www.globalcreditportal.com (subscription) and www.spcapitaliq.com (subscription) and may be distributed through
other means, including via S&P publications and third-party redistributors. Additional information about our ratings
fees is available at
Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.
STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services
LLC.

spglobal.com/ratings

