
DIVERGENCE:	THE	CHANGING	
DRUG	BUSINESS	

The	health	care	shi:	



¨  Spend	on	R&D	first	
¨  Mostly	domesDc	
¨  Almost	complete	pricing	
power	

¨  Use	Blockbuster	drugs	to	
generate	super	profits.	

¨  Use	legal	strategies	to	
extend	patent	
protecDon.	

¨  Spend	on	R&D	and	
acquisiDons	

¨  Increasingly	
internaDonal	

¨  Limited	pricing	powr	
¨  Use	markeDng	strategies	
to	work	on	“brand	
name”	life	extensions.	

The	Drug	Business	in	1991
	 		 The	Drug	Business	today	
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The	Underlying	Big	Story:	A	Decline	in	
Pricing	Power	
1.  ConsolidaDon	within	the	health	insurance	business,	

potenDally	increasing	their	bargaining	power	with	the	
pharmaceuDcal	companies	on	drug	prices.		

2.  The	government	has	used	the	buying	clout	of	Medicaid	to	
bargain	for	beVer	prices	on	drugs,	and	while	Medicare	sDll	
works	through	insurance	companies,	it	can	put	pressure	on	
them	to	negoDate	for	lower	costs.		

3.  Pharmacies	that	represent	the	distribuDon	networks	for	
many	drugs	have	also	been	corporaDzed	and	consolidated,	
and	are	gaining	a	voice	in	the	pricing	process.	

	The	net	effect	of	all	of	these	changes	is	that	R&D	has	much	
more	uncertain	payoffs	and	has	to	evaluated	like	any	other	
large	capital	investment	:	that	it	is	good	only	when	it	creates	
value	for	a	business.	
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Pharma	versus	Biotech	

¨  Research	basis:	The	is	the	method	by	which	they	
produce	drugs,	with	pharmaceuDcal	firms	working	
with	chemicals	and	biotechnology	companies	using	
live	organisms	(bacteria,	cells	or	yeast)	to	generate	
their	drugs.			

¨  Other	differences:	The	rest	of	the	differences	that	
people	point	to	between	the	two,	i.e,	that	biotech	
companies	spend	more	Dme	on	research,	tend	to	
lose	money	and	are	riskier	have	less	to	do	with	
business	differences	than	life	cycle	differences.		
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The	biggest	drug	companies	
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The	Growth	of	Biotech	
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The	Money	Machine	Slows?	
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The	Payoff	to	R&D	
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The	Market	Cap	is	shi:ing	
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And	the	pricing	is	adjusDng	
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It’s	in	the	life	cycle	


