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[bookmark: _Toc503532676]Executive summary:
   
The research based pharmaceutical company AstraZeneca is undergoing through decisive challenges.
[bookmark: _Toc503399127][bookmark: _Toc503401431][bookmark: _Toc503457916][bookmark: _Toc503532677]2017 expected to be the transformational year and the turning point of AstraZeneca toward the front ranks; knew serious setbacks which complicated the company delicate situation.
[bookmark: _Toc503457917][bookmark: _Toc503532678]The cancer drug Imfinzi placed as a pivotal profit generator for 2017 and the upturn source failed to reach its endpoints.
Putting more pressure on the group after a continuing decline of revenues, a loss of its rank in the top 10 leading companies, and a big cliff of patent expiry.
[bookmark: _Toc503399128][bookmark: _Toc503401432]The business is going down on earnings and requires a concrete plan to get the business up the other side.
Generics, Vaccines and selective acquisitions may constitute the adequate solutions to solve the company issues.




















[bookmark: _Toc503457918][bookmark: _Toc503532679]Introduction

The pharmaceutical industry experienced significant changes leading the companies to reposition their business to face the new requirements of the market.
Most of the major groups aligned their strategy with the diversification option as a response to the growing threat of generic drugs and the irreversible patent expiry regulations.
Unlike its rivals AstraZeneca option was to be a pure player and to narrow its focus on three therapy areas. (AstraZeneca Investor Day, 2013)
[bookmark: _Toc503399130][bookmark: _Toc503401434][bookmark: _Toc503399131][bookmark: _Toc503401435]The global biopharmaceutical business is concentrated on respiratory, inflammation & autoimmunity; cardiovascular & metabolic disease; and oncology. The strategy relies on these three core areas and their pipeline to revitalise the company growth with the launching of new drugs. (AstraZeneca, 2017)
However, the facts were in contradiction with the company forecast, and the cancer drug expected to boost the sales and to transform the business failed to deliver positive results.
[bookmark: _Toc503457919][bookmark: _Toc503532680]The failure of the new oncology drug expected to drive the sales and to bring the company in front ranks, add to the inability to solve the issues resulting from patent expiry should push the company to think on new options to face the wave of negative factors threating the business.
[bookmark: _Toc503399134][bookmark: _Toc503401438][bookmark: _Toc503457920][bookmark: _Toc503532681]This report demonstrates the current issues of AstraZeneca in relation to the strategic choices of the company and the trends affecting the industry.
[bookmark: _Toc503457921][bookmark: _Toc503532682]It highlights the necessity and possibility to adjust the strategic plan of the company considering its resources and the market facts.
[bookmark: _Toc503457922][bookmark: _Toc503532683][bookmark: _Toc503399136][bookmark: _Toc503401440]The report recommends generics, vaccines therapy area and acquisitions as a response to the current difficulties and the future challenges facing the company.












[bookmark: _Toc503532684]AstraZeneca strategy:

Following its vision to be “a global, science-led biopharmaceutical business”, AstraZeneca outlined a strategy targeting return to growth and scientific leadership. (AstraZeneca, 2017)
The UK Swedish company set a strategy founded on the focus on three core therapy areas, development of pipelines and growth platforms. 
The company narrowed its therapy areas from five to three: respiratory, inflammation & autoimmunity; cardiovascular & metabolic disease; and oncology. (AstraZeneca Investor Day, 2013)
For the non-core areas; infection, neuroscience and inflammatory diseases, the company signed a number of licencing agreements giving the partners  the right to market AstraZeneca products.
The pharmaceutical group considers that there is no need for diversification. (AstraZeneca Investor Day, 2013)
AstraZeneca is aligned as a pure-player. Its strategy is based exclusively on biopharmaceuticals and is concentrated only on 3 core areas. The company has started since 2013 a process of divestment or split of adjacent businesses. (AstraZeneca Investor Day, 2013)
To strengthen the focus on the selected portfolio , AstraZeneca decided to divest from some dugs belonging to peripheral areas through  divestment of global rights agreements as the case with the gastroenterology company Tillotts Pharma. (AstraZeneca , 2016)
Research efforts and business development projects are concentrated on this portfolio in order to fund and accelerate the development of new molecular entities.
AstraZeneca relies on the store of its pipeline containing new molecular entities (NMEs) in final phase, to deliver quick returns particularly the cancer drug Imfinzi intended to be launched in 2017 and forecasted to form the new blockbuster of the company. (AstraZeneca, 2017)
The successful results of the trial would allow the company to move into the front ranks.
AstraZeneca expect $21.5 billion of revenues for 2018 and $45bn of annual sales by 2023, equivalent to a rise of (+50%). (AstraZeneca, 2015)
· Growth platforms:

AstraZeneca has selected five key growth platforms to achieve the objective of return on growth. The Growth Platforms include the three core therapy areas, the Emerging Markets and Japan considering the fact that it is a source of regular growth for the company. (AstraZeneca Investor Day, 2013)

· Costs saving strategy:  

AstraZeneca has adopted a restructuring programme of Commercial and manufacturing operations resulting 5,050 of job cuts. (AstraZeneca Investor Day, 2013)
The cost cutting plan total charges are evaluated to $2.3 billion and should allow the company to save $800 million annually by 2016. (AstraZeneca , 2016)
The costs saving strategy sets the objective of decreasing the selling, general and administrative expenses from 35% to 30%, and to Pump additional investments into oncology researches constituting the pivotal portfolio expected to rejuvenate the significant losses in value and market share. (AstraZeneca , 2014)
The downsizing was associated with increasing investments in research and development through new centre in Cambridge, Sweden and USA. It aims to reshape the R&D function and make it more effective. (AstraZeneca Investor Day, 2013)

· -Acquisitions:
AstraZeneca strategy is built on investment on internal research and development of its pipeline. Based on this strategic orientation, the pharmaceutical group favour bolt-on acquisitions to rebuild the pipeline. (AstraZeneca , 2016)
The company acquired Medimmun, CAT, Acerta pharma and Takeda’s lung business.
In 2015 AstraZeneca spent almost $7 billion in acquiring assets to support the strategic therapy areas. (AstraZeneca , 2016)

[bookmark: _Toc503532685]Strategic issues:

·  Return to growth below target:
In 2016 the global results of the platforms growth were below the expected rates. The few steps forward realised in the Japanese market thanks to the new oncology drug Tagrisso were not sufficient to attain the target performance and to offset the generic competition in emerging markets and USA. (AstraZeneca, 2017)
For the platform growth “emerging markets, the company is lagging behind its competitors. (Hardman &CO, 2017)


· -PATENT Expiry:
[bookmark: _Hlk503391122]The company is facing a wave of patent expiries of its bestselling products. AstraZeneca lost the exclusivity of 4 drugs: Seroquel ,Nexium ,  Atacand and Merrem. (AstraZeneca , 2016)
The other big hit for the company came in 2017 with the expiry of the blockbuster drug Crestor after a lost legal battle to stop the FDA (Food and Drug Administration) approval of the generic equivalent of the medicine in the US market. (AstraZeneca, 2017)
The group is struggling with the biggest cliff of patent in the industry resulting an erosion of 50 % of sales ($17bn) in the period between 2011-2017. (Yahoo Finace, 2017)

· [bookmark: _Hlk503387282]Failure of Imfinzi:
The company planned to exceed the market consensus with the sales projected after the launching of the new cancer drug Imfinzi. The ambitious plan set out by AstraZeneca aimed to recover the huge R&D spending and the significant losses in sales in the previous years. The objectives were based on optimistic appreciation of the new oncology treatment. (AstraZeneca, 2017)
However, the facts were in contradiction with the company forecast, and the cancer drug expected to boost the sales and to transform the business failed to deliver positive results.
As a consequence, the shares tumble 15 % and the value of the company stock decreased by £10 bn in the financial market. (Yahoo Finace, 2017)

· Downside Risk for the pipeline:
There is a downside risk for the pipeline as the returns from R&D investments are significantly below the expectations. (AstraZeneca, 2017)
The R&D function knew a restructuring plan and is supported by huge investments (AstraZeneca, 2017) ,but the late-stage portfolio of new molecules did not deliver the promises.

· Sales drop: 
The company revenue continues to decline as a consequence of the patent expiry of five medicines considered as key products. (AstraZeneca, 2017)
AstraZeneca falls to rank 11 with 2.62% of   global market share. The patent expiry resulted a decline of 23 % in sales (from January to November 2017) in the US market which represents the most important market for these products. (AstraZeneca, 2017)
The sales dropped also by 6% in the European market during the same period. (AstraZeneca, 2017)


· Generics competition:
The company could not prevent the risk of generic version of Crestor, Seroquel ,Nexium ,  Atacand and Merrem which drugged down the revenues. (AstraZeneca, 2017)
Patent cliff is a significant risk for pharmaceutical based research companies like AstraZeneca but constitutes a key driver of generic drugs businesses.
Beside its established markets, AstraZeneca is facing a strong competition from the generic rivals in the emerging markets where the company is lagging behind the other drug manufacturers which are better positioned in these promising markets. (Hardman &CO, 2017)

· Overtake Threat:
The forecasted sales from the new cancer drug were the main factor which convinced investors to see of the $100 Pfizer offer. (Financial Times, 2015)
However, the failure of Imfinzi and the loss of exclusivity for some products put the company again in the risk of a takeover in a more disadvantaged position with the decline of share prices. (Yahoo Finace, 2017)

[bookmark: _Toc503532686]Global pharmaceutical market:
 The value of the global pharmaceutical market was estimated to be $ 844bn (€ 763bn) in 2016 with an approximative   growth of 4.5%. (Evaluate, 2016)
The North America market hold 49 % of global sales exceeding the European market which accounted 21.5% and realised an annual growth estimated to 4.5%. (EFIA , 2017)
The US market remains the driver of the global market with $320bn of value (39.2% of the market), 6.3% of growth and 64.7% of sales of new drugs launched in the last 5 years. (EFIA , 2017)
The emerging markets continue to realise a sustainable growth with 10% for Brazil and 6.9% for China (EFIA , 2017)
Biopharmaceutical drugs realised $197bn of sales and represent 24% of the market. 
Pfizer remains the leader of the market with 5.56% of the market shares, followed by Novartis and Roche. (Hardman &CO, 2017)
The top 15 companies hold 52.6% of the global pharmaceutical market in 2016. AstraZeneca is not present among the 10 top companies. It was ranked 9th in 2015 and fall to the 11th position in 2016. (Hardman &CO, 2017)

	Global Ranking
	Company
	
	Shares (%)

	1
	Pfizer
	
	5.56%

	2
	Novartis
	
	5.25%

	3
	Roche
	
	4.88%

	4
	Merck & Co
	
	4.32%

	5
	Sanofi
	
	4.14%

	6
	Johnson & Johnson
	
	4.11

	7
	Gilead Sciences

	
	3.68

	8
	GlaxoSmithKline
	
	3.42

	9
	AbbVie

	
	3.15

	10
	Amgen
	
	2.69

	11
	AstraZeneca
	
	2.62

	12
	Teva
	
	2.37

	13
	Lilly
	
	2.22

	14
	Bristol-Myers Squibb

	
	2.17

	15
	Novo Nordisk
	
	2.04

	
	
	
	52.6 %


  
Figure 1: global ranking of pharmaceutical companies (Hardman &CO, 2017)

The generic companies are showing a regular growth and constitue a strong rival for the traditional groups. Generic drugs represent an important segment of the industry with $73.1 bn of sales and 9.4 % of the global market shares (Evaluate, 2016)and 31% of the UK market. (EFIA , 2017) 

[bookmark: _Toc503532687]Market outlook:
The pharmaceutical market is expected to growth by 6.5% by 2022 and would attain $1.06 trillion of value .32% of sales rise corresponding to +$95bn would be generated from orphan drugs (Evaluate, 2016)
Biosimilars are expected to have an important impact on the market especially after penetrating the American market with the approval of FDA. (Hardman &CO, 2017)

This represent a risk since biosimilars have a comparable safety and efficacy comparing to original biologics with reduced prices due to the lower cost and less complicated process of manufacturing.
R&D investments are expected to remain high with 2.8% of growth, and would be the generator of 50% of the  increase in sales estimated to (+$169bn)
Biologics are forecasted to dominate the sales with 50% of the Top 100  bestselling drugs .
Medium and small sized pharmaceutical companies focusing on niche markets and therapeutic areas, will continue to generate positive returns (Deloitte, 2016).
[bookmark: _Toc503401449][bookmark: _Toc503406627][bookmark: _Toc503457927][bookmark: _Toc503532688]Demand is projected to be higher in emerging markets.
The generics growth rate will be 6.6% and they will gain 0.4% of the market shares while the pharmaceuticals would lose 0.7% (Evaluate, 2016)

[bookmark: _Toc503532689]Competitors analysis:
The pharmaceutical companies relied from 2000 on mergers and acquisitions, diversification of their products and geographical spread especially in emerging markets. These strategies are driven by cost saving objectives, synergies benefits and the expiry patent issues. (Lynch, 2015)
As an example of this orientation, Pfizer bought Wyeth, Merck merged with Schering Plough ,Roche acquire the biotechnology firm Genentech (Lynch, 2015) and evidently AstraZeneca formed after the merger of the UK company Zeneca and Astra from Sweden.
The generic drugs squeeze and the low productivity of R&D lead the major market players to adopt a diversification strategy to remain competitive, as the case for Pfizer  (biopharmaceuticals, biosimilars, generics), Roche (pharmaceuticals, diabetes care, diagnostics) , Merck,( vaccines, medications, and animal health) and GSK (pharmaceuticals, vaccines and consumer healthcare.)
To face the generic drug incursion and rapid spread some groups invested in this segment and created generic division as the case of Pfizer, Teva and Novartis who become the 2 leading generic companies. The generic portfolio allows them to stimulate their growth and be less vulnerable to the risks of patent expiry. (Evaluate, 2016)
Small companies are achieving a high performance in revenues and in developing innovative drugs which resulted a pressure from their big rivals. The acquisition of these small biotechnological companies seems to be an effective solution for the big companies like Pfizer Abb Vie, shire to enhance their pipeline of products, exploit their patent and research resources.
The generic rivals are gaining more power with the approval of 633 generic drug version by the FDA in 2016 and only 22 branded drugs. (Hardman &CO, 2017)


[bookmark: _Toc503532691]Resource analysis:

For innovative industries like pharmaceutical research and development resources (human capital, technologies, NME) are a key asset for the building of sustainable competitive advantage.
The pipeline of AZN containing 132 new projects and the three biotechnological units constitute a distinctive resource for the company.
The intangible assets value is $14mn of launched products and 12,6mn of products in trial.
The patent represents the distinctive and exclusive resources of pharmaceutical firms.
It drives sales and constitutes a competitive advantage for the business.
However, the sustainability of the patents i threaten by the generics and the risk of failure of products is high which can push to seek to enhance the internal resources through the acquisition of external capabilities.

 Financial analysis:

	Date
	Turnover $(M)
	Profit $(M)
	Basic EPS

	 2016
	23,002
	3,406
	2.77

	2015
	24,708
	2,826
	2.23

	2014
	26,095
	1,235
	9.8

	2013
	25,711
	2,571
	2.04




The sales know a decline after the patent expiry started in 2015. 5 key drugs lost the exclusivity in the market particularly the blockbuster Crestor. (AstraZeneca, 2017)
The situation became more complicated in the begening of 2017 with the failure iof the lung cancer drug predicted to boost the revenues. (AstraZeneca, 2017)
Until the 3rd quarter the company recorded $5,008 Mn of sales and1.34for EPS (AstraZeneca, 2017)
	Year 
	2013
	2014
	2015
	2016

	Profit margin
	79.5
	78
	81.1
	82

	Return on capital employed
	8.6
	5.15
	10.16
	12.7




However, the company still have the ability to cover the expenses and present low debts.
This provide the company the possibility to finance its investments and to support projects that aim to adjust the strategic plan.
The dividend paid to the investors offering one of the highest in the industry can convince them to give up the takeover offer.

[bookmark: _Toc503532693]key success factors:

the analysis of the industry, the market and the strategies of leading company  demonstrate a number of factors that can bring success to companies and establish a sustainable competitive advantage.
-innovation
-diversification mainly in generics t secure the growth and the weak productivity of R&D
-acquisition of successful small business in biotechnologies and biosimilars to develop the pipeline and exploit their patents and promising MNEs
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[bookmark: _Toc503532694] Recommendations:

[bookmark: _Hlk503358547]The uncertain outcomes of the strategy should bring the company to rethink some of its strategic choices to be able to recover and reach the outlined objectives of return to growth and scientific leadership.
According to the analysis of the company resources (financial, pipeline, R&D) and in consideration with the market situation, AstraZeneca has the ability to introduce some adjustments to its strategic plan.
Digital health presents an important opportunity if the company invest early in this spreading segment which is in first stage.
The focus in these recommendations will be on generics, acquisitions and vaccines.

Generics:

The cost of manufacturing and commercialisation of generics is considerably lower than branded drugs. The access to markets is also easier especially in emerging countries favouring the cheaper generic medicines.
The generic portfolio could offer the company the opportunity to spread in the emerging markets and enhance its market shares that are less than its competitors who are better positioned in the growing markets.
AstraZeneca is in a higher risk and has fewer options to face the patents expiries comparing to the other pharmaceutical groups who secured their situation and recorded better results thanks to their diversification into generic drugs or other portfolios.
Generics could also resolve or at least diminish the impact of patent expiry issue. It may  also  support the company revenues and recover a part of losses related to the huge R&D expenses ,delays  and failure.

· Acquisitions:
Big pharmaceutical firms used their acquisitions to access to approved drugs and to take benefit from new molecules reaching the last stage.
AstraZeneca option was to acquire businesses and develop them as the case for Medimmune 
new molecular entities
This choice was argued by the fact that AstraZeneca's pipeline is able to develop new drugs with internal capabilities considering the number of projects existing in the pipeline.
This seems to be a costly option particularly with the failure of Imfinzi and its negative consequences on the company value and image.
The company can’t rely only on internal research capabilities considering the high rate of failure and the long process of launching a new drug .
Developing the pipeline internally is important, but the company can enhance its R&D projects through selective acquisitions targeting the companies that have exploitable patents, and promising pipelines.
Acquisition of biosimilar businesses could be highly beneficial after the approval of biosimilars in USA and the predicted growth of this segment.


· Vaccines:

Generics and diversification are solutions that require a tragic shift and can be discussed until the end of the first art of the strategy launched in 2013.
However, vaccines are an existing area considered as a non -core drug types
It could be a solution for the near future and as faster response to the issues. This area presents a potential development with the prevalence of infectious diseases in underdeveloped countries. 
The paediatric vaccines could be also advantageous option with the high rate of birth in growing countries.







[bookmark: _Toc503532695]Conclusion:
AstraZeneca failed to reach the expectations particularly on the R&D front representing the pillar of the strategy orientation of the company.
The proposed adjustments could support the company to recover partially from the persisting delicate situation.
However, a total recovery and a sustainable return to growth requires to question the strategic trajectory adopted to materialize the company vison.
Eschewing totally diversification can’t remain the orientation for the company considering the big headwinds in which the company is going through and the thin probability of success for the current strategy.
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