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A SHOT IN
THE ARM

by Helen Chen, Justin Wang
and Neale Jones

As China’s healthcare and biopharma businesses look to expand overseas, Australia is hecoming
an increasingly attractive destination for foreign investment in these sectors. With ChAFTA
loosening previous trade restrictions, the Australian healthcare market is receiving an
invigorating boost from Chinese investment dollars, according to L.E.K. Consulting.
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CHINA’S GLOBAL EXPANSION
DIRECTIVE

China’s healthcare and biopharma market,
with 3500 drug companies and 1200 device
companies, is nearing saturation point. In a bid
to improve their domestic competitiveness,
more and more of these companies are looking
overseas for expansion.

L.E.K. Consulting recently conducted a
survey of Shanghai companies and found that
healthcare-oriented investments now account
for 10% of outbound deals and value.

Common international expansion paths
include:

Product portfolio. Companies can purchase
a pharmaceutical patent and technology
licence to manufacture biopharmaceutical
products in overseas markets by building
greenfield factories, to establish overseas R&D
centres, and to take advantage of the advanced
technology in overseas markets for developing
new drugs, which will in turn nurture the
domestic market. This concept can also be
expanded to adjacent sectors, in medical
products and to healthcare services.

Market expansion. Companies enter
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overseas markets to grow the global business,
expand the customer base, increase the
possibility for cross-selling, and to grab more
market share. Expanding Chinese brands into
global brands by establishing marketing
channels abroad, as consumer products
companies Haier, Xiaomi or Huawei have
done, are key goals for leading companies.
Acquisition or partnership. Instead
of greenfield development, companies can
obtain core competencies such as marketing,
channels, products, technology or patents
through acquisition of foreign companies.
They can also conduct R&D, manufacture
and sales in overseas markets by establishing
strategic cooperation with an overseas partner
or setting up a joint venture. For example,
Hong Kong-listed Biostime International
Holdings acquired Australian health
supplements manufacturer Swisse
Wellness, which highlights the demand for
Australian brands and products in China.
Financing. Companies seek overseas IPO
or engage in market-oriented asset investment
and financial investment. Biopharma
companies have a large upfront cost in R&D;
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the financial environment abroad, whether
ASX in Australia or NASDAQ in the US, is
relatively more mature and understands
the longer return cycles of the industry,
especially for medium and small enterprises
with modest current earnings.

The global healthcare industry is now
experiencing an unprecedented wave of
M&A, and Chinese domestic companies have
also raised large amounts of capital via
ongoing businesses or through capital
markets, resulting in an accelerated pace
of outbound investment and cooperation.

OPPORTUNITIES IN AUSTRALIA
Australia’s healthcare market resembles
that found in many developed countries,
with well-established and high-quality
public healthcare facilities, large government
healthcare budgets, and relatively
sophisticated funding mechanisms.

The government pays large subsidies for
medical services to public hospitals, while
patients pay relatively small amounts out
of pocket. Almost 70% of total health
expenditure is funded by the government.

HEALTH

17
)

Healthcare expenditure in Australia has
grown faster than population growth and the
broader economy. In 2013-14, Australia spent
around USD154.6 billion (10% of GDP) on
healthcare, 1.8 times higher in real terms than
in 2001-02. In comparison, Chinese healthcare
spending is only around 5% of GDP.

Continued growth in healthcare
expenditure is expected, due to Australia’s
ageing population and the higher prevalence
of non-communicable diseases. Growth can
also be attributed to non-demographic factors
such as the development of new technologies,
pharmaceuticals, and diagnostic and
treatment techniques. For patients, better
treatment could be obtained for more diseases;
and for pharmaceutical companies, demand
for pharmaceuticals drives development of the
total market. This growth is counterbalanced
by the government’s management of
healthcare spending through a number
of reimbursement schemes and policies.

For healthcare, the China-Australia Free
Trade Agreement stipulates that tariffs on
pharmaceuticals (including vitamins and
health products), previously up to 10%,
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will be eliminated in the next few years.
Wholly Australian-owned hospitals and

aged care institutions are also permitted to

be established in China. Furthermore, the
Foreign Investment Review Board (FIRB)
screening threshold for private company
investments from China in non-sensitive
areas has been raised from USD232 million to
USD1 billion, further enhancing opportunities
for cross-border investments.

STRENGTH IN PHARMACEUTICALS
Pharmaceuticals are a key part of any
healthcare system. With spending of
USD19.8 billion in 2013-14, the Australian
market is comprised of leading
pharmaceutical companies with Australian
operations, plus some significant Australian-
owned companies. When competing for
foreign investment, key strengths of this
sector include:
¢ astrong biomedical research base in both
medical research institutes and leading
research-based universities
¢ adeveloped hospital and medical system
with a strong reputation for carrying out
high-quality clinical trials
¢ agrowing number of emerging biomedical
companies with strong R&D capability;

a competitive cost base for conducting

clinical trials.

These advantages are highlighted by the
industry association AusBiotech in their trips
to China, and innovative Chinese companies
with global ambitions are actively exploring
and placing clinical trials in Australia.

TRADITIONAL CHINESE
MEDICINE (TCM)
Australia became the first developed country
to recognise the legality of Chinese medicine,
on July 1, 2012. In general, the Australian
government is relatively open to TCM and
considers it to be a valid complement to
Western medicine, which puts Australia in
aleading position among Western countries.
In December 2014, a memorandum
of understanding (MOU) signed in the
presence of the President of the People’s
Republic of China, Xi Jinping, and Australia’s
then Prime Minister Tony Abbott, saw an
Australian-first, high-quality Chinese
medicine integrative clinical service
developed in Sydney.
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China’s Tongrentang pharmacy opened its
first store in Australia as early as 2004, and
will have five stores by April 2016.

LEADERS IN PRIVATE HOSPITALS
Private hospitals in Australia generally have
strong management, and enjoy a leading
position in remote medicine technology

due to Australia’s immense area and sparse
population. In addition, the operational
requirements for private hospitals in
Australia, such as regulation, registration and
market promotion, are navigable. Australia
also has rich experience in senior (aged care)
medical facilities and management, which
Chinese companies can learn from.

In 2016, for example, Luye Medical Group
purchased Australia’s third largest private
hospital operator Healthe Care for USD688
million, and became one of China’s largest
international general private hospital groups.
Previously, when Healthscope was seeking
investments, it also attracted a significant
amount of Chinese investor interest. In
addition to direct investment returns, the
potential to adopt more efficient clinical
practices and transfer these learnings back
to China are attractive incremental benefits.

FORGING THE RIGHT PATH
When going abroad, companies should have
aview of their objectives in the expansion -
is it to conquer new markets, to bring
advanced technologies, or for financial
returns? Considerations typically should
incorporate the following:
¢ Short-term financial return: how to predict
the break-even point after entering the new
market. Is there a reasonable expectation?
¢ Long-term development potential: what is
the brand development trajectory in the
target market for the next five to ten years?
Can the company afford continuous
investments in a new market without
prominent returns within a given timeframe?
¢ Risk assessment: some risk factors might
limit successful development of the
company in the new market; for example,
local regulation and policy change.
Building upon these strategies not only
helps to identify the most attractive and
relevant business and direction, it also
allows for clearer decision-making when
opportunities arise.
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Strengthening Chinese
and Australian
investment ties

Fifteen years after China’s accession to the
WTO, China is now clearly integrated into
the global economy, first as a result of goods
flow, and now in increasing investments and
services. In 2000, the Chinese government
clearly stated an opening strategy, with the
intention to adjust China’s foreign economic
development strategy from one that ‘brings
in’ technology and resources, to a
combination strategy of ‘bring in’ and ‘go
global’ This strategy not only contributes to
China’s domestic market development, but
also benefits the overall global economy.

From 2009-14, the last full year where
the data is available, the total value of
outbound investment by Chinese companies
grew at an average of 16.8% per annum,
and exceeded USD100 billion for the first
time in 2013. An all-time high of Chinese
outbound investment of USD123 billion was
reached in 2014, with 192 cross-border
M&As accounting for one quarter of
the investments.

As a percentage of GDP, foreign direct
investment (FDI) in Australia reached 39%
in 2014 on the back of continued economic
expansion and integration with trading
partners, especially in the Asian region.
Australia is an economy that attracts and
welcomes foreign investment, and China has
responded by investing USD25 billion in
Australia in 2014, a 25% CAGR over the past
five years, to reach the top five spot among
Australia’s investors.

The China-Australia Free Trade
Agreement (ChAFTA) enacted in
November 2014 will undoubtedly further
expand the relationship and strengthen the
attractiveness of Australia as an
investment and trading partner for China.
China is already Australia’s largest goods
export and import partner, with the
two-way trade of goods and services
valued at USD150 billion in 2014,

accounting for almost one quarter of
Australia’s total import/export value.
The agreement enhances China’s access
to Australia’s key industries, particularly
agriculture, resources and energy — and
now healthcare - and is aimed to meet
the needs of China’s growing economy.
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FDI TO AUSTRALIA BY COUNTRY (2009-14)
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