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Case 4-3

Growth Engine

Mirhael Robers

Early im 2005, Michuel Andersen. vice preswlent
ol Luwdheck — a leading central nervows system
(W5} phammaccutical company in Denmark, quees
noned whether he should rethink Lusdbeck’™s me-
poning structure in Asia. In particular, te Boresn
subsidiary was expericncing very strong growth
and Andersen wondered whether Lundbeck Kovea
wonld achieve itz fall potential if it remained part
of Lundbeck Asia, the remonal sroup, or whether i
wimilel b betier 1o have the managers at Lundbeck
Korca report directly to him in Copenhagen.

Keorest b prosven iiselll 1o be a nsing star among
Lundbeck™s overseas subsidiarics. and the stafl n
Eores, led by couniry manager Tin-Ho Tan (han),
wanted more independence to chart their own path,
The Eoresn subidiary’s performonce had far cx-
coeded what was projocted In the orniginal businesss
plan. It bad grown [mom ooe employes in 2002 w0
wver S0 emiployees in 20005, and had zales of KEW2S
hillion (approximately USEEE mullion), Given the
cumenl soccess, Andersen weomndercd whether the
CUMTCAE reporting structure was still appropriate.
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The decision was mol W be laken lightly: =&
(e Korean division, under the leadership of
was expericncing enommous prowlh, il wis o
burely three years in the making. In addition, =%
normal and expected in a recently establiss
subsidiary, Lundheck Korea was =1l nol o pe
ahle husiness unit. Sioce most of the other As
counlmes were pat of the Asia division, As
sen also had to think about how this would 255
Lundbeck's repional and worldwide organizabos
reporling NoMs; in particular, he wos concern
about the Chinese subsadiary, While making
juslments 10 feportng srwetres wis i norml
of doing buziness for Lusdbeck, Andersen had
anticipared that he would be considering this dess
sion 5o spon for Korea

The CHNS Landscape

However, Lhese markets were fairy stuble aad
penerally cxpericnced low single-digit  grodwss
Exhibif 1 15 a st of the top phanmaccutical mass
ketz. The major CHNS pharmaceutical narkes B9
country were: United States, 59%: Germany, 59
Tapan, 45:; France. 4%: Uniled Kingdom.
Spain, 3%; laly, 2%:; South Korca, 1.5%. The =
of the remaining 19 per cent of the CNS mark=S
came from emerging economics such a5 Dras
Chim, Tndia, and South Korea. Whils the markss
for CME drugs in these emerging coonOmles wEs
much smaller, the rate of rrowth in many of thess
countries was i excess of 15 per cont per yeur
The global indusiry for CMS phemaccuticss
wits about 593 billion in 2005, CNS discases ane: s
rious and life-threatening and affect the qualiny o
lif of patients as well as of their relatives. Uner B
*
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Exhibit: Top Pharmaceutical Markets, zco3

Pharmaceutical Market
Size (hillions USD)
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st S0 years, new pharmaceuticals had revolution

S7ed treatment options. bul there remained a large
wnmel need for new and innovative therapeulics.

Overall. the industry was marked by intense

Rompetition from both rival branded pharmaceuti
eal firms and generic competitors, In most markets.
branded pharmaceuticals were given a number of
Bears of exclusivity—a period in which no generic
rsion of the drug can be sold. However, Lhese
erioxds of exclusivity vared greatly by country.
atent protection could range from no protection Lo
years of exclusivity. In most developed markets,
example the United States, exclusivity began il
time the dnag was patented: in other markets, for
nce South Korea. 1t began when the drug was
anched. The laws and regulations around granting
BRcTusivity also varied by country, and were often
favily influenced by political concerns, Regard-
s of the region. when Lhe exclusivity perieds run
, the price of a drug drops dramatically. The rev-
es from Ll Lilly's anti depressant drug Prozac,
example, fell by over 80 per cent following the
Matainglusm, CNS Marker Ouniook 2o 200, Birines lnsights Lid,

gon. Unned Kingdoen, 7

loss of its patent protection at the end of the 1990s.°
While the decrease in revenuves from this drug could
also be alinbuted (o tew branded pharmaceuticals
entering the anti-depressant market, the significance
of loss of palen! protection cannot be overstated.

Almost 60 per cent of the total market sales 1n
the CNS industry came from the nine largest firms
(Johnson & Johnson, 11%; Glaxe Smith Kline. or
GSK. Y%: Plizer, 8%; Lilly. 7%: Sanoli-Aventis,
5%; Novartis, 5%: Astra Zeneca, 3%: Wyeth, 5%:
Forest Labs. 3%%). Lundbeck held 2%. In this in-
dusiry, sales growth was highly dependent on the
successful introduction of a new patented drug,. and
sales declines were most often a result of a patent
expirativn. A firm’s revenue was ofien dispropor-
tonally dominated by one blockbuster drug—a
drug that dominates  class of drugs. I'or example,
Johnson & Johnson generated 41 per cent of its
revenue from the blockbuster schizophrenia drug
Rispcrd:’.l.:

Depending on the country. buyers of pharma-

ceuticals could be national health services. privale
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Exhibitz Teading Anti-Depressants and Alzheimers Diseaze Medications

in the Global CNS Market, 2005

Brund Company  Generic

Expected Growth
(%o)

2012 Palent
2006  (per/y) Expiry

Anti-Depressanis
Effexor Wyeth venlafuxine
Lexapro Lundbeck/ escitalopram
Forest
Zalolt Plizer sertraline
Wellbutnia GSK bugropmon
Yentreve Lally duloxetine
Seruxal GSK paroxetmne
Prozac Latly fluoxetine
Remeroa Organon ourtazapine
(nthers

Total

Alzheimers Medications

Aricept Plizer donepeal Cl
Namembs Forest memanline NMDAA
Exelon Novartis nvastigmine (1
Reminyl J& gakntammine (1

Thixa Lundbeck memanline NMDAA
Akatinod Laundbeck memantine NMDAA
Axura Merz meminline NMDAA
Promesax Novaris  rivastipmine Cl

Other

Total

* — o usaal o mdicie thal po infxmation = svaslabke

** of which Lundbock ix 583

3.0 204 2007
19.0 84 2011

-34.0 —32.6 expired
=

220

3
-13.0 —28.: expired
=210 -34.7 expired
=15.0 —_
-3.0

3.5

95.0 239 2013
3
7

2215 54.¢ 13.5
4382 B 35.7
496 2.2 5.6
490 : 6.7
189 : 297

60 : 13.2
22 : 356
25 6 53
57 4 291

1036 : 15.4

Soarce: Modihed trom 8. Netwru, 2xe O Marker Cariook ro X7 2, Basdnox Trodghits 141, London, Usized Kinpdom, 2007,

insurance companies. or individuals. However, in
geperal, decisions abour prescribing drugs were
made by practitioners (i.c. doctors. etc.). Psychia
trists represented the largest group of practitioners
in the CNS industry. Since doctors were the ult
male decision makers, the buyer had lintle direct
product choice. However, the type of buyer system
greatly affected the potential market size and price

“Thpvrovmuier, “Glolal Plenoouticab Biooclmokegy & 135
Sciences: Industry Profile,” New Yook New Yook 2009

that could be charged for the product. The presencs
of a national health service that covered prescrps
tion drugs, for example, could greatly expand the
market. but government pressure could potentially
lower prices per unit.
Key Products

The largest class of drugs in the CNS markel was
comprised of anti-depressants, which represcnied
almost 20 per cent of the total market, Depres
sion is a genuine physical condition and affecss
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approximately 10 per cent of the global population.?
“Bad” mood, loss of encrgy, feclings of worthless
ness, difficulty concentrating, and even thoughts of
suicide are just some of the MAany symptoms.

The wmarker for anti-depressants was $19 billion
in 2005 (see Exhibit 2). However, the market seg
Ment Was due 1o have very poor growih rates over
the next several years because of the lar ge influx
of generic drugs in selective serotonin reuptake in-
hibitors (SSRIs), the larsest class of anti-depressant
drugs. SSRIs. which made up more than 50 per cent
of the anti-depressant market scamient. were a class
of compounds typicall y used in the treatment of de-
pression. anxiety disorders., personality disorders,
and some cases of insomnia. Tn particular, sales of
Zoloft by Pfizer were expected 1o decrease by one
third in 2006 due to the expiration of ils patent in
the T0.S. market. This lefr only three products with
patent protection: Effexor hy Wyeth, Lexapro by
Lundbeck, and Yentreve by Lilly.® Overall, this
¢lass of drugs was only forecasted 10 arowth by
1.5 per cent a year until 2012.

New growth in the CNS market was driven hy
drugs for Alzhcimer's disease ( AD). Over the last
few years, this class of drugs experienced growth
rates upwards of 1S per cent per year.” The market
for AD medications was $4 billion in 2005, and was
expected 10 see growth of more than 15 percent in
2006. Exhibit 2 gives an overview of the AD medi
cation market. The future of AD medication was
in the NMDA receptor anlagonist class of drugs,
which was expected 10 grow by over 30 per cent in
2006. The drugs in this class were all derivatives
of memantine. There were three memantine-hased
drugs on the marker: however, they were not in
direct competition with each other as they were a
result of shared development and licensing. Forest
Labs marketed Namenda in the United States: Merz
sold Axura in Germany: and Lundbeck markezed
Ebixa in the rest of Europe. Memantine was an

*B. Nehry, cpcit., p. 53,
“Mhid . p. 53.
Tibud, e SS-L0,

important medication becanse it was the only phar-
maceutical available for moderate and se vere forms
of AD. Since most AD patients lived long enough
10 experience all stages of the disease, memantine
filled & crucial role in AD therapy. There were no
threats of generics to memantine until after 2008.
Overall, this class of drugs was forecasted 10 grow
by 13.1 per cent a year until 2012 ¢

————————

The Asian Market

Al $97.4 ballion in 2003, the pharmaceutical mgr-
ket in Asia represented approximately 20 per cent
of the global pharmaceutical industry. The Asia
pharmaceurical markel had a growth rate of abour
6.4 per cent a year which was forecasted 1 remain
steady for the next several years, However, some
markets throughout Asia were vastly different from
others. For example, the largest market in Asia was
Japan, which accounted for 55 per cent of the en-
tire market but only had a growth rate of 2.4 per
cent a year. China. on the other hand, accounted
for 17.5 per cent of the pharmaceutical market.
with a growth rate in excess of 20 per cent per year.
The other major markels in Asia were South Korea
and India, representing 8.3 per cent and 8.1 per
cent of the market, respectively. Excluding Japan,
the other Asian markets ErCW al an average rale of
11.3 per cent per year. The CNS market represented
nmine per cent of the total pharmaceutical marker n
Asia for a total of $8.7 billion,*

The payer systems also varied greatly through-
out Asia. Japan had a combination of govermment
insurance and private employer-based insurance,
Hong Kong and Singapore had a combination of
private pay and private insurance programs. South
Korea had a fully government-funded national in-
surance for pharmaceutical prescriptions. China,
Thailand. and Malaysia had virtually no group or
collective programs and maost costs for pharmace-
ticals were paid by individuals,

"Ml | pp. 03-08
*Nosaveoniser. “Plurmacestical in Asia Pwcific,” New Yook,
New Yook, 208 p y.




