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MARKET INSIGHTS ALERT

If you believe in falling basic health care costs go long...Yemen?!?
At our just concluded 20th anniversary FIS investment conference
in Philadelphia, we were privileged to have a guest speaker
Professor Vivek Wadhwa. Prof. Wadhwa is an entrepreneur,
author, and researcher at Carnegie Mellon University focused
on the implications of the present revolutions in various aspects
of technological innovation. In his entertaining and insightful
address, Prof. Wadhwa profiled the radical advances and
efficiencies in basic health care that are expected to dramatically
drive down the costs of basic health care worldwide.1 These
include technologies that are already available such as EKGs,
glucose tests, HIV, syphilis, eye exams, and more from affordable
smartphone assisted devices. On the market in India, but still yet
to be deployed elsewhere, is the Swasthya Slate, a health tablet
that can be used by any literate nurse to run dozens of diagnostic
tests for pennies on the dollar that used to require hundreds
if not thousands of dollars each and require long journeys to
specific health facilities and onsite laboratories. Together with
the myriad of other innovations including telemedicine and
others is the prospect of substantially more affordable levels of
basic health care for billions of consumers worldwide.
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investible edge can be garnered from
these insights. The clearest picture
we can draw is that such effects will
yield the clearest investible cases
in selected emerging and frontier
markets, but very unequally, and not
just in the poorest economies either.
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The obvious winners of a revolution
in health technology will be the
manufacturers of the equipment and
software which ultimately capture
market share and are effective in building their early customer
base. But such benefits are very hard to forecast at the top level
and even today’s industry pioneers may ultimately just prove
to be the 8-tracks or Netscape’s of tomorrow. Going long or
short health care or health technology based on this thesis is
also fraught with peril as the idea is of falling costs (and thus
revenues) to many in the industry.
At an economic level, the United States could seem like a
disproportionate winner given that we spend a greater share
of our GDP per capita on health care than any other country
on earth (the U.S. spends 18% of its GDP per capita on health
care vs 10.4% in Europe or Japan and a global average of 7.1%).
However, these expenditures are diffused across an array of
medical expenses from advanced procedures and expensive
nursing care to basic health and so the impact from these
advances at least feels uncertain. Moreover, the vast majority
of our health care costs are actually only born indirectly by
consumers and so cost reductions would have to be filtered
through fiscal accounts, insurance providers, and an array of
non-profit and profit-taking companies at varying levels of
transmission effects before trickling back to the consumers.
Most developed and middle income countries have similarly
socialized (or at least dispersed) health care structures which
make estimations of the benefits of deflation in basic health care
very hard to forecast.
IMAGE 2 $34 smartphone dongle that can run various blood tests.

For Americans, the notion of falling health care costs, at any
level, might seem apocryphal after decades of skyrocketing
costs for drugs, services, procedures, and devices. Yet these
advances certainly portend some level of significant economic
change and with any such credible forecasts, at FIS we always
seek to dig deeper into change or uncertainty to see if an
For more information, please refer to www.wadhwa.com.
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So instead we looked to the World Bank data on out-ofpocket health expenditures to establish an estimated “health
care cost gearing ratio.”This metric measures the percentage
of health care costs borne by households out of pocket. So,
in the case of Yemen, for every $1.00 of health care costs,
76.4% of that is borne directly by households out of pocket.
Thus, conversely, for every $1.00 less in health care costs,
76.4 cents will find its way into the household purse and
become available as new discretionary income that can be
spent on other consumer or household needs. As can be
seen inTABLE 1, while some of the world’s poorest countries
are in the upper echelons of this list, this gearing ratio is
not proportional to per capita income, with several middle
income countries such as Azerbaijan, Venezuela, Georgia and
Egypt in the top 20, as well as even high income Singapore
at #17. Moreover, while the United States may be the most
economically geared country to health care spending at the
national level, at the household out-of-pocket level we are
actually one of the least, ranking 162nd out of 190 countries
and economies in the World Bank survey.
This does not mean that were are in any way advising or
recommending investments in Yemen. Indeed, the top four
countries in this list are effectively uninvestible, at least for
equity investors. Yet Nigeria, Bangladesh, and clearly India
are all quite investible, with dozens or even thousands of
listed companies on their respective bourses which would
benefit from rising discretionary incomes as basic health
care costs fall. And these markets have households where
71.7%, 67% and 62.4% of every dollar in health care cost
reductions would accrue directly to consumer incomes and
thus corporate earnings of consumer-facing companies.
We would anticipate the largest recipients of such higher
spending power to be consumer discretionary companies,
where the incremental income would permit higher spending
on discretionary goods such as vehicles, appliances,
restaurants, travel, and other retail. But many consumer
staples companies should also benefit from the ability to
move up the ladder to buy more expensive foodstuffs (e.g.
more meat), alcohol, cosmetics, etc. Telecommunications
companies could also benefit from sales in higher margin
phones, data packages, etc. For EM countries that are closer
to middle income status, providers of wealth management
products would also be expected to benefit from increased
discretionary income (from the above list, India, Georgia,
Morocco, Pakistan, Egypt, and at the higher income end
of the spectrum, Singapore, might all benefit in this way).
Such consumer facing themes in emerging markets are
already well-trodden however, and much of the largest cap
and most liquid companies in this space are already fully
priced, perhaps even accounting for micro-theses such as
the one profiled herein. But this should add further support
to the earnings prospects of smaller cap consumer-facing
companies which can still be discovered at meaningfully
more reasonable valuations.
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TABLE 1 Health Care Gearing2
Out-of-pocket
health expenditure
(% of total expenditure on health)

GDP per capita, PPP
(constant 2011 international $)

2014

2014

Yemen, Rep.

76.4

$1,473

2

Sudan

75.5

$3,882

3

Cambodia

74.2

$3,113

4

Azerbaijan

72.1

$16,715

5

Nigeria

71.7

$5,639

6

Bangladesh

67.0

$2,979

7

Cameroon

66.3

$2,836

8

Venezuela

64.3

$16,769

Country Name

1

9

Afghanistan

63.9

$1,844

10

India

62.4

$5,392

11

Tajikistan

61.7

$2,567

12

Sierra Leone

61.0

$1,919

13

Georgia

58.6

$8,749

14

Morocco

58.4

$7,146

15

Pakistan

56.3

$4,590

16

Egypt

55.7

$10,049

All Lower Middle Income

-0.70

-66.121

17

Singapore

54.8

$79,551

18

Eritrea

54.2

$1,180

19

South Sudan

54.2

$1,926

21

Philippines

53.7

$6,649

22

Armenia

53.5

$7,699

23

Guatemala

52.2

$7,106

24

Grenada

50.9

$11,854

25

Cote d'Ivoire

50.8

$3,108

All Least Developed

46.4

$2,295

Middle East/ North Africa

44.3

$11,571

Sub-Saharan Africa

34.5

$3,461

Latin America & Caribbean

32.3

$14,608

East Asia & Pacific

25.1

$14,265

EU

13.9

$34,769

150

Japan

13.9

$35,587

162

United States

11.0

$51,708

The World Bank. Data. WorldBank.org. Downloaded 12 August 2016. 190 countries and economies surveyed.
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Important Disclosures:
This report is neither an offer to sell nor a solicitation to invest in any product offered by FIS Group, Inc. and should not be considered as investment advice. This
report was prepared for clients and prospective clients of FIS Group and is intended to be used solely by such clients and prospects for educational and illustrative
purposes. The information contained herein is proprietary to FIS Group and may not be duplicated or used for any purpose other than the educational purpose for
which it has been provided. Any unauthorized use, duplication or disclosure of this report is strictly prohibited.
This report is based on information believed to be correct, but is subject to revision. Although the information provided herein has been obtained from sources
which FIS Group believes to be reliable, FIS Group does not guarantee its accuracy, and such information may be incomplete or condensed. Additional information is
available from FIS Group upon request.
All performance and other projections are historical and do not guarantee future performance. No assurance can be given that any particular investment objective or
strategy will be achieved at a given time and actual investment results may vary over any given time.
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