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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

• The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada relies on strong economic health for
downstream demand for some of its less-essential products. As a result, as economic uncertainty rises, demand for
those products will fall, constraining revenue. For more detail, please see the Demand Determinants chapter.

• The industry's level of competition is forecast to rise as consumption and consumer spending slow and remaining
players must compete more heavily for the remaining market. For more detail, please see the Basis of Competition
chapter.

• The industry is expected to become slightly more concentrated as demand declines. In this fragmented industry,
small operators may be forced to merge or be acquired by larger players to survive. For more detail, please see the
Market Share Concentration chapter.



Pharmaceuticals & Pharmacy Supplies Wholesaling in Canada December 2020

4 IBISWorld.com

About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada distributes medicines, cosmetic

products and personal grooming products. This industry does not include manufacturers that sell medicines,
equipment and supplies directly to hospitals or doctors’ offices.

Major Players McKesson Canada

Main Activities The primary activities of this industry are:

Antibiotics wholesaling

Antiseptics wholesaling

Beauty supplies wholesaling

Cosmetics wholesaling

Nonprescription drugs wholesaling

Pharmaceuticals wholesaling

Prescription drugs wholesaling

Toiletries wholesaling

Vaccine wholesaling

Vitamins wholesaling

The major products and services in this industry are:

Prescription pharmaceuticals

Nonprescription pharmaceuticals

Other
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Supply Chain

SIMILAR INDUSTRIES

Brand-Name Pharmaceutical
Manufacturing in Canada

Generic Pharmaceutical
Manufacturing in Canada

Vitamin & Supplement
Manufacturing in Canada

Medical Supplies Wholesaling in
Canada

       

       

RELATED INTERNATIONAL INDUSTRIES

Drug, Cosmetic & Toiletry
Wholesaling in the US

Pharmaceuticals Wholesaling in
Australia

Cosmetics and Toiletry
Wholesaling in Australia

Perfume & Cosmetics Wholesaling
in the UK

Pharmaceutical Wholesaling in
the UK

Pharmaceutical and Toiletry
Goods Wholesaling in New
Zealand

Pharmaceutical Wholesaling in
Ireland
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Industry at a Glance
Key Statistics

$59.8bn
Revenue

Annual Growth

2015–2020

1.3%

Annual Growth

2020–2025

2.0%

Annual Growth

2015–2025

 

$3.2bn
Profit

Annual Growth

2015–2020

6.7%

  Annual Growth

2015–2020

 

5.3%
Profit Margin

Annual Growth

2015–2020

1.2pp

  Annual Growth

2015–2020

 

554
Businesses

Annual Growth

2015–2020

-2.4%

Annual Growth

2020–2025

-0.2%

Annual Growth

2015–2025

 

42,002
Employment

Annual Growth

2015–2020

2.4%

Annual Growth

2020–2025

1.5%

Annual Growth

2015–2025

 

$3.1bn
Wages

Annual Growth

2015–2020

1.1%

Annual Growth

2020–2025

1.6%

Annual Growth

2015–2025

Key External Drivers % = 2015–20 Annual Growth

1.6%
Per capita disposable income

0.6%
Research and development
expenditure

0.4%
Total health expenditure

2.1%
Number of adults aged 65 and
older

 
Industry Structure

POSITIVE IMPACT

  Revenue Volatility
Low   Concentration

Low

  Barriers to Entry
High / Steady   Industry Globalization

Low / Increasing

MIXED IMPACT

  Life Cycle
Mature   Capital Intensity

Medium

  Technology Change
Medium   Competition

Medium / Increasing

NEGATIVE IMPACT

  Industry Assistance
Low / Steady   Regulation & Policy

Heavy / Steady

 

Key Trends

 The industry has grown organically with new entrants and a
rise in employment

 Many wholesalers have focused on expanding and
implementing new technologies

 Small wholesalers have grappled with high costs

 Less expansive public payer coverage of new drugs will
pose a hurdle for operators

 Provincial budgetary issues will represent an opportunity and
a threat to the industry

 There is a level of consolidation activity in the industry

 The uptick of new biologic drugs, particularly cancer and
immunosuppressant drugs, has stimulated demand for
wholesalers
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High & Steady Barriers to Entry

  Low Volatility

  Low Imports

  High Profit vs. Sector Average

  High Revenue per Employee

   

WEAKNESSES

  Low & Steady Level of Assistance

  High Customer Class Concentration

  High Product/Service Concentration

  High Capital Requirements

   

OPPORTUNITIES

  High Revenue Growth (2015-2020)

  Total health expenditure

   

THREATS

  Low Revenue Growth (2005-2020)

  Low Outlier Growth

  Low Revenue Growth (2020-2025)

  Low Performance Drivers

  Per capita disposable income
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Executive Summary Not prescribed: Operators will likely benefit from offering high-margin
services to retailers

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada has benefited from its integral role in
the pharmaceutical supply chain without the plague of external competition from manufacturers, which is endemic to
most wholesale industries. Pharmaceutical wholesalers and self-distributing pharmacy chains, which are excluded
from the industry, account for 95.0% of total pharmaceuticals distributed to pharmacies and to long-term and
specialized healthcare facilities. Pharmaceuticals have comprised one of the fastest growing segments of healthcare
expenditures over the past two decades. Due to the burgeoning elderly population's sustained need for
pharmaceuticals, many downstream markets have sought out wholesalers to provide quick product turnaround.
Perpetuating this trend, the uptick of new biologic drugs, particularly cancer and immunosuppressant drugs, has
stimulated demand for wholesalers.

Biologic drugs require stringent temperature controls, including cryogenic, ultra-low, frozen and refrigerated, thus
spurring demand for wholesalers that have the logistics capacity to handle specialized products. In particular,
wholesalers that can monitor and regulate biologic drugs throughout the supply chain by using temperature
monitoring devices and tracking systems, have fared well over the five years to 2020. However, the COVID-19
(coronavirus) pandemic is expected to curtail downstream retail purchases of preventative or less essential
products. Accordingly, these trends are projected to result in an annualized 1.3% growth in industry revenue,
bringing revenue to $59.8 billion over the five years to 2020. Revenue is forecast to decline 3.0% in 2020 alone amid
rising economic uncertainty due to the coronavirus pandemic. Additionally, the industry profit margin has grown over
the past five years as new drugs have been introduced, garnering higher prices.

Industry revenue is forecast to continue its growth, rising at an annualized rate of 2.0% to $66.1 billion over the five
years to 2025. The advent of new specialty drugs, including biologic drugs, will likely cause hospitals and
pharmacies alike to turn toward wholesalers to provide temperature controls and other supply chain management
services. For example, the Centers for Disease Control and Prevention in the United States estimates that $300.0
million in vaccines are destroyed each year due to improper storage and distribution, providing opportunities for
wholesalers to implement more effective distribution strategies. Industry operators will likely benefit from offering
these high-margin services to retailers.
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Industry Performance

Key External
Drivers

Per capita disposable income

According to data from the Canadian Institute for Health Information, nearly 40.0% of total prescription drug
spending from the private sector is funded out of pocket. As per capita disposable income rises, consumers will
likely be more willing to purchase newer high-cost treatments (e.g. biologic drugs). Per capita disposable income is
expected to fall in 2020.

 

Research and development expenditure

As research and development expenditure rises, this trend may be indicative of newer, more high-cost
pharmaceuticals entering the market. For example, the advent of biologic drugs, which have varying temperature
requirements, including cryogenic, ultra-low, frozen and refrigerated, has spurred demand for pharmaceutical
wholesalers that can provide temperature control services and adhere to stringent drug handling protocols.
Research and development expenditure is expected to increase in 2020.

 

Total health expenditure

While a rise in total health expenditures, including public and private spending, benefits the industry, it may also
encourage public payers (e.g. Medicare) to cut reimbursement rates. Provincial budgetary issues may cause public
drug plans to slash their drug coverage, thus dampening consumers' and downstream markets' demand for
pharmaceuticals. Total health expenditure is expected to rise in 2020, posing a potential threat to the industry.

 

Number of adults aged 65 and older

As the number of adults aged 65 and older rises, demand for drugs should increase. Health deteriorates as a result
of aging and the prevalence of health ailments (e.g. chronic illnesses) increases. Therefore, the burgeoning elderly
population has stimulated pharmacies' and hospitals' demand for pharmaceuticals from wholesalers. The number of
adults aged 65 and older is expected to increase in 2020, representing a potential opportunity for the industry.
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Current
Performance

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in
Canada has benefited from strong pharmaceutical use over the five years
to 2020 due to favourable demographic trends and new drug
development.

For example, the rise in the volume of pharmaceuticals administered, coupled with a larger product mix, has
encouraged many downstream markets, such as pharmacies and hospitals, to purchase pharmaceuticals from
wholesalers. This industry is also not mired by the typical burden of competition from upstream manufacturers,
where retailers purchase directly from manufacturers rather than wholesalers. According to the Canadian
Association for Pharmacy Distribution Management, pharmaceutical wholesalers and self-distributing pharmacy
chains, which are excluded from the industry, comprise over 95.0% of total pharmaceuticals distributed to
community and hospital pharmacies, as well as long-term and specialized healthcare providers. However, this
growth has been slowed by the COVID-19 (coronavirus) pandemic, which has grown economic uncertainty, resulting
in downstream retailers selling fewer nonessential items, including beauty supplies and preventative medicines,
including multivitamins.

Thus, bereft of major competitive forces external to the industry, industry revenue is expected to increase at an
annualized rate of 1.3% to $59.8 billion over the five years to 2020. This includes revenue falling 3.0% in 2020 alone
amid the coronavirus pandemic. However, profit, measured as earnings before interest and taxes, is anticipated to
grow from accounting for 4.1% of industry revenue in 2015 to 5.3% in 2020, which is primarily attributed to value-
added services, including refrigeration services for biologic drugs.

REGULATORY ENVIRONMENT

The regulatory landscape has dictated downstream demand for
pharmaceuticals from wholesalers.

In many provinces and territories, budgetary issues have caused many public payers (e.g. Medicare) to slash their
reimbursement rates for generic drugs, which accounts for a large portion of industry sales by volume. For example,
Prince Edward Island sets the price of generic drugs at a maximum price of 50.0% of its brand name counterpart,
followed by Manitoba (37.0%), Alberta (35.0%), Newfoundland (35.0%), Nova Scotia (35.0%), New Brunswick
(35.0%), Saskatchewan (35.0%), British Columbia (28.0%), Quebec (25.0%) and Ontario (25.0%). Therefore,
companies that operate in several provinces need to negotiate this dynamic regulatory landscape, making
interprovincial business difficult.

Further exacerbating this trend, many provinces and territories have directly limited the extent that wholesalers can
markup pharmaceutical prices, inhibiting operators' ability to secure higher profit. Some provinces have had
reimbursement policies that were particularly unfavourable for the industry. For example, Ontario does not reimburse
wholesalers' pharmaceutical markup prices, but instead reimburses pharmacies' markup price up to 8.0% of the
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drug's benefit price, which is calculated by adding the drug manufacturer's list price to the pharmacy markup. This
pressures industry profit, lead to profit declining over the past five years.

Conversely, some provinces have had less stringent regulations for wholesalers' drug prices, thereby benefiting the
industry. Manitoba does not regulate wholesalers' drug prices for medicines listed before December 2008, effectively
enabling wholesalers to garner their list price for all eligible drugs. Provincial regulations have played an integral role
in wholesalers' ability to implement price hikes. Overall, the price of generic drugs is expected to continue falling as
more stringent regulations are introduced to limit government spending on healthcare, which currently accounts for
just under 43.0% of all drug spending nationwide.

Furthermore, Canadian regulations that set maximum prices for patented medicines have benefited the industry in
line with wholesalers being able to secure relatively low-cost pharmaceuticals from drug manufacturers. With
purchases accounting for 82.3% of industry revenue in 2020, price ceilings are essential to securing higher
profitability. For example, the Patented Medicine Prices Review Board (PMPRB) regulates prices that patented
prescription and nonprescription drug manufacturers can charge wholesalers. With 78 new pharmaceutical products
reported to the PMPRB in 2017 (latest data available), its drug price monitoring services ensured that wholesalers
can access patented pharmaceuticals at a market competitive price. However, these cost savings are typically
passed on to the consumer, limiting the potential effect on profit that may have buoyed profitability in the industry
overall.

INDUSTRY LANDSCAPE

Many pharmaceutical wholesalers have focused on expanding and
implementing new technologies for their distribution network over the
past five years.

In particular, the advent of specialty drugs, namely biologic drugs, has changed the traditional distribution strategy.
Each biologic drug may have a different temperature requirement and life cycle, thus causing wholesalers to outfit
their logistics systems with technology that helps monitor specialty drugs throughout the supply chain. Due to high
infrastructure costs, particularly related to the recent need to have high-tech logistics, controls and supply
management for biologic drugs, some industry operators have developed a market niche in biologic drug
wholesaling. Many existing operators, with the capital requirements to do so, entered this field, resulting in
consolidation activity. The number of industry enterprises is expected to decrease an annualized 2.4% to 554
companies over the five years to 2020, driven by some small-scale wholesalers leaving the market amid growing
capital intensity.

Small wholesalers have grappled with high costs, particularly related to distributing high-cost, low-volume
pharmaceuticals (e.g. biologic drugs) for niche markets. As a result, economies of scale have been particularly
integral for wholesalers to provide cohesive distribution services across Canada, rather than limiting operations
within a particular province. Accordingly, as operators expand, employment has risen to match the need for
improved warehousing and logistics capacity. The number of industry employees is anticipated to increase at an
annualized rate of 2.4% to 42,002 individuals over the five years to 2020. For example, McKesson Canada has
invested in upgrading its infrastructure to meet downstream demand, such as the company's 10-year contract with
PharmaChoice's chain of independently owned pharmacies. All in all, without external competition from
manufacturers, the industry has grown organically with new entrants and an associated rise in employment to meet
retail demand.



Pharmaceuticals & Pharmacy Supplies Wholesaling in Canada December 2020

13 IBISWorld.com

Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Total Health
Expenditure

($b)
2011 50,490 5,447 919 634 36,396 N/A N/A 2,518 N/A 155
2012 50,104 5,504 866 586 34,053 N/A N/A 2,565 N/A 158
2013 51,022 6,527 898 602 41,349 N/A N/A 2,806 N/A 155
2014 52,605 5,945 939 630 38,414 N/A N/A 2,947 N/A 154
2015 56,013 5,681 932 626 37,319 N/A N/A 2,958 N/A 160
2016 56,851 6,097 915 617 37,128 N/A N/A 2,953 N/A 164
2017 59,064 6,633 905 610 41,101 N/A N/A 3,056 N/A 162
2018 60,768 7,291 945 637 42,978 N/A N/A 3,187 N/A 164
2019 61,698 7,319 903 609 43,233 N/A N/A 3,212 N/A 164
2020 59,825 6,960 822 554 42,002 N/A N/A 3,120 N/A 157
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Industry Outlook
Outlook The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in

Canada has benefited from a myriad of social, economic and
technological factors in recent years.

Overwhelmingly, public expenditures and advancements in medicine will likely drive revenue growth in the future.
For example, providing specialty drugs (e.g. biologic drugs) requires temperature control throughout the
pharmaceutical supply chain. This includes packaging, shipping, storage, distribution and handling, resulting in
higher profit for operators for a value-added service, which further decreases external competition through this
complex process. As a result, many downstream markets, such as pharmacies and hospitals, have increasingly
outsourced their procurement of biologic drugs to wholesalers instead of direct manufacturers that may not have this
technology readily available, thus stimulating industry revenue growth. Consequently, industry revenue is forecast to
grow at an annualized rate of 2.0% to $66.1 billion over the five years to 2025. Additionally, the industry profit margin
is expected grow as a result of forecast growth in total healthcare expenditure, as well as a rebounding economy as
the COVID-19 (coronavirus) pandemic recedes.

PUBLIC AND PRIVATE PAYERS

Public and private insurance providers' coverage of pharmaceuticals will
likely play an integral role in driving downstream demand for
pharmaceuticals over the next five years as it has over the five years to
2020.

Medicare does not cover pharmaceuticals unless they are administered in hospitals. However, each province and
territory administers a publicly funded prescription drug benefit program for medications provided outside of hospital
settings, cushioning pharmacy sales. According to the latest data available from the Canadian Institute for Health
Information, the public sector accounts for 42.7% of prescription drug spending, a figure that has been slowly rising
over the past decade. However, according to the Canadian Health Policy Institute, public plans selectively cover
pharmaceuticals, often opting for inexpensive and generic drugs instead of newly developed brand name drugs,
which can cause consumers to pay out of pocket or resort to private insurance companies to supplement public
funding. Overall, less expansive public payer coverage of new drugs will likely pose a hurdle for pharmaceutical
wholesalers because low public payer insurance coverage is expected to translate to consumers having limited
access to the most expensive drugs and by extension, higher-margin pharmaceutical products.

Also, provincial and territorial budgetary issues will likely represent both an opportunity and a threat to the industry.
For example, some provinces and territories are anticipated to focus on securing more streamlined pharmaceutical
supply chains to cut costs. Overall, these plans aim to cut costs related to human stocking errors by equipping
hospitals with recent technological advances including cabinets that automatically dispense medications in patient
care areas. By improving the accuracy of dispensing medication and streamlining pharmaceutical distribution,
provincial governments can save money. If securing sole provider pharmaceutical distribution contracts is effective
in helping to cut healthcare costs, other provinces and territories will likely adopt similar distribution policies, thus
benefiting large-scale wholesalers at the expense of smaller operators.

BIOLOGIC DRUGS CHANGE DISTRIBUTION

According to data from IMS Health, biologic drugs are expected to
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comprise more than 20.0% of global pharmaceutical sales in 2020, with
the Canadian market anticipated to reflect a similar outlook.

In particular, Statistics Canada, by categorizing pharmaceuticals into therapeutic classes, expects that certain
products will likely have a significant effect on the Canadian market over the coming years. For example, oncology,
diabetes, asthma, chronic obstructive pulmonary disease and coronary artery drugs are expected to fare well.
Biologic drugs specifically include high-cost cancer and antitumour necrosis factor drugs. As a result, wholesalers
will likely distribute biologic drugs, with many of these drugs requiring temperature controls throughout the supply
chain, thus supporting industry expansion.

The Centers for Disease Control and Prevention estimates that the healthcare system in the United States incurs
$300.0 million worth of costs due to vaccines being destroyed each year. This is primarily due to improper storing
and distribution, with the total cost of destroyed drugs being higher, in line with other more expensive biotherapeutic
drugs, which are excluded from the estimate. While the Canadian healthcare system likely incurs lower costs
compared with the healthcare system in the United States, many hospitals will likely purchase pharmaceuticals from
wholesalers that have temperature-sensitive controls for all biologic products to reduce the possibility of waste. As a
result, larger wholesalers with this capability will expand and the market will consolidate. The number of industry
establishments is expected to decrease at an annualized rate of 0.1% to 819 locations over the five years to 2025.
The number of enterprises is projected to fall more quickly, suggesting a level of consolidation activity. The number
of industry employees is anticipated to rise an annualized 1.5% to 45,314 individuals over the five years to 2025.
This is mostly due to the embrace of value-added services for biologic drug distribution, including testing, refining
and retesting packaging systems for temperature controls.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Total Health
Expenditure

 ($b)
2020 59,825 6,960 822 554 42,002 N/A N/A 3,120 N/A 157
2021 61,464 7,154 825 556 42,757 N/A N/A 3,182 N/A 160
2022 63,082 7,341 825 555 43,572 N/A N/A 3,247 N/A 163
2023 64,202 7,501 823 552 44,214 N/A N/A 3,297 N/A 166
2024 65,185 7,606 821 550 44,828 N/A N/A 3,343 N/A 168
2025 66,129 7,712 819 549 45,314 N/A N/A 3,382 N/A 170
2026 67,028 7,813 814 544 45,696 N/A N/A 3,414 N/A 172
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Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

Profit volatility has pressured IVA growth

The industry is reliant on broader macroeconomic health for strong performance

The industry is consolidating to secure market share and profit margins

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada is currently in the mature phase of its
economic life cycle, characterized by slow growth rates, industry consolidation and market acceptance. Industry
value added (IVA), which measures an industry's contribution to the overall economy, is expected to increase at an
annualized rate of 3.1% over the 10 years to 2025. Comparatively, Canadian GDP is anticipated to rise an
annualized 1.8% during the same period. Generally, IVA growth that is higher than Canadian GDP growth is a
salient indicator of an industry in growth. However, several factors indicate the industry's maturity. The industry's
wholesalers have benefited from limited competition from direct manufacturer sales, with wholesalers and self-
distributing pharmacy chains, which are excluded from the industry, comprising 95.0% of total pharmaceuticals
distributed to downstream pharmacies and hospitals. Ultimately, this has been enough to maintain growth in line
with that of GDP. Although industry growth has slowed compared with previous eras, this more modest growth has
prompted a series of strategies meant to sustain rather than instigate demand. This is also a notable characteristic
of mature industries.

Many pharmaceutical and pharmaceutical supply wholesalers will likely focus on expanding to include biologic drug
distribution over the five years to 2025 if they have not already done so. For example, each biologic drug may have
a different temperature requirement and product lifecycle, thus causing wholesalers to require temperature sensors
and other technology that helps monitor specialty drugs throughout the supply chain. By offering these high-margin
products, operators can gain higher profit and remain competitive in the constantly evolving pharmaceutical world.
However, with a saturated market, many operators have also sought to consolidate to grow their market share and
purchasing power. The industry is overwhelmingly reliant on the country's broader macroeconomic health for strong
performance, which is an indicator of maturity. Nevertheless, its contribution to the economy has been minimal
compared with its historic performance due to various profit pressures that instigate consolidation strategies,
cementing its mature status.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Convenience Stores in Canada

Pharmacies & Drug Stores in Canada

Beauty, Cosmetics & Fragrance Stores in Canada

Health Stores in Canada

Warehouse Clubs & Supercentres in Canada

2nd Tier

Consumers in Canada

Key Selling Industries
1st Tier

Medical Instrument & Supply Manufacturing in Canada

Brand-Name Pharmaceutical Manufacturing in Canada

Generic Pharmaceutical Manufacturing in Canada

Cosmetic & Beauty Product Manufacturing in Canada

2nd Tier

Plastic & Resin Manufacturing in Canada

Glass Product Manufacturing in Canada

Soap & Cleaning Compound Manufacturing in Canada

Organic Chemical Manufacturing in Canada

Inorganic Chemical Manufacturing in Canada

Products & Services

  PHARMACEUTICALS

Operators in the Canadian Pharmaceuticals and Pharmacy Supplies
Wholesaling industry that provide inventory for pharmacies and
healthcare providers have focused primarily on pharmaceutical products.

Combined, pharmaceuticals, both prescription and nonprescription, are estimated to represent 83.5% of revenue in
2019. A diverse array of medicines, from respiratory products to dermatological creams and ointments, are
significant products stocked by pharmacies across Canada. In 2020, 58.2% of industry revenue is generated
through prescription pharmaceuticals, while nonprescription drugs account for 25.2% of revenue. Nonprescription
drugs include over the counter treatments, such as ibuprofen and various dermatological creams and ointments, that
do not require a prescription. This also includes behind the counter medicines that do not require a prescription.
Prescription drugs have grown as a share of revenue over the past five years as a result of expensive biologics,
causing nonprescription drugs to decline as a share of revenue.

Meanwhile, according to the latest data available by the Canadian Institute of Health Information (CIHI), 84.6% of
these sales are driven by brand name drugs but less than 40.0% by volume, making generic drugs much more
popular in terms of total product sales but less influential for top line growth. Furthermore, generic treatments are
expected to represent just over 30.0% of these sales, according to CIHI. Meanwhile, the rapid increase in demand
for biologic drugs has propelled the biologic drug share of the top 10 drug sales in 2018 (latest data available) to
reach just over 20.0%, according to the Patented Medicine Prices Review Board (PMPRB). Overall, PMPRB data
indicates that the largest pharmaceutical product segments by sales are antineoplastics and immunomodulating
agents, nervous system pharmaceuticals and alimentary tract and metabolism treatments, although this data does
not distinguish between generic and brand name sales.
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OTHER

Other products are primarily composed of various health supplements
including vitamins and minerals and pharmacy supplies, such as blood
plasma, radioactive pharmaceutical isotopes, botanicals and animal
health products.

Collectively, these products comprise 16.6% of industry revenue in 2020. This segment includes multivitamins,
individual vitamins and minerals and supplements, which include protein or amino isolates among others. While
pharmaceutical products are often responsive rather than preventative, many supplements are taken daily to
prevent diseases and maintain an alimentary balance. This segment will likely continue to maintain a decent
proportion of industry revenue over the five years to 2025 because its products are preventative rather than
responsive. Consumers who buy these products will continuously take them, generating a steady revenue stream.
Plus, growing demand from pharmacies downstream is expected to translate into rising demand for pharmacy
products and active ingredients.

Demand
Determinants

Demand for the pharmaceuticals and pharmacy supplies sold by
wholesalers in the Pharmaceuticals and Pharmacy Supplies Wholesaling
industry in Canada is generally inelastic, since downstream consumers
require medical treatments, which is not something that is likely to
change over time.

Still, demand is driven by drug usage rates, the advent of new drugs, price and government funding and regulation.
Generic drugs in particular have steadily accounted for a larger share of wholesale drug purchases. According to the
Canadian Institute for Health Information, branded medications account for more than 80.0% of sales in the
pharmaceutical sector, but less than 40.0% of prescriptions. Therefore, generics make up the rest of sales and
prescriptions. While not representative of a majority in terms of sales, generics are vastly more popular from a
quantity standpoint. As several manufacturers in recent years have caused more brand-name drugs to lose their
patent exclusivity, this trend has benefited the industry in line with more consumers purchasing low-cost generic
drugs from downstream markets, such as hospitals and pharmacies.

Furthermore, demand for pharmaceuticals from wholesalers is linked to the advent of new medications. For
example, the introduction of newer biologic drugs into the market has spurred demand from downstream markets.
Canadian regulations for wholesaler price markups, which vary by province and territory, can play an integral role in
downstream demand for wholesale pharmaceuticals. For example, public drug plans, such as Medicare, regulates
the price that wholesalers can charge for pharmaceuticals by establishing reimbursements that the government is
willing to allocate toward pharmacies. If public drug plans do not reimburse pharmacies for drugs, passing costs
down to the pharmacy or consumer instead, this trend will likely limit downstream demand for pharmaceuticals from
wholesalers.

Demand for industry products is expected to wane slightly as a result of COVID-19 (coronavirus). While most
medicines are essential and have inelastic demand, some multivitamins and beauty supplies, which are a smaller
portion of the industry, are much more elastic and are susceptible to declines as economic uncertainty rises.

Major Markets

  HOSPITALS AND OTHER HEALTHCARE PROVIDERS
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In the Canadian Pharmaceuticals and Pharmacy Supplies Wholesaling
industry, hospitals and other healthcare providers, namely physician-
owned and operated clinics, collectively account for an estimated 12.3%
of industry revenue in 2020.

Overall, the public sector funding of drugs dispensed in hospital settings has supported demand for wholesale
pharmaceuticals from this market segment over the five years to 2020, ensuring slight growth. Moreover, this market
segment has exhibited strong demand for oncological drugs in particular. Furthermore, while the advent of low-cost
generic drugs has lowered hospitals' spending on wholesale pharmaceuticals, this trend has been offset by the
inundation of newer, high-cost cancer treatments and a litany of biologic drugs. This market segment also includes
independent physician-owned and operated clinics, hospitals and hospital-owned and operated clinics.

In addition, many hospitals have formed group purchasing organizations (GPOs), which secure wholesale
pharmaceuticals in bulk, among other hospital purchases. While GPOs have increasingly dictated purchases from
this market segment over the past five years, many hospitals have sought to secure single-source contracts with
wholesalers to reduce product-specific risk. Pharmaceutical wholesalers that increasingly transport biologic drugs,
which have a sensitive shelf life, will likely form sole-source relationships with wholesalers which is expected to
become increasingly vital for hospitals. This trend is expected to benefit the industry over the five years to 2025.

PHARMACIES AND OTHER RETAIL

Pharmacies and other retailers are expected to account for 87.7% of
industry revenue.

This includes independent pharmacies, which account for 15.8% of revenue; banner and chain pharmacies (60.3%);
and other retailers, including food and mass merchandisers (11.6%). In particular, pharmacies have experienced
strong consumer demand for immunosuppressant drugs, spurring demand for pharmaceuticals from wholesalers.
Altogether, growing demand for newer, high-cost treatments has resulted in strong wholesale pharmaceutical
purchases by community drug stores.

For example, wholesalers that have included popular drugs in their product portfolio, such as cardiovascular,
antihyperlipidemic agents, psychotherapeutics, antispasmodic and antisecretory drugs, have fared well. While
demand for wholesale pharmaceuticals from pharmacies has grown over the past five years, the industry has still
contended with some hurdles. For example, according to the latest data available from the Canadian Association for
Pharmacy Distribution Management, there has been the emergence of more chain, banner and mass merchandiser
pharmacies, which has enabled more pharmacies to secure low-cost pharmaceuticals from wholesalers. This has
cut into industry revenue growth from the independent market segment. However, it should be noted that banner
pharmacies are independent pharmacies that are affiliated with a central office, similar to a franchise but with more
autonomy. Therefore, the bifurcation of pharmacies into banner and strictly independent manifestations obfuscates a
more granular breakdown of this market segment.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

Many of the products distributed by the Canadian Pharmaceuticals and Pharmacy Supplies Wholesaling industry
are sourced from foreign suppliers. However, international trade of pharmaceuticals and pharmaceutical supplies is
accounted for under the relevant upstream manufacturing industries rather than at the wholesale level, including the
Canadian Brand-Name Pharmaceutical Manufacturing industry (IBISWorld report 32541aCA), the Canadian Generic
Pharmaceutical Manufacturing industry (32541bCA) and the Canadian Medical Instrument and Supply
Manufacturing industry (33911aCA). Thus, this industry, while heavily reliant on the global pharmaceutical supply
chain, does not participate in international trade.
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Business
Locations

  Establishments in the Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada are typically located near
upstream suppliers, which consists of pharmaceutical manufacturers, as well as downstream markets, which consists of hospitals
and pharmacies. Industry establishments generally follow the distribution of the Canadian population as a result. In addition,
provinces have varying regulations in place for pharmaceutical prices, which in turn amplify the population dynamic in determining
where wholesalers locate their establishments. For example, some provinces have set more stringent price regulations, thereby
limiting generic drugs to account for a fixed share of brand-name prices. Prince Edward Island has set generic prices to account
for 50.0% of the brand-name drug's price, followed by Manitoba (37.0%), Newfoundland (35.0%), New Brunswick (35.0%),
Saskatchewan (35.0%), Alberta (35.0%), British Columbia (28.0%), Ontario (25.0%) and Quebec (25.0%).

As a result, wholesalers often choose to locate in provinces that enable them to garner higher prices for generic drugs, since there
are such divergences in profitability. In addition, some provinces have more stringent regulations that limit the price wholesalers
can markup for their pharmaceuticals. In Manitoba, drugs listed before December 2008 are not regulated, whereas New
Brunswick does not regulate wholesaler prices at all. Comparatively, in Alberta, wholesaler markups for single-source drugs
cannot exceed 7.5% of the drug's price, whereas multisource drugs are not reimbursed. As a result, many wholesalers have
concentrated their establishments in Ontario, which accounts for 48.8% of industry establishments in 2020, followed by Quebec
(21.7%), British Columbia (18.0%) and Alberta (6.7%).
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada exhibits a low level of market share
concentration. The top four pharmaceutical wholesalers in the industry are expected to account for less than 25.0%
of industry revenue in 2020. Overall, the industry is highly fragmented due to variations in Canadian regulations
between provinces and the diverse product portfolio included in the industry which enables participation. For
example, each province has regulations in place pertaining to the extent that wholesalers can markup
pharmaceutical pricing, thereby limiting the extent to which large wholesalers can cater to downstream markets,
such as pharmacies on a national scale. Further exacerbating this trend, some provinces and territories have
chosen a pharmaceutical wholesaler that can solely provide pharmaceuticals to some downstream markets, thus
inhibiting the ability for other pharmaceutical wholesalers to enter a contractually shut market. For instance, in 2013,
the province of New Brunswick chose McKesson Canada as the sole distributor of pharmaceuticals to hospitals. If
more provinces and territories follow suit, this trend will likely cause the industry's market share to become more
concentrated over the five years to 2025. However, few operators maintain a substantial market share. Most
industry operators are small, servicing local demand and niche markets. According to data from Statistics Canada,
47.6% of establishments are considered nonemployers, which limits the size and scope of a majority of industry
operations by facility. Of the employing establishments, 13.5% employ more than 100 people while 33.1% have a
staff of fewer than five people. Thus, there is a bifurcation between very large operators and smaller players,
demonstrating the fragmentation of the industry in aggregate despite the dominance of McKesson Canada in the
domestic market. Concentration may rise as a result of the COVID-19 (coronavirus) pandemic. As the industry is
heavily fragmented and populated by small operators, they may struggle amid increased economic uncertainty.
These operators may be forced to merge or be acquired by a larger operator to survive.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Guaranteed supply of key inputs:
Access to or contracts with reliable manufacturers or importers enables operators to consistently offer products to
customers.

Having an extensive distribution and collection network:
Efficient warehouse and distribution systems can reduce costs and increase the reliability of deliveries.

Having contacts within key markets:
Pharmacies, drugstores, hospitals and other healthcare providers are growing in size. This factor increases the
importance of establishing contacts within these growth markets to generate sales.

Provision of superior after-sales service:
Wholesalers have added auxiliary services to increase their value to retailers.

Access to goods currently favoured by the market:
Consumers are increasingly using generic versions of prescription pharmaceuticals and the aging population is
using more specialty drugs. Consequently, wholesalers that distribute these products are better positioned to sell to
retailers.

Ability to continue paying suppliers during economic downturn:
Purchases represent more than 80.0% of industry costs and rely on purchasing finished products to generate
revenue. Operators that can continue to pay suppliers will have an advantage.
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Cost Structure
Benchmarks

  Profit

Profit, measured as earnings before interest and taxes, is expected to
account for 5.3% of industry revenue in 2020, up from 4.1% in 2015.
Overall, industry profit is linked to the provincial formulary,
manufacturers' list prices and basic logistical inputs, such as the price
of fuel. Most prominently, the Patented Medicine Prices Review Board
(PMPRB) sets maximum prices that patent drug manufacturers can
charge for their drug, which, in turn, determines the price that
wholesalers pay to purchase pharmaceuticals. As a result, if the
PMPRB sets lower prices for patented drugs, this trend bolsters
industry profit in line with lower purchase prices as long as their sale
prices do not also reflect this decrease. Additionally, governmental drug
plans publish a benefit price list (e.g. a reimbursement formulary),
which establishes the maximum reimbursement for specific
medications, limiting the potential for increased profitability.

 

  Wages

Wages are anticipated to account for 5.2% of industry revenue in 2020,
representing a marginal decrease from 5.3% in 2015. Typically,
industry employees provide logistics and maintain relationships with
upstream markets (e.g. drug manufacturers) and downstream markets
(e.g. pharmacies and hospitals). In addition, employees may also
provide customer service and negotiate supply side contracts with
pharmacies. Overall, wages have decreased marginally as a share of
industry revenue due to many wholesalers increasingly relying on
extensive distribution networks and more sophisticated technology that
facilitates more convenient buying and selling practices, thus relying on
fewer employees in general.
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  Purchases

Purchases are expected to comprise 82.3% of industry revenue in
2020. Purchase costs have decreased from 82.5% in 2015, as a result
of a series of patent cliffs which enable wholesalers to access low-cost
generic drugs. As many blockbuster drugs have had patent expirations,
this trend has made it less arduous for pharmaceutical wholesalers to
secure low-cost generic pharmaceuticals. Still, while generic
formulations decrease the costs of legacy drugs, treatments, such as
biologic pharmaceuticals, which are still new and under patent
protections, are much more expensive in comparison, offsetting part of
this decrease. Nonetheless, as a wholesaling industry, a significant
portion of revenue is expected to inevitably be dedicated to purchasing
costs by virtue of the wholesale sector in general.

 

  Marketing

Marketing is anticipated to account for 1.2% of industry revenue in
2020, representing an insignificant portion of the average operator's
cost structure. This is primarily because many wholesalers need to
advertise their quick product turnaround times and strong customer
service to downstream markets (e.g. hospitals and pharmacies) to gain
a larger customer base.

 

  Depreciation

Depreciation expenditures are expected to absorb 1.1% of industry
revenue in 2020, a slight increase from 2015 levels. Overall, this
industry's levels of depreciation reflect the negligible need for
machinery and other such capital purchases.

 

  Rent

Comparatively, rent comprises an estimated 0.4% of industry revenue
in 2020. Along with utilities, rent costs demonstrate the warehouse
space that is a requisite for industry operations.
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  Utilities

Comparatively, utilities comprise an estimated 0.1% of industry revenue
in 2020. Along with rent, utilities costs demonstrate the warehouse
space that is a requisite for industry operations.

 

  Other Costs

Other costs include insurance, administrative and interest expenses,
among others. The other costs are projected to comprise 4.4% of
revenue in 2020.

 

Basis of
Competition

Competition in this industry is    Medium and the trend is Increasing

  INTERNAL COMPETITION

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in
Canada exhibits a moderate level of competition.

According to data from the Canadian Association of Pharmacy Distribution Management, 95.0% of all
pharmaceuticals distributed in Canada are derived from wholesalers and self-distributing pharmacy chains, whereas
the remaining 5.0% involves directly shipping pharmaceuticals to pharmacies and hospitals from drug
manufacturers. Many downstream markets, such as pharmacies, increasingly rely on wholesalers to receive
pharmaceuticals instead of dealing directly with manufacturers, which has intensified competition within the industry.
Overall, outside of price distinctions, industry operators compete on the basis of their distribution network,
partnerships with pharmacies and drug manufacturers and having a reputation for a quick product turnaround.

In addition, wholesalers compete on the basis of having extensive product portfolios, thus providing pharmacies with
a one-stop shop for wholesale products. While a distributor that specializes in oncology products may do well within
its market, a more diverse range of product offerings can help to mitigate risk by spreading it over a wider client
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base. Furthermore, larger pharmaceutical wholesalers may have the leverage necessary to secure favourable
contracts with hospitals. For example, as many hospitals have used group purchasing organizations (GPOs) to
secure pharmaceuticals in bulk, this trend has intensified price-based competition for wholesalers. While providing
low-cost pharmaceuticals to GPOs has been an integral factor in some wholesalers remaining competitive over the
five years to 2020, some wholesalers have appealed to this downstream market with their extensive product
portfolio, quick product turnaround and ability to supply products to a multitude of hospitals throughout Canada. A
diverse array of products also includes niche market medications or otherwise less popular pharmaceuticals for rare
diseases, which can make a company extremely competitive even in niche markets.

EXTERNAL COMPETITION

External competition for the industry is limited.

Direct shipments to pharmacies and hospitals from drug manufacturers is infrequent in Canada, accounting for only
5.0% of drug distribution to retailers, according to data from the Canadian Association of Pharmacy Distribution
Management. Plus, there are very few substitutes for medical treatments, although alternative treatment options and
holistic medicinal strategies may dampen demand for industry products further downstream. Nonetheless, most
competition is based internally.

Competition is expected to increase as a result of COVID-19 (coronavirus). While many downstream retailers that
purchase industry products remained open through the pandemic, there was a decline in other products sold by
those pharmacies, especially those that sell less essential goods. Those companies seeking industry products will
try to negotiate better prices, thus increasing competition.

Barriers to
Entry

Barriers to Entry in this industry are    High and the trend is Steady

  The Pharmaceuticals and Pharmacy Supplies
Wholesaling industry in Canada is characterized by high
barriers to entry. While some downstream markets, such
as pharmacies, are highly fragmented, the industry incurs
substantial costs related to procuring and distributing
pharmaceuticals. Overall, to cater to pharmacies and
hospitals alike, pharmaceutical wholesalers need to have
an extensive product portfolio. For example, hospitals
may demand drugs that are administered by injection
rather than orally, whereas pharmacies may demand oral
drugs, thus causing wholesalers to need favourable
supply side agreements with manufacturers. The
emergence of more group purchasing organizations
(GPOs), which use their large-scale leverage to secure
low-cost pharmaceuticals for hospitals, has added to the
industry's barriers to entry.

For example, incumbent wholesalers may have the
extensive distribution network and cost synergies (e.g.
using technology to lower logistic costs) necessary to
secure favourable agreements with GPOs. Furthermore,
some incumbent operators have established contracts
with healthcare providers and manufacturers within a
particular province, thus enabling these industry operators
to solely distribute pharmaceuticals. For example, in
2013, McKesson Canada established a contract with
hospitals in New Brunswick, thus enabling the company to
become the sole distributor of pharmaceuticals to
hospitals for a three-year period. Similar patterns may
emerge in the future, further entrenching the power of
dominant incumbent operators.

Barriers to Entry Checklist

Competition Medium  

Concentration Low  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Heavy  

Industry Assistance Low  

Industry
Globalization

Globalization in this industry is    Low and the trend is Increasing

  The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada exhibits a low level of globalization,
though this may increase as Canadian pharmaceuticals draw increased demand worldwide. While some large
pharmaceutical distributors based in the United States, such as McKesson Corporation, have dominated the
industry landscape, many wholesalers operate in particular provinces and territories due to provincial regulations.
For example, wholesalers' ability to markup pharmaceutical prices is regulated on a provincial basis without a
standardized nationwide rubric, thus limiting the extent to which wholesalers can provide pharmaceuticals across
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Canada. As a result, some companies have divested from their Canadian operations, such as AmerisourceBergen
Corporation selling its Canadian business segment to Kohl & Frisch Limited in 2013. If this trend of globalization
continues, it will likely be Canadian distributors that enter the United States market rather than the opposite due to
stringent provincial regulations, although the small size of industry operators has thus far been an inhibiting factor for
south of the border penetration.

The industry's low level of globalization is expected to insulate it from further declines due to COVID-19
(coronavirus). As the industry does not distribute drugs internationally and focus more on a regional or local level,
logistical issues associated with international trade will not affect the industry.
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Major Companies

Major Players McKesson Canada

Market Share: 21.5%

  McKesson Corporation (McKesson) delivers pharmaceuticals, medical supplies and information technologies to the
healthcare sector worldwide. McKesson is active in Canada through its McKesson Canada operating segment,
which is one of the largest pharmaceutical wholesale and retail distributors in Canada, however, only its wholesaling
activities are considered industry-relevant. With a network of 15 distribution centres that help provide logistics and
distribution activities to more than 800 manufacturers country-wide, McKesson Canada's wholesale arm delivers
pharmaceutical products to retail pharmacies, hospitals, long-term care centres, clinics and institutions. McKesson
has two business segments that includes Distribution Solutions and Technology Solutions. Although it has
restructured its financial reporting methods in 2019, the company is guided by this same bifurcation of distribution of
products and technology. The company's industry-relevant revenue is also derived from the distribution of
pharmaceuticals and active pharmaceutical ingredients to numerous upstream markets, such as biotech and
pharmaceutical manufacturers. In addition, the company provides automation solutions for some downstream
markets, namely retail and hospitals, thus helping dispense millions of doses of medication each year. In fiscal 2020
(year-end March), McKesson generated $306.7 billion in total revenue.

While distributing equipment and providing logistics and other services is excluded from industry-relevant revenue,
the company has bolstered its pharmaceutical distribution sales by offering additional value-added services. In 2012,
the company acquired the assets of Drug Trading Company Limited, including Katz Group Canada Inc. and
Medicine Shoppe Canada Inc., for $925.0 million. Overall, this acquisition has benefited the company's
pharmaceutical distribution segment, due to Drug Trading Company Limited including the marketing and purchasing
arm of independently owned pharmacies in Canada. More recently, McKesson has sought to acquire more
companies by primarily focusing on businesses based in the United States. However, the company purchased
Rexall Health Solutions from the Katz Group of Companies for $2.2 billion in 2016, marking its continued penetration
of the Canadian market. Thus, the company benefits from a vertically integrated business model in Canada that
boosts profit while increasing efficiency for its retail pharmacy operations in conjunction with its North American
distribution capabilities.
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Financial performance

McKesson Canada's industry-relevant revenue is expected to increase an annualized 4.5% to $12.9 billion over the
five years to fiscal 2021. Overall, the company has exhibited consistent growth over the past five years as a whole,
although admittedly more so during the first half of the period as a result of rising drug usage rates, price increases
and acquisition activity. The company is also expected to decline slightly in fiscal 2021 due to the COVID-19
(coronavirus) pandemic. Nevertheless, the company's robust acquisition activity will likely enable McKesson Canada
to cater its wholesale pharmaceuticals to more downstream markets, securing its place in the industry. Additionally,
foreign exchange rates have insulated the company from declines related to the coronavirus pandemic. McKesson
Canada's industry-relevant operating profit, measured as earnings before interest and taxes, is projected to decline
at an annualized rate of 22.6% to $156.7 million over the five years to fiscal 2021. However, this is likely a reflection
of McKesson's extensive acquisition activity, including the company's purchase of Rexall Health Solutions to further
its presence across Canada.

 
McKesson Canada (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 10,333.3 N/C 564.9 N/C
2016-17 10,542.2 2.0 393.4 -30.4
2017-18 11,487.4 9.0 42.1 -89.3
2018-19 11,785.3 2.6 63.5 50.8
2019-20 12,657.9 7.4 108.6 71.1
2020-21 12,868.2 1.7 156.7 44.3

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD); **Year-end March

Other Companies According to data from the Canadian Association of Pharmacy Distribution Management, 95.0% of pharmaceuticals
distributed in Canada are derived from wholesalers and self-distributing pharmacy chains, which are excluded from
the industry. However, 5.0% of pharmaceuticals distributed in Canada are directly shipped pharmaceuticals to
pharmacies and hospitals from drug manufacturers. Overall, while demand for wholesale pharmaceuticals from
downstream markets, such as pharmacies, has been high over the five years to 2020, the industry is still highly
fragmented, dominated by regional and local distributors. This trend can be attributed to each Canadian province
having regulations in place that limit wholesalers from marking up pharmaceutical prices, thereby constraining large
pharmaceutical wholesalers' ability to cater to provinces and territories across Canada.

Kohl & Frisch Limited

  Market Share: 1.0%
  Kohl & Frisch Limited (Kohl & Frisch) is one of the few notable players in the industry that is based in Canada. With

its headquarters located in Ontario, the company has been in business for over a century, beginning in 1916 when it
started as a tobacco and confectionary retailer in downtown Toronto. The company is a full-line distributor in the
healthcare industry, with eight distribution centres across Canada. Notable clients include Walmart Inc. and Costco
Wholesale Corporation, but the company prides itself on its ability to cater to pharmacies and retailers of all sizes.
Overall, the company's business model is a multistakeholder partnership, focusing on independent pharmacies in
particular that can benefit from steady distribution incentives and the value-added business services that Kohl &
Frisch provides.

Kohl & Frisch's main entrance into the market was its 2013 acquisition of the Canadian distribution arm of
AmerisourceBergen Corporation (AmerisourceBergen). AmerisourceBergen essentially marked its entry into the
industry by diversifying Kohl & Frisch's product portfolio to include a full line of pharmaceutical products and
ownership of most of its current distribution centres in Canada.

As a private company, Kohl & Frisch does not disclose its financial information. However, IBISWorld estimates that
the company will generate $582.2 million in industry-relevant revenue over 2020, ultimately representing a 1.0%
market share.

Canadian Pharmaceutical Distribution Network

  Market Share: 0.4%
  Founded in 1995, the Canadian Pharmaceutical Distribution Network (CPDN) has been a leading wholesaler of

industry goods to various hospitals throughout Canada. Members of this network can benefit from a consolidated
procurement platform that leverages relationships between downstream markets and upstream suppliers. CPDN
services more than 1,100 hospitals across Canada and disseminates pharmaceuticals from more than 30 leading
manufacturers. The company has three Health Canada-licensed distribution centres in Toronto, Calgary and
Vancouver, from which it serves its nationwide clientele with next day delivery capabilities. While the company is
private and does not disclose its financial information, IBISWorld expects CPDN to generate an estimated $218.3
million in industry-relevant revenue in 2020, reflecting a 0.4% market share.
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Imperial Distributors Canada Inc.

  Market Share: 0.2%
  Initially established in 2014, Imperial Distributors Canada Inc. (IDCI) is a pharmaceutical wholesaling company. IDCI

seeks to combine its wholesale distribution activities with those of pharmacy best practices and efficient operations
management to best serve the company's clients, which consist of independent and chain pharmacies alike. The
company is unique in that it specifically focuses its efforts in the provinces of British Columbia and Alberta, as it
believes that there is a regional gap regarding effective pharmaceutical distribution. As a result, IDCI maintains an
alliance with Complete Pharmacy Solutions (CPS) to ensure that local community pharmacies receive the same
opportunities as chain and banner pharmacies. Moreover, IDCI proudly employs a "green community" initiative and
mindset, partnering with environmentally sustainable companies to ensure that its practices remain ecofriendly.
Although the company is private and therefore does not release its financial information, IBISWorld estimates that
IDCI will generate $145.6 million in industry-relevant revenue in 2020, representing a 0.2% market share.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Medium

  The Pharmaceuticals and Pharmacy Supplies Wholesaling
industry in Canada has a moderate level of capital
intensity. The industry is expected to spend $0.21 on
capital expenditures for every $1.00 spent on wages in
2020. Overall, wages comprise an estimated 5.2% of
industry revenue in 2020, while depreciation, a proxy for
capital expenditures, represents 1.1% of revenue in 2020.
Although wage costs do not represent a substantial portion
of an industry operator's cost structure, wages are
nevertheless high relative to capital expenses, contributing
to moderate levels of capital intensity historically.

Overall, the industry is reliant on employees to secure
favourable contracts with pharmaceutical manufacturers
and negotiate contracts with group purchasing
organizations, which typically provide pharmaceuticals for
hospitals. Comparatively, the use of technology is
moderate. While some industry operators have added
technology in many forms, such as providing downstream
markets with inventory management systems that
automatically alerts wholesalers of low product inventories,
depreciation is still expected to only account for a negligible
share of industry revenue. Ultimately, while advances in
technology have continuously shifted the landscape of the
industry, most advances are centralized in software rather
than hardware and machinery, keeping capital
expenditures low and capital intensity at bay.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Low Rate of
Innovation

Unlikely A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

High Innovation
Concentration

Likely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Very Low Ease of Entry Very
Unlikely

A qualitative measure of barriers to entry. Fewer
barriers to entry increases the likelihood that
new entrants can disrupt incumbents by putting
new technologies to use.

High Rate of Entry Likely Annualized growth in the number of enterprises
in the industry, ranked against all other
industries. A greater intensity of companies
entering an industry increases the pool of
potential disruptors.

Very High Market
Concentration

Very Likely A ranked measure of the largest core market for
the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent technologies entering the industry is low, which limits the potential for innovations. A low rate does
not mean that innovations cannot occur, just that the likelihood of some innovation materializing as a threat is lower.
However, the concentration of technologies is high in this industry. This suggests that industry operators have exposure to
potentially unforeseen areas of innovation.

Additionally, this industry's structure makes it difficult for new operators to enter and succeed. These barriers have the
potential to disincentivize potential disruptors. Despite these barriers, the industry is experiencing a rapid growth in the
number of companies. A difficult operating environment for new entrants combined with a large cohort of them may create a
situation where these companies may take on a disruptive trajectory in non-traditional markets.

The major markets for this industry are highly concentrated, which implies that the market has a focus on key customer
segments. This presents an opportunity for strategic entrance into lower-end markets or unserved markets for innovations
to take on a disruptive trajectory.

Operators in the Pharmaceuticals and Pharmacy Supplies Wholesaling
industry in Canada do not experience technological disruption on the part of
competing industries, primarily because external competition for the industry
is limited to begin with.

Overall, direct shipments to pharmacies and hospitals from manufacturers are infrequent in Canada, eliminating advances
in shipping technology from affecting the industry's operations. Moreover, there are few substitutes for medical treatments,
although holistic approaches and alternative treatment options may affect demand for industry products regarding the
industry's downstream markets (e.g. consumers). However, technological disruption is not projected to significantly affect
industry operations over the five years to 2025.

The level of technology change is    Medium

  The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada
incorporates technological innovations on the logistics front since operators
do not produce goods.
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For example, many wholesalers use radio-frequency identification (RFID) chips to track products throughout the supply
chain. RFID technology makes it easier to ensure that pharmaceuticals are authentic and to monitor products throughout
the logistics process. All in all, RFID technology enables wholesalers to rapidly identify, quarantine and report suspected
counterfeit drugs and provide streamlined drug recalls. Nonetheless, this technology is not produced by industry operators,
so wholesalers in this industry are reliant on technological advances external to their operations.

In addition, the industry requires technology specific to the distribution of biologic drugs. Biologic drugs have limited shelf
life compared with their inorganic counterparts, thus requiring more careful handling, such as temperature and humidity-
controlled transportation, to ensure product viability. Thus, while special transportation needs are crucial, inventory
management for these easily spoiled products is also different. For example, industry player McKesson Corporation uses a
customized warehouse management system, which tracks biologic drugs on a first expired, first out basis. These systems,
developed by upstream software publishers and other technology companies, are crucial to modern treatment
dissemination.

Other technological innovations fall within the purview of warehouse efficiency. Robotics, inventory management software
and drone technology have all benefited warehouse efficiency across many sectors.

Revenue
Volatility

The level of volatility is    Low

  The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada
exhibits low revenue volatility.

According to data from the Canadian Association of Pharmacy Distribution Management, pharmaceutical wholesalers and
self-distributing pharmacy chains accounted for nearly 95.0% of total pharmaceuticals distributed to community and hospital
pharmacies, as well as long-term and specialized healthcare facilities. Due to this trend, there has been a consistently
strong demand for pharmaceuticals from wholesalers, with a limited incidence of manufacturers disseminating their
products through internal distribution networks. Robust demand for pharmaceuticals has mitigated industry revenue
volatility as hospitals and pharmacies have purchased numerous drug classes from pharmaceutical wholesalers as new
treatments are developed. For instance, according to data from IMS Brogan Inc., strong demand for wholesale
immunosuppressants, cholesterol-lowering drugs, cancer drugs and respiratory drugs has stimulated industry revenue
growth over the five years to 2020. Ultimately, the industry experiences low revenue volatility, including a 6.5% spike in
2015 and an expected 3.0% decline in 2020 amid COVID-19 (coronavirus).

Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada
is subject to numerous regulations regarding pharmaceutical sales.

Particularly, regulations pertaining to the ability for wholesalers to mark up pharmaceutical prices have the biggest influence
on the industry. For example, each province and territory can set maximum prices that they are willing to reimburse
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pharmacies, which, in turn, determines the price that wholesalers can charge for pharmaceuticals. While there are more
stringent public health regulations in place for manufacturers, the responsibility of these standards is on the manufacturers
rather than wholesalers.

BRITISH COLUMBIA AND ALBERTA

In British Columbia, wholesalers can markup pharmaceuticals by up to 8.0% of
the drug's cost.

Reimbursement is determined by the benefit price, which is calculated by adding the manufacturer's list price to the
pharmacy markup for non-low-cost alternative and reference drug program partial benefit drugs. The accepted price is the
claimed amount up to the benefit price. If the claimed amount exceeds the benefit price, the cost is not reimbursed to
pharmacies.

In Alberta, the maximum wholesaler up-charge is 7.5% of the drug's costs. The benefit price is calculated by adding the
manufacturer's price to the up-charge maximum. If the claimed amount exceeds the benefit price, the drug may be
reimbursed but only on a case-by-case basis, contrary to British Columbia.

SASKATCHEWAN, MANITOBA, ONTARIO, NEW BRUNSWICK AND NOVA SCOTIA

In Saskatchewan, the maximum wholesaler markup is 8.5% to a maximum of
$50.00 per unit.

For multisource up-charges (e.g. multiple drug makers produce a drug), the maximum amount is 6.0% to a maximum of
$50.00 per drug unit. Comparatively, in Manitoba, markup charges are unregulated for drugs listed before December 2008.
However, drugs listed after this period have no reimbursements whatsoever.

In Ontario, drugs are not reimbursed unless they are part of a pharmacy's markup, which cannot exceed 8.0% of the drug's
price. In New Brunswick, wholesaler markups are not regulated. However, benefit prices for multisource drugs are
determined by the Maximum Allowable Price based on the wholesaler list price. In Nova Scotia, wholesalers are not
reimbursed at all, whereas pharmacies are reimbursed if their markup ranges between 2.0% and 10.5%.

PRINCE EDWARD ISLAND, NEWFOUNDLAND AND YUKON

Prince Edward Island enables wholesalers to mark up prices by a maximum of
13.0%, whereas it limits multisource markups to 5.0%.

Comparatively, Newfoundland has maximum markups at 8.5% and 9.0% for single source and multisources, respectively.
In the Yukon Territories, multisource and single sources are limited to 14.0%.

Industry
Assistance

The level of industry assistance is    Low and the trend is Steady

The Pharmaceuticals and Pharmacy Supplies Wholesaling industry in Canada
does not receive direct assistance from any governmental body.

However, the upstream manufacturers that wholesalers purchase from can benefit from research and development
subsidies on the provincial and federal levels, which can indirectly influence industry demand by lowering the price of
product development and manifesting in lower consumer prices downstream. Consumers, conversely, receive assistance in
the form of governmental intervention in pricing, thereby instigating industry demand by making industry products more
affordable. For example, the Patented Medicine Prices Review Board (PMPRB) determines the maximum price that patent
drug makers can charge for prescription and nonprescription drugs. The PMPRB reviews and regulates prices that
pharmaceutical manufacturers can charge wholesalers for patented drugs, thus benefiting the industry indirectly.

Outside of government assistance, industry operators can seek out the resources of trade organizations both pertinent to
the industry and ancillary to it. For example, the Canadian Association for Pharmacy Distribution Management is directly
relevant to industry operations and provides enterprise and educational resources while inviting opportunities for network
development and advocacy efforts on behalf of the industry. Also, operators can benefit from organizations that support
upstream suppliers and downstream buyers, including the Canadian Pharmacists Association and the Canadian Generic
Pharmaceutical Association, among others. Since these associations serve members along the pharmaceutical supply
chain, any benefit accrued to other links in this chain should also positively influence industry operations in turn by
facilitating demand and organizing supply flows.

Additionally, the federal government has adopted several policies to help businesses nationwide in the wake of the
COVID-19 (coronavirus) pandemic, including the deferment of income taxes owed between March 18, 2020 and August 31,
2020. The Canada Emergency Wage Subsidy will also support up to 75.0% of an employee's wages, up to $847.00 weekly,
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for employers that experienced a decrease in gross revenues of at least 15.0% in March and 30.0% in both April and May.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Total Health
Expenditure

($b)
2011 50,490 5,447 919 634 36,396 N/A N/A 2,518 N/A 155
2012 50,104 5,504 866 586 34,053 N/A N/A 2,565 N/A 158
2013 51,022 6,527 898 602 41,349 N/A N/A 2,806 N/A 155
2014 52,605 5,945 939 630 38,414 N/A N/A 2,947 N/A 154
2015 56,013 5,681 932 626 37,319 N/A N/A 2,958 N/A 160
2016 56,851 6,097 915 617 37,128 N/A N/A 2,953 N/A 164
2017 59,064 6,633 905 610 41,101 N/A N/A 3,056 N/A 162
2018 60,768 7,291 945 637 42,978 N/A N/A 3,187 N/A 164
2019 61,698 7,319 903 609 43,233 N/A N/A 3,212 N/A 164
2020 59,825 6,960 822 554 42,002 N/A N/A 3,120 N/A 157
2021 61,464 7,154 825 556 42,757 N/A N/A 3,182 N/A 160
2022 63,082 7,341 825 555 43,572 N/A N/A 3,247 N/A 163
2023 64,202 7,501 823 552 44,214 N/A N/A 3,297 N/A 166
2024 65,185 7,606 821 550 44,828 N/A N/A 3,343 N/A 168
2025 66,129 7,712 819 549 45,314 N/A N/A 3,382 N/A 170

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

Total Health
Expenditure

(%)
2011 0.30 4.06 -0.65 -4.95 5.53 N/A N/A -2.18 N/A -2.76
2012 -0.77 1.05 -5.77 -7.58 -6.44 N/A N/A 1.85 N/A 1.41
2013 1.83 18.6 3.69 2.73 21.4 N/A N/A 9.38 N/A -1.72
2014 3.10 -8.93 4.56 4.65 -7.10 N/A N/A 5.02 N/A -0.78
2015 6.47 -4.43 -0.75 -0.64 -2.86 N/A N/A 0.37 N/A 3.96
2016 1.49 7.31 -1.83 -1.44 -0.52 N/A N/A -0.18 N/A 2.31
2017 3.89 8.79 -1.10 -1.14 10.7 N/A N/A 3.50 N/A -0.74
2018 2.88 9.90 4.41 4.42 4.56 N/A N/A 4.29 N/A 0.73
2019 1.52 0.39 -4.45 -4.40 0.59 N/A N/A 0.78 N/A 0.30
2020 -3.04 -4.92 -8.98 -9.04 -2.85 N/A N/A -2.89 N/A -4.40
2021 2.74 2.78 0.36 0.36 1.79 N/A N/A 1.98 N/A 2.16
2022 2.63 2.62 0.00 -0.18 1.90 N/A N/A 2.05 N/A 1.87
2023 1.77 2.17 -0.25 -0.55 1.47 N/A N/A 1.53 N/A 1.40
2024 1.53 1.39 -0.25 -0.37 1.38 N/A N/A 1.41 N/A 1.32
2025 1.44 1.39 -0.25 -0.19 1.08 N/A N/A 1.15 N/A 1.25

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2011 10.8 N/A N/A 1,387 4.99 39.6 69,194
2012 11.0 N/A N/A 1,471 5.12 39.3 75,327
2013 12.8 N/A N/A 1,234 5.50 46.0 67,859
2014 11.3 N/A N/A 1,369 5.60 40.9 76,712
2015 10.1 N/A N/A 1,501 5.28 40.0 79,260
2016 10.7 N/A N/A 1,531 5.19 40.6 79,530
2017 11.2 N/A N/A 1,437 5.17 45.4 74,358
2018 12.0 N/A N/A 1,414 5.25 45.5 74,164
2019 11.9 N/A N/A 1,427 5.21 47.9 74,302
2020 11.6 N/A N/A 1,424 5.21 51.1 74,273
2021 11.6 N/A N/A 1,438 5.18 51.8 74,409
2022 11.6 N/A N/A 1,448 5.15 52.8 74,516
2023 11.7 N/A N/A 1,452 5.13 53.7 74,560
2024 11.7 N/A N/A 1,454 5.13 54.6 74,581
2025 11.7 N/A N/A 1,459 5.11 55.3 74,635

Figures are inflation adjusted to 2020



Pharmaceuticals & Pharmacy Supplies Wholesaling in Canada December 2020

37 IBISWorld.com

Additional Resources
Additional
Resources

Canadian Association for Pharmacy Distribution Management
http://www.capdm.ca

Canadian Pharmaceutical Distribution Network
http://www.cpdn.ca

Health Canada
http://www.hc-sc.gc.ca

Patented Medicine Prices Review Board
http://www.pmprb-cepmb.gc.ca

Industry Jargon BIOLOGICS
A type of specialty drug made from living organisms.

GENERIC DRUG
A drug that is not protected by any patents, but can act as a substitute for the original brand-name product.

OVER-THE-COUNTER (OTC) MEDICATION
Medicines that can be sold without a prescription.

SPECIALTY DRUGS
Complex drug therapies, including injectables and biologics.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
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An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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