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Much ado about health care
As a demonstration of a commitment to make good on a
number of campaign promises related to health care reform,

a major talking point of the president. A big part of achieving
the goals set out by the administration could involve reforming
Medicare Part B (covers medical services and supplies) and
Medicare Part D (helps cover prescription drugs). Here is a
look at each of the strategies considered in more detail.

the White House recently released “American Patients First,
The Trump Administration Blueprint to Lower Drug Prices &
Reduce Out of Pocket Costs” (https://www.hhs.gov/sites/
default/files/AmericanPatientsFirst.pdf). While the document
took a less aggressive approach than many expected, it did
identify high drug list prices, lack of government negotiation,
high and rising out of pocket costs, and foreign free-riding
as four primary challenges to be addressed. To remedy
the situation, the Blueprint offers four strategies: improved
competition, better negotiation, incentives to lower list prices,
and the lowering of out of pocket expenses. The document
was short on action points, but did detail a number of activities
that can be taken – many of which would require an Act of
Congress. From citizens to providers and payers, there clearly
is a desire to solve the health care issues facing Americans.

Promoting increased competition
• Steps to prevent manufacturers from undermining
the regulatory processes, such as when a generic
manufacturer “parks” their application with the FDA to
prevent competition, are already on the congressional
docket with legislation called the CREATES Act.
• The FDA has been implementing measures to promote
innovation like bringing more generics to market,
including biosimilars and more complex generics.
• Proposals are being developed to stop Medicaid and
Affordable Care Act (ACA) programs from raising prices in
the private market. If this were to happen it would likely
involve eliminating the ACA provision that caps Medicaid
supplemental rebates. As a side note, this would require
Congressional action, so it is unlikely to happen in 2018.

What’s in the Blueprint and what does it mean?
President Donald Trump’s drug pricing speech promised
lower drug prices for the American people and an attack on
the “middle men” in the drug pricing chain. The list of items
referenced in the Blueprint do not deviate from the White House
budget and in fact double-down on the issue of drug pricing,
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Better negotiation

pricing transparency and/or remove some of the recurring
headline risk for the pharmaceutical sector overall. A key
focus of the plan is to narrow the growing gap between
the list and net realized drug prices in an effort to lower
patients’ out-of-pocket costs. It is unclear if the proposals
laid out will meaningfully impact this dynamic, but with a
growing number of patients exposed to high drug list prices
for at least a portion of the year, any progress on this front
could actually be a positive for the pharmaceutical sector.

• Experimenting with value-based purchasing in
federal programs. This is a wise way to approach
the issue given that all participants (on both sides of
the argument) generally think it is a good idea.
• Allowing more substitution in Medicare Part D to
address price increases for single source generics by
reforming the program to give plan sponsors more
power when negotiating with manufacturers.

The Blueprint also proposes using private market solutions
rather than direct government negotiation on price, but
does not call for a repeal of the non-interference clause on
Medicare Part D. More broadly, most paths to meaningful
drug pricing reform would likely require Congressional support
and there is only a limited amount the administration can do
without involving the House/Senate. The Blueprint envisions
an expanded role for value-based pricing over time, which
seeks to more fully incorporate the value of new treatments
including both system-wide healthcare and societal benefits
through reduced primary care costs, increased quality of life,
higher workforce participation, and increased productivity.

Incentives for lower list prices
• The FDA is evaluating a requirement that would force
manufacturers to include list prices in advertising.
• Updating Medicare’s drug-pricing dashboard to improve
transparency around price increases and generic competition.
Lowering out-of-pocket costs
• Part D contracts currently prevent pharmacists
from proactively telling patients when they can
pay less out of pocket by not using insurance. The
proposed regulation prohibits this restriction.

While investor concern surrounding government drug price
reform is understandable considering U.S. government payers
represent ~20-25% of major pharma group sales, the pricing
overhang that has impacted sector performance for the past
several years is likely overdone with most of these issues either
already reflected in earnings estimates, or unlikely to come to
fruition for the near future. Exhibit 1 shows the degree to which
forward-looking P/E valuations for the sector have lagged the
broader market in recent years. With the major pharma names
having underperformed over the past 18 months, despite
relatively healthy fundamentals, the Blueprint announcement

• Improving the usefulness of the Part D Explanation
of Benefits statement by including information about
drug price increases and lower cost alternatives.
Drug pricing & pharmaceutical sector impact
The Blueprint targets high list prices and growing out-ofpocket costs for branded drugs. While the policy proposals
are unlikely to have a meaningful impact on pharma realized
net prices in the near term the changes could create greater
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may provide an opportunity to
revisit an out of favor sector
that offers a mix of new launchdriven sales and earnings upside.

Exhibit 1: 5-Year S&P 500 vs. S&P Pharmaceuticals Industry Forward P/E

Healthcare facilities
and managed care
company impact
There also appears to be little
near-term impact on healthcare
facilities and managed care
companies. First, their exposure
is limited. For example, a
large publicly traded managed
care company might have an
external Pharmacy Benefits
Manager that contributes
Source: FactSet, BMO Wealth Management
less than 5% of total earnings.
In addition, the intensity and
pacing of policy proposals seems
implementation might look. As investments, pharmaceutical
limited at this point. In healthcare you basically rob Peter
stock valuations over the past two years have been compressed
to pay Paul - lowering out-of-pocket spending is the easy
due to fears that unknown federal laws and regulations could
part because it will just result in higher premiums.
derail the pharma-pricing gravy train. Further clarity in this
In short, the fact that the Trump administration is moving
matter may reverse some of the discount currently applied to
forward with any sort of proposal to help curtail the rising
pharma stocks. However, this is a monumental challenge and
cost of drugs is welcome. We are, however, left with many
it will be up to those in Washington, D.C. to move it along.
more questions than answers regarding how a full-scale
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Disclosure
fees, and incentive fees. Index performance data is shown as total return. You
cannot invest directly in an index. Due to a system conversion, the ability to
manipulate or restate client specific performance data prior to December 31,
2007, may be limited.

This report contains our opinion as of the date of the report. It is for general
information purposes only and is not intended to predict or guarantee the
future performance of any investment, investment manager, market sector, or
the markets generally. We will not update this report or advise you if there is
any change in this report or our opinion. The information, ratings, and opinions
in this report are based on numerous sources believed to be reliable, such as
investment managers, custodians, mutual fund companies, and third-party data
and service providers. We do not represent or warrant that the report is accurate
or complete.

Any discussions of specific securities, investment managers, or strategies are for
informational purposes only and should not be considered investment advice.
The report does not constitute an offer to sell or a solicitation to buy any security
or investment product. Any offer to sell or solicitation to buy an interest in any
private security, investment product or fund may only be made by receiving a
confidential private offering memorandum, prospectus, investment advisory
agreement or similar documents from the investment manager, which describes
the material terms and various considerations and risks relating to such security,
investment product or fund.

To the extent this report contains information about specific companies or
securities, including whether they are profitable or not, it is being provided
as a means of illustrating the investment manager’s investment thesis. The
investment manager may or may not have invested in these securities at the
time this report was prepared or is accessed by the reader. References to specific
companies or securities are not a complete list of securities selected and not all
securities selected in the referenced timeframe were profitable.

Alternative investments, such as private equity and hedge funds, contain risks
that are amplified when compared with other asset classes, such as illiquidity,
stock or sector concentration, financial leverage, difficulties in valuation, and
short selling. Alternative investment vehicles have minimal regulatory oversight
and alternative managers have the latitude to employ numerous investment
strategies with varying degrees of risk.

Other Bank of Montreal affiliates, and their agents and employees, may provide
oral or written market commentary or trading strategies to clients that reflect
opinions that are contrary to the opinions expressed in this report. These same
persons and affiliates may make investment decisions that are inconsistent
with the recommendations or views expressed in this report. We and our
affiliates, directors, officers, employees and members of their households, will
from time to time have long or short positions in, act as principal in, and buy
or sell, the securities referred to in this report. We and our affiliates, directors,
officers, employees and members of their households, may have positions in
the securities mentioned that are inconsistent with the views expressed by this
report.

We are not licensed or registered with any financial services regulatory authority
outside of the United States. Non-U.S. residents who maintain U.S.-based
financial services accounts with us may not be afforded certain protections
conferred by legislation and regulations in their country of residence with
respect to any investments, investment solicitations, investment transactions or
communications made with us.
You may not copy this report or distribute or disclose the information contained
in the report to any third party, except with our express written consent or as
required by law or any regulatory authority.

This report is not intended to be a client-specific suitability analysis or
recommendation, an offer to participate in any investment, a recommendation to
buy, hold or sell securities, or a recommendation of any investment manager or
investment strategy. Do not use this report as the sole basis for your investment
decisions. Do not select an asset class, investment product, or investment
manager based on performance alone. Consider all relevant information,
including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon.

“BMO Wealth Management” is a brand name that refers to BMO Harris Bank,
N.A., CTC myCFO, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware Trust
Company, and certain affiliates that provide certain investment, investment
advisory, trust, banking, securities, insurance and brokerage products and
services. “CTC | myCFO” is a brand name that refers to BMO Harris Bank, N.A.,
CTC myCFO, LLC, and BMO Delaware Trust Company. The CTC | myCFO brand
provides family office, investment advisory, investment management, trust,
banking, deposit and loan products and services. These entities are all affiliates
and owned by BMO Financial Corp., a wholly-owned subsidiary of the Bank of
Montreal. Capital Advisory Services are offered by a division of BMO Harris Bank,
N.A. Member FDIC.

Any forward-looking statements in this report involve known and unknown risks,
uncertainties and other factors that may cause the actual performance of future
markets to differ materially from the projections depicted in the report. Past
performance is not indicative of future results and current performance may be
higher or lower than that shown in the report. There can be no certainty as to
the extent or depth of any market downturn, nor any assurance regarding the
nature, extent or timing of markets rebounding. When evaluating the report, you
are cautioned not to place undue reliance on these forward-looking statements,
which reflect judgments only as of the date of the report. Investment returns
fluctuate, and investments when redeemed, may be worth more or less than the
original investment.
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Standardized performance returns include reinvestment of dividends, other
income and capital gains, which depict performance without adjusting for
the effects of taxation or the timing of purchases and sales. Performance
data is presented without deducting the investment advisory fees and other
charges that may be applicable. The deduction of such fees and other charges
(and the compounding effect thereof over time) will reduce portfolio return.
Unless otherwise indicated, traditional investment performance data generally
represents a composite or representative portfolio return and is shown gross of
the investment manager’s advisory fees. Unless otherwise indicated, alternative
investment performance data is shown as net of fund expenses, management

Broker-dealer and investment advisory services and insurance products are
offered through BMO Harris Financial Advisors, Inc. Member FINRA/SIPC. SECregistered investment adviser.
Not all products and services are available in every state or location or through
all entities within BMO Wealth Management or CTC | myCFO. Securities,
investment, and insurance products offered are: NOT A DEPOSIT – NOT INSURED
BY THE FDIC OR ANY FEDERAL GOVERNMENT AGENCY – NOT GUARANTEED BY ANY
BANK – MAY LOSE VALUE.
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