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The Healthcare Roller Coaster -
How The Rise and Fall of Other Industries Foretells The Coming Transformation

Executive Summary

There’s no doubt that sweeping change in the healthcare industry is coming—and coming fast. It’s clearly visible to manufacturers, distributors, 

providers and consumers as well. From our supply chain industry vantage point, we have an objective and candid opinion as to why this change is 

unavoidable. We propose that the healthcare industry is nearly 20 years behind other major industries in facing the factors that will shape its vertex 

and subsequently, its vortex—poised at the very top of the hill that precedes the slope of incredible change for the industry.

In this first white paper, we’ll take an in-depth look at the factors driving this change toward regression of the healthcare industry. We’ll draw 

parallels with other industries that went through similar decline to expose a pattern of predictable outcomes. 

Then, in parts two and three, we address in detail, the various elements of most importance to each business segment of the industry—the 

manufacturers, the distributors and the providers. We’ll offer prescriptive (and proven) supply chain solutions, based on our experience with global 

healthcare companies like yours to successfully navigate the complex changes ahead. 

We can’t prevent that first big drop or bumps and turns along the way; however we can apply what we’ve learned in our many years of supply chain 

experience to soften the landing and help the healthcare industry turn uncertain change into positive transformation.

Part 1 of 3
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Consumers wanted smaller cars with solid safety features but weren’t 

willing to completely sacrifice design. Foreign automakers gave them 

what they wanted and the result was a direct hit on the market share 

of American car companies.

The regulated compliance to union contracts set up decades earlier 

and renewed again and again only added fuel to the fire. Did Ford, 

Chrysler and General Motors view the future and simply choose not to 

believe it? Did they underestimate the financial pressure they’d face 

from government regulation of oil prices and union commitments?   

In a likely combination of both, they failed to predict the vast changes 

facing their industry and didn’t do enough to take advantage of the 

opportunities that change might afford—or at the very least reduce 

the worst of the impact.

Our Theory
We believe in the idea that history often repeats itself so we decided 

to assess the future of the healthcare industry through a historical  

lens aimed at the rise and fall of the U.S. automotive and steel industries.  

Our hypothesis is that healthcare will follow similar paths but  
at a faster pace. Making matters worse is the relationship between  

the timing of the decline and the degree of the slope. Once underway,  

the ability to effect any real change to lessen or slow the slope,  

quickly declines.

The Automotive and Steel Industries Cast a “Foreshadow”
There are well documented factors that drove the sweeping change in 

both of these industries:

Automotive
 - Lack of focus on shifting market demands and competition

 - Labor union contracts and commitments 

 - Volatility of oil prices

 - Aging plant and manufacturing assets 

Ford, Chrysler and General Motors enjoyed a booming auto market 

—one with seemingly endless expansion potential—for almost 

a century, until fuel prices skyrocketed in the 1970s due to the oil 

embargo.  At this same time, the “Big Three” manufacturers arrogantly 

ignored consumer demand for greater innovation. High fuel prices 

inspired innovation in fuel efficiency, with one effective solutions being 

smaller vehicles.

Automotive
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In the face of all of these market indications, U.S. automotive and 

steel companies continued to employ obsolete technology and 

manufacturing processes. They were priced out of the markets they 
had once owned through a lack of innovation, desire to change 
and foresight.

It’s clear in hindsight that the forces that contributed to these rapid 

declines could have been better managed, or at the very least, 

predicted and anticipated. These American industries missed the 

opportunity to be proactive and strategic. Were there factors that 

prolonged the time spent solely focused on growth and profit? Were 

industry leaders blindsided or simply greedy?

Both the automotive and steel industries grew and expanded over  

a period of about 100 years; in both cases, the fall took just 10  

to 20 years.

Historically, manufacturing from raw material to finished good 

in a single plant proved to be a winning concept. Then, in order to 

lower costs, the auto and steel industries were forced to outsource 

many processes and expertise. Today, we’re seeing a swing back 

to vertical integration with a strong technology capacity. Is vertical 

integration the key to success for the healthcare industry? It does 

promise improved cost and management quality control and is able 

to simultaneously mobilize customization in mass production. With 

infinitely faster communication in business today and globalization of 

markets a given, can we expect these shifts to happen faster? Will 

they drive more radical change?  What role can education play in the 

global supply chain framework of healthcare?  In the next section, 

we’ll consider these questions.

Steel 
 - Increased production costs

 - Lack of innovation paired with aging technology

 - Enormous increase in foreign competition

 - Reluctance to re-invest in the business

 -Government Regulations

The steel industry, booming as a result of Andrew Carnegie’s innovative 

and entrepreneurial spirit, will forever be recognized as the first billion 

dollar industry in U.S. history.  This industry experienced spectacular 

growth in much the same time frame as the auto industry and their 

fates were similarly linked in decline.  Production costs skyrocketed 

but managers continued to operate to achieve over-calculated, mass 

production goals anyway.  Eventually it became cheaper to import 

material than produce it domestically because of superior processes 

and technologies used overseas. Expensive union contracts caught 

up with the industry, forcing increased labor expenditures that put 

business investments on the back burner. Revenue losses continued.

Steel
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How the Healthcare Industry Mirrors Automotive and Steel
The healthcare industry has reached a peak of its own; a peak 

that closely resembles the one just ahead of the cliffs that hurt the 

automotive and steel industries in the 1970s.  As history proved, the 

cliffs allow for few survivors. In a similar face off, we believe the 

healthcare cliff will claim many companies as its victim.

Competition is increasing in the pharmaceutical and medical 

device manufacturing and distribution markets, creating a complex 

marketplace for healthcare providers and consumers. Under this 

pressure, the providers have already begun to lose control of their 

destiny, igniting a chain reaction that reaches next to distributors and 

finally the manufacturers.

Providers
Why are the providers first? They’re under the intense financial 

pressure of government regulations and rising costs.  Hospitals in 

particular, are losing any leverage they once had over distributors (and 

manufacturers). This is especially true of independent hospitals.  Our 

candid opinion is that most of these independents will not survive the 

industry’s regression. 

Consolidation has been underway for some time now and will 

continue to play a major role in the future.  In what ways will this affect 

distributors and manufacturers in the short term?  What are the long 

term implications?  What are providers currently doing to combat this? 

Following a 1.6% decline in prescription drug sales from 2011 to 2012, a substantial market increase is projected for 2014.  Then, following a sustained high of 5.0% growth in 2015 and 
2016, sales begin to fall in 2017 when most drug patents begin to expire. This is known as “the Patent Cliff”.

Worldwide Prescription Drug Sales (2004-18)

Worldwide Prescription Drug Sales (2004-18)
Swine Flu Contribution* 1.1 7.9 5.5 1.7 1.9 1.9 1.8 1.9 1.8 2.0 2.0

WW Prescription Sales ($bn)

Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

 Prescription (Rx) 455 495 542 599 649 663 685 725 714 717 744 781 820 858 895

  Growth per Year +11.1% +8.8% +9.5% +10.6% +8.4% +2.2% +3.2% +6.0% -1.6% +0.4% +3.8% +5.0% +5.0% +4.6% +4.3%

 Change vs. May 2012 ($bn) +5 -15 -15 -12 -6 +2 +11

 Generics 27 32 40 46 53 52 59 65 66 70 75 79 83 88 92

 Generics as % of Rx 5.9% 6.4% 7.4% 7.7% 8.1% 7.8% 8.6% 9.0% 9.3% 9.7% 10.0% 10.1% 10.2% 10.2% 10.3%

 Rx excl. Generics 428 463 502 553 597 611 626 660 648 647 670 702 737 770 803

  Growth per Year +10.9% +8.1% +8.4% +10.2% +7.9% +2.5% +2.3% +5.5% -1.9% -0.1% +3.5% +4.9% +4.9% +4.6% +4.2%

Source: EvaluatePharma® (23 JUN 2013) Prescription (Rx) incl. Generics CAGR 12-18 +3.8%

Worldwide Prescription Drug Sales Forecast to Grow by 3.8% (CAGR) to $895bn by 2018
EvaluatePharma® finds that the market for prescription drugs, based on the consensus forecast for the leading 500 pharmaceutical and 
biotechnology companies, will grow by 3.8% per year (CAGR) between 2012 and 2018 to $895bn. The unprecedented contraction in 
prescription sales that was forecast in last year's report has now been confirmed with a decline of 1.6% occurring between 2011 and 2012.  
The market is forecast to experience sluggish growth throughout 2013 with a sustained recovery not occurring until 2014. Although $230bn 
sales are at risk from patent expiries between 2013 and 2018, the market expects around only half of this to be lost as a result of generic 
competition. This is because a growing proportion of industry sales are from biotechnology products, which are expected to have a less 
aggressive rate of sales erosion from biosimilar competition.

Note: Industry sales based on Top 500 pharmaceutical and biotech companies.
Sales to 2012 based on company reported sales data. Sales forecasts to 2018 based on a consensus of leading equity analysts' estimates 
for company product sales and segmental sales.
*Swine Flu products include vaccines and influenza treatments Tamiflu and Relenza.
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Patent Analysis: 'Total Sales at Risk' represents the worldwide product sales in the year prior to patent expiry but allocated to the year of 
expiry. E.g. Plavix had sales of $7.1bn in 2011, this is shown above as 'At Risk' in 2012.

Worldwide Total Prescription Drug Sales 2004-18
Source: EvaluatePharma® (23 JUN 2013)
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Healthcare Chain Reaction
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Distribution
Distributors have a “do-it-yourself” mindset, due to thin margins and 

comprehensive supply chain footprints. They may have adequate 

budgets today but should plan for the future. 

Manufacturing
“The impact of loss of exclusivity will continue to reverberate across 

the decade, with more than $290 billion of prescription drug sales 

due to be exposed to generic competition between now and 2018,” 

said Nuala Moran, author of Pharma Summits Patent Cliff in 2012; 

$290B in Sales at Risk Through 2018 via BioWorld.com. How much 

will the shift in focus to large molecule from small molecule biologics 

affect the manufacturers? Affect the providers? And what about  

their customers?

EvaluatePharma also explains, “The current R&D pipeline looks to be 

healthy too, with 18 new entrants and total net present value of $278 

billion.” Manufacturers are not concerned about preventative supply 

chain actions now, given the enormous revenue that outweighs the 

relatively small degree of immediate savings.  This is not to say they 

haven’t thought about it.  Even though they’ll be affected last in the 

chain reaction, we wonder how much longer they can ignore what’s 

coming.  Whose responsibility is it to initiate change?  Executives 

know something needs to be done, yet supply chain projects sit idle 

in the operations pipeline, thought of as, “If it ain’t broke, why fix it?” 

“The world is changing very fast. Big will not beat small 
anymore. It will be the fast beating the slow.” 
        — Rupert Murdoch

Impossible to Ignore: Industry Parallels 
Through our analysis the following parallels will prove to be influential 

in defining the transformation:

 -Lack of Innovation—We’ve established that a lack of 

innovation was a strong catalyst for the devastation of the auto  

and steel industries.

 -Ability to Change (The “It won’t happen to us” mindset)— 

Regardless of the industry, refusing to act strategically is simply 

asking to lose market share. 

 -Lack of market focus—Both of our example industries suffered 

from self-inflicted wounds by being unable, or unwilling to look ahead 

and make proactive changes that would meet customer needs and 

sustain their business. By the time American automaker and steel 

producers faced reality it was too late to fully recover.

 -Slow or poor business decisions—The pace at which this 

particular transformation will occur will be much faster than that of  

the auto and steel industries due to telecommunications and 

technology capabilities.

 -Vertical Integration—For example, the process of additive 

manufacturing, sometimes called 3D printing will play a significant 

role in the future of medicine, especially in vertical integration, and 

therefore supply chain operations

3D printed trachea splint. Courtesy of USNews.com
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Surviving the Ride
We predict that the speed of impact on the healthcare industry will 

be exponentially faster than that of either automotive or steel due 

to increasing technology capabilities and telecommunications,  

mergers and the pace at which they drive business today.  The impact 

itself will be more complex because of the relationship between 

healthcare manufacturers, distributors, providers, government 

regulations and the demands of customers.  The business drivers in 

this industry—innovation and the endless search for better patient 

outcomes—require supply chain solutions that are adaptive and 

technologically robust.

We’ve shown that history repeats itself; let’s recall that other  

piece of wisdom: 

“Those who cannot remember the past are condemned  
to repeat it.”

Scott Sheldon has implemented supply chain solutions for each 

industry segment. We’ve helped healthcare manufacturers, 

distributors, providers—companies like yours—transform their 

supply chains. How can we help you prepare for the ride?

Next Steps
Ready to take the next step? Let us share the rest of our series with 

you. Sign up to receive the next two installments:

 - A detailed discussion of the drivers of change in healthcare and 

   a breakdown of how the major players will be affected.

 - Prescriptive supply chain solutions and examples   

   you can use to evaluate your own needs.

Industry Trend Comparison
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