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Healthcare is costly, and people are rethinking how they take
care of themselvesin order to conserve funds.

During the past 18 months, the attitudes and behaviors of
American shoppers have undergone a dramatic
transformation as a direct result of the recession. In the
supermarket, consumers are flocking to private label and
leaving behind mid-tier brands. The lights are turning back
on in the dining room, with more and more Americans
preparing meals at home to conserve budget. IRI research
during the last year has revealed that shoppers on
average are more frugal than their counterparts in
decades past. In fact, this new Downturn Generation is as
budget conscious as Americans were during the Great
Depression and, like their Depression brethren, will
maintain their current levels of thriftiness even after the

economy and their personal financial situations improve.

Another major change underway is a transformation in
how Americans research, purchase and use healthcare.
Healthcare is costly, and people are rethinking how they
take care of themselves in order to conserve funds.
Instead of sticking with their tried-and-true healthcare
options, consumers are aggressively seeking affordable
solutions for health and wellness, both in terms of how
they obtain care and in the healthcare products they

choose.

These transformative shifts in consumer behavior towards
healthcare, combined with imminent healthcare reform,
will profoundly and permanently change how Americans
receive healthcare and how they buy and use their
prescriptions, over-the-counter (OTC) medicines, and
other remedies.

Concurrently, the FDA is flexing its regulatory muscles
again after many years of greater passivity. FDA activism
will likely result in a safer healthcare experience for the
American consumer, but has the potential to add
significant costs to bring new medication to market as well
as keep existing medications available. In addition, the
FDA is expanding its responsibilities, taking on the
massive responsibilities of regulating the tobacco industry.
This could potentially lead to short staffing and unintended
consequences, given the agency’s limited expertise in this

industry.

Our new study, “The Changing Landscape of Healthcare
and the American Consumer,” provides compelling
statistics on how shoppers are approaching healthcare
differently, the causes of these changes, and money-
saving strategies consumers
are adopting.
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CPG and pharmaceutical companies are currently in the
throes of economic transformations and are at a critical

crossroads—how do they maintain a competitive edge in
today’s market during a time of economic and regulatory

uncertainty?

CHANGING CONSUMER HABITS

American shoppers are changing their healthcare habits
on both micro and macro levels. Newly-released IRI
research of 1,000 consumers on their changing healthcare
rituals and attitudes shows that consumers are currently
whipsawed between several economic and healthcare
trends. While incomes are decreasing, medical costs are
rising, and insurance companies continue to scale back

coverage while increasing rates and deductibles.

Financial and Job Concerns Driving Significant Changes in
Shoppers’ Attitudes and Behaviors

Savings Deteriorated
LostOur Jobs
Incomes CutBack
Borrowing More
Worried about Jobs
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Numbers in percent
Source: IRI Attitudinal Research Conducted July 2009

Among shoppers who state the current recession
has caused them to change their habits regarding
healthcare, significant concern over their
personal finances and job status are driving their
behaviors.

Americans are continuing to struggle financially and
access to affordable healthcare is slipping beyond their
grasp. Unsurprisingly, all respondents in our survey stated
their current financial stress is caused by the recession.
Twenty-one percent of consumers or their spouses have

lost their jobs, and 20 percent have seen their incomes cut

back. Most strikingly, 27 percent of respondents have

seen their savings depleted significantly.

How are these economic changes affecting consumer
healthcare and coverage? Sixteen percent report their
insurance been scaled back. A staggering 25 percent
have lost their insurance entirely. Most notably, 32 percent
of consumers state they are no longer able to afford their

high-priced medications.

The Combination of Medication Prices and Insurance
Reduction/Elimination Also Drives New Strategies
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Adding to financial and job concerns, the rising
costs of medications and cutbacks or elimination
of insurance are also fueling new attitudes about
healthcare spending.

Combining this new IRI research with previous studies
reveals that consumers are facing a significant pinch and
have become increasingly savvy when it comes to saving
money, looking for deals and strategizing on how to
stretch their grocery dollar. Americans are now applying

these strategies to their healthcare.

One of the first healthcare
expenses consumers have cut out
are visits to the doctor, with 84

percent of shoppers employing

some kind of cost-cutting strategy
Breakthrough Insights.
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for healthcare. Fifty-five percent are visiting the doctor
less, be it to save money or because they are simply no
longer insured. In-store clinics are rising in popularity, as
nearly 10 percent of consumers have switched from
traditional doctors to these “minute clinics.” A small portion
of Americans are seeking medical assistance only in
catastrophes, with 7 percent choosing a visit to the
emergency room as opposed to their primary care doctor.
Most significantly, 43 percent of consumers are avoiding
obtaining medical care at all, a disturbing statistic that
shows how deeply consumers are feeling the economic
crunch in their health and well-being rituals. These are
trends that healthcare companies must acknowledge and

address aggressively.

Consumers are also shifting

away from prescription

medication entirely, with

more than 27 percent

switching from their

brand name

medication to OTCs.

On a macro level, several trends are taxing America’s
healthcare system in ways more disruptive and profound

than ever before.

The baby boomer wave is aging and facing an onslaught
of chronic diseases, such as arthritis, diabetes, cancer,
and Alzheimer’s, that hold the potential to swamp
Medicare, Medicaid and other support systems. With such

a large aging population in the United States, healthcare is

becoming top-of-mind for the government and for
pharmaceutical companies looking to develop treatments
for these chronic conditions.

Obesity is another major burden on the American
healthcare system. Nearly one-third of Americans are
obese. Even more shockingly, over half of Americans are
considered overweight. While obesity itself as a health
condition impacts the American healthcare system, it also
significantly contributes to other conditions, including

diabetes and heart disease.

As Americans face an increasing amount of these chronic
diseases and disorders, pharmaceutical companies are
responding by developing sophisticated medications to
treat these ailments. While these medical innovations are
life changing for many, they come to market under patent,
and without comparable generic alternatives are often too

expensive for the average consumer.

EVOLVING ROLE OF MEDICATIONS

Consumers are adapting new strategies with their
medications, especially in their use of OTCs and generics.
In fact, 40 percent of consumers are trying to save money
by taking OTCs instead of visiting their doctor. Similarly,
consumers are making the switch from expensive
prescription drugs to OTCs, with more than 20 percent
making this shift, due to either reduced income of loss of
health insurance. Brand name drugs are also suffering
from the recession and lack of consumer insurance, with
nearly 44 percent of shoppers switching their brand name
prescriptions to generics in the
interest of saving money.
Consumers are also shifting away
from prescription medication

entirely, with more than 27 percent

switching from their brand name Breakthrough Insights.
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medication to OTCs. Brand name prescriptions are
suffering as a result of the current recession and
shoppers’ lack of access to healthcare, while OTCs and
generics are quickly gaining ground as a result of their

relative cost effectiveness.

Shoppers Are Altering Their Medications to
Make Ends Meet

Brand to Generic Med

OTC vs. Visit Doctor

Reduce Dosage

Brand to Priv. Label

OTC vs.Rx

None of the Above

Numbers in percent

Source: IRI Attitudinal Research Conducted July 2009

Shoppers are taking their medication strategy
into their own hands, potentially at their peril.

Just as consumers are learning how to stretch their dollar,
they are also learning how to stretch their medicine. More
than 30 percent of Americans are now saving money by
reducing the dosage of one or more medications by
skipping days or cutting their pills in half. In fact, of all
consumers surveyed, 83 percent are trying to save money

in their medications by one or more of these tactics.

Consumers are

prioritizing their

medications.

Similar to the way shoppers are moving from specialty
stores to mass merchandisers and club stores, people are
shifting the channels where they buy their medications.

Before the current economic downturn, more than 63
percent of consumers bought their medications at drug
stores. Grocery stores (9 percent), mass merchandisers (6
percent), and super centers (7 percent) were also
frequented by shoppers, but significantly less often than
drug stores. However, shoppers today are moving away
from the drug store to cheaper alternatives. In fact, the
number of consumers buying their medications at drug
stores has dropped dramatically, to just over 35 percent.
The previously less-used channels are now seeing rapid
growth, with grocery stores (13 percent), mass
merchandisers (13 percent), and especially super centers
(17 percent) all experiencing an upswing in medication

sales.

The Combination of Medication Prices and Insurance
Reduction/Elimination Also Drives New Strategies

|l Previous Channel @ Current Channel

Numbers in percent

Source: IRI Attitudinal Research Conducted July 2009

Consumers have moved sharply away from
purchasing medications at drug stores to selecting
a wide range of channels. Mass merchandisers,
grocery stores and supercenters have been the
primary beneficiaries.
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Consumers are prioritizing their medications the same way
they are prioritizing their healthcare. Gone are the days of
regular doctor visits and affordable prescriptions. Instead,
shoppers are scaling back and keeping only the absolute
necessities, making tradeoffs from brand name to generic
or OTC when possible, extending the life of their
medications, and shifting where they shop, looking for the

best deal possible.

NEW LIFE-ENHANCING
PHARMACEUTICALS RIPPLE THROUGH
THE U.S. HEALTHCARE SYSTEM

It is common knowledge that life expectancy is growing in
the U.S. due to a variety of factors. Yet, this growth is not
uniform. Residents of Hawaii and Minnesota average a
life expectancy of 81.3 years and 80.3 years, respectively,
the highest in the country. Those who live in Mississippi
and Louisiana can anticipate a life expectancy of several

years less at 74.2 years.1

U.S. life expectancy increased on average 2.33 years
between 1991 and 2004, although this increase also
varied by state. Life expectancy increases were highest in
the District of Columbia (5.7 years), New York (4.3 years)
and California (3.4 years), while some states significantly
trailed the national average, such as Oklahoma (0.3

years), Tennessee (0.9 years) and Utah (0.9 years).2

Frank R. Lichtenberg, a professional at Columbia
University School of Business and a leading researcher
into variables related to life expectancy, developed an
econometric model that held constant other factors that
affect life expectancy, such as obesity and income. His
results point to two-thirds (63 percent) of the potential
increase in longevity between 1991 and 2004 is

attributable to newer drugs.®

Other research casts doubt on the degree of correlation
between new drugs and increases in life expectancy.
However, it is safe to note new drugs do provide some
increase in life expectancy. Prescription drugs account for
10 percent of U.S. healthcare costs, and it is safe to state
that as U.S. life expectancy increases, that percentage is

likely to rise. *

The combination of increased life expectancy and an
increasing use of life-extending pharmaceuticals is
creating ripple effects throughout the entire U.S.

healthcare system.

>>> Increased burden on Medicare and government
health services: Increased life expectancy translates
to significantly longer periods that people are eligible
for Medicare and various state programs, significantly
adding to the costs of these programs. Increased life
expectancy also shifts the proportion of Americans
who are older and consuming medical services
versus younger Americans who are paying to fund
these services. Given that Medicare is funded
approximately 75 percent through government
revenues, longer life expectancy will be directly
responsible for an increased Medicare burden on
U.S. taxpayers.

>>> Longer use of prescriptions and OTC
medications: As life-enhancing medications help
people live longer, consumers will also continue to

take other prescription and OTC medications.

>>> Greater strain on consumer
budgets: As consumers live
longer, they may outlive their

ability to pay for their

medications, forcing some
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consumers to turn to public assistance both in the
form of financial support as well as turning to the
emergency room as the primary source of care.

Reflecting the energy of the current Obama
Administration, healthcare manufacturers can expect a
more active FDA, a trend that started only a few years
ago. Inthe 1990s, the FDA was criticized for being overly
cautious in approving new drugs and Congress reacted by
passing legislation that accelerated the drug approval
process. Until recently, this trend has continued with the
FDA approving new medications quickly and on occasion

failing to issue timely warnings about potential drug risks.

Today, the FDA is taking a new look at many classes of
both prescription and OTC medications. Healthcare
company managers should be aware of the agency’s
plans and develop strategies that anticipate a new level of
scrutiny. Among the areas where the FDA may

investigate further:

>>> Dietary supplements: Traditionally, the FDA has
done little to regulate dietary supplements, only acting
when a supplement contains regulated substances.
Last year, for example, the agency seized large
quantities of Asian herbal supplements that contained
the active ingredient in Viagra. Look to the FDA to
extend its scrutiny of dietary supplements.

>>> Older, approved medications: Many older
medications, such as OTC cold remedies, were
approved by the FDA when standards were much
lower than today. Some of these have never been
proven effective and the agency has begun a
comprehensive review of these medicines that could
result in the agency revoking their approval.

>>> FDA “registered” products: Some food products
are labeled as “registered” with the FDA, which often
simply means the manufacturer sent a letter to the
agency. These manufacturers should expect the
agency to take a closer look at both the products and

the facilities in which they are produced.

>>> Greater openness about potential drug risks: Until
recently, FDA officials were typically silent about a
drug’s risks unless there were findings that these risks
were real. Agency officials have stated they plan to
distribute public health advisories and have built a
Web site with consumer information about drugs that
are under review. Appearance on this list doesn’t
mean a drug is unsafe, simply that the agency is
reviewing it. However, it is likely consumers will be
concerned if they see a medication they are taking on
the list.

>>> Great information for consumers: In addition to the
new FDA Web site, the agency has directed
pharmacies to distribute more comprehensive
information guides to consumers when filling
prescriptions about certain medications, outlining their
risks. These contain much more information than that

offered by pharmacists in the past.

The FDA'’s increasingly stringent regulation will also send
ripples through the healthcare manufacturing and retailing
communities. Manufacturers can expect longer approval
processes and closer scrutiny of NDA information, with the
potential to drive up costs of introducing new prescription
and OTC medications. New

scrutiny of existing remedies may

result in the FDA demanding

details on efficacy and risks. In

addition, the FDA's new

responsibility in tobacco regulation
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has the potential to stretch even thinner the agency’s
resources. Together, these activities may drive up costs to
introduce new products, while keep existing products on
the shelf.

In addition, greater availability of information for
consumers increases the potential for advocacy groups to
probe and go public with concerns about new and existing

medications.

Rx FOR HEALTHCARE MANUFACTURERS
AND RETAILERS

From the budget-minded shopper and the changing U.S.
population to increased government oversight, the
healthcare industry in undergoing transformative changes
on all levels. How can pharmaceutical and healthcare
CPG companies stay in tune with these changes, stay

competitive, and still adapt to the cost-cutting consumer?

First, pharmaceutical and healthcare CPG companies
must stay attuned to the shopper. As previously reported,
IRI promotes a holistic, 360-degree view of the shopper
above all else. This view illuminates shopper habits and
trends, and predicts future shifts in behavior and adoption
of new habits. Healthcare companies must apply
innovative, targeted shopper marketing, merchandising
and promotions that satisfy the shoppers’ evolving needs
as well as creates a competitive advantage for the
manufacturer. Only those companies that use these
strategies will thrive in today’s profoundly changed

economy.

Not only are shopper habits changing, but shoppers
themselves are getting sicker. The vast population of baby
boomers in America are entering the later stages of life
and will become an increasing burden on the U.S.

healthcare system. Another demographic impacting the

healthcare industry is the large proportion of overweight
and obese Americans who are at a high risk for conditions
like diabetes and heart disease. With these two
populations putting enormous strain on the healthcare
system, it is critical that pharmaceutical and healthcare
companies, as part of overall reform of the healthcare and
healthcare delivery system, develop solutions with proven

efficacy as well as cost effectiveness.

From the budget-minded

shopper and the changing
U.S. population to

Increased government

oversight, the healthcare

industry in undergoing
transformative changes on all

levels.

The other major component changing the healthcare
industry is the newly engaged, activist FDA. Previous
leadership of the FDA was less strict in the regulation
around creating and distributing new drugs. Today, the
FDA is taking a hard line on new and old drugs alike. We
urge healthcare executives to watch closely the actions of
the FDA in coming months. The industry has witnessed
major impacts to many seemingly-safe drugs and
medications that have suffered

from FDA action, and, in times of

economic turmoil, few companies

can stay resilient in the face of

recalled products, dosage and
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labeling changes, or product warnings.

The healthcare CPG industry is unlike any other in that it
is susceptible to micro- and macro-level changes. The
companies that will survive this multi-faceted
transformation will be attuned to the shopper and
changing American demographics and aware of
government changes and regulations in healthcare. Now
more than ever, the healthcare industry must be
aggressive and innovate in order to avoid the dire

consequences these changes present.
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Thom Blischok is President of Consulting and Innovation
for IRI. A seasoned executive possessing more than 25
years of industry expertise, Thom leads the company’s
strategic consulting, thought leadership, innovation and
marketing practices. A recognized futurist and thought
leader, Blischok is known around the globe for his
innovative thinking and strategies to help retailers and
manufacturers fundamentally transform their go-to-market
economic models using innovative approaches to
understanding the consumer with new forms of

marketplace information.

About IRI

IRI is the world’s leading provider of consumer, shopper, and retail
market intelligence and insights supporting 95 percent of the
FORTUNE Global 500 consumer packaged goods (CPG), retail
and healthcare companies. Only IRI offers the unique combination
of integrated market information, automated and predictive
analytics, innovative enabling technologies, and domain expertise.

With IRI, leading retailers and manufacturers are able to quickly
discover breakthrough insights driving smarter decisions and
actions across the enterprise for breakthrough results. Companies
around the world depend on IRI for improved productivity, stronger
brands, and dramatic revenue growth. For more information, visit
http://us.infores.com.
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