
Executive Summary

The Pharmacies and Drug Stores industry has exhibited growth despite some negative side effects from 
the regulatory environment. For example, the industry has grappled with changing generic drug prices to 
reflect reimbursement rates. According to a survey by the National Community Pharmacists Association, 
84.0% of pharmacists reported a spike in their generic drug acquisition price, or the price a pharmacy 
pays to pharmaceutical manufacturers, which has caused reimbursement rates set by Pharmacy Benefit 
Managers (PBMs) to lag. As a result of this trend, the industry has contended with PBMs not updating 
their payment benchmarks, thus the industry has not received an adjusted reimbursement rate for their 
previous prescription sales, which has cut into industry revenue.

Nevertheless, the patent cliff, which caused many blockbuster drugs to lose their patent exclusivity, has 
bolstered industry revenue; new generic drugs typically provide high profit margins for pharmacies and 
drug stores due to pharmacies' and drug stores' bulk purchases and the pricing power they enjoy from 
nonbrand drugs. To cut healthcare costs, many third-party payers, including Medicare, Medicaid and 
private health insurance providers, have implemented formulary tiers that favor generic over brand name. 
For example, generic drugs are typically tier-one drugs, which translates to low copayment costs for 
consumers. As a result of formulary tiers stimulating generic drug utilization, pharmacies and drug stores 
have benefited from more patients being able to afford their prescriptions. In the five years to 2016, 
industry revenue is anticipated to grow at an annualized rate of 2.7% to $283.6 billion, including 6.2% 
growth in 2016 spurred by the burgeoning elderly population requiring medications to treat their chronic 
illnesses. Profit is expected to rise from a low of 3.7% of industry revenue in 2011 to 4.9% in 2016 due to 
industry consolidation strengthening operators' leverage to negotiate prescription drug pricing with third-
party payers.

In the five years to 2021, industry revenue is forecast to grow at an annualized rate of 5.4% to $368.7 
billion. While healthcare reform will increase the number of individuals with health insurance, which 
increases the volume of pharmaceutical sales, the industry will contend with the strong possibility of 
governmental cost-cutting measures. Therefore, stringent reimbursement rates may cut into industry 
profitability.
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