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[bookmark: _Toc9863102]Purpose

As a managing director of an international organisation, the purpose of this document is to critically assess the key features that contribute to the current and future environmental forces, that could impact the business of GlaxoSmithKline plc (GSK).  There will be a primary focus on the UK market and where implications are relevant to the factors on GSK’s operations in the international markets.  
[bookmark: _Toc9863103]Scope

The scope of this report is to implement economic and trade theory to cover the micro- and macro-economic conditions in which GSK operates.  The report will include actual and potential implications and the various factors on GSK in developed markets and any reference to developing markets will be purely incidental.  Also, the focus will be on the economic environment within which GSK operates, both within the UK and in other developed markets.  
[bookmark: _Toc9863104]Background

GSK is a leading global organisation, which engages in the discovery, creation, development, marketing, manufacturing and selling of - pharmaceuticals, vaccines, over the counter medicines and consumer healthcare.  GSK produces to wholesalers and physicians in 160 countries across the globe managing and operating in 86 production hubs and R&D hubs centres across various markets.[footnoteRef:1]   Most recent financials (revenue £30,821bn, cost £27,189bn and profit £4,046bn.[footnoteRef:2]  GSK is a major player within its sector and is among the higher end of the Top 10[footnoteRef:3]   [1:  MarketLine - Company Profile – Glaxosmithkline Plc  www.marketline.com – Publication date – 10 Jan 2019 (Page 3)]  [2:  https://www.gsk.com/media/5344/financial-statements.pdf]  [3:  https://www.kurmannpartners.com/fileadmin/user_upload/import2015/MR-Pharma_Biotech/KP_Pharma_M_A_report_2019.pdf ] 


Geographically, the company classifies its operations across three regions: 
· UK - International HQ
· US
· International (Developed Markets) - This includes Canada, Germany, and France etc.  

The UK’s life sciences industry is viewed as one of the most dynamic in Europe and has received substantial foreign investment over the last ten years.[footnoteRef:4]  As a market leader in the pharmaceutical industry, a number of sectorial analysis have been done to draw out the capabilities of the organisation.  [4:  Journal of Pharmaceutical Policy and Practice; London, Vol. 10, (2017), Page 2 - Evaluating the impact of Brexit on the pharmaceutical industry, Kazzazi, Fawz; Pollard, Cleo; Tern, Paul; Ayuso-Garcia, Alejandro; Gillespie, Jack; et al. ] 


An example of the conclusions reached by an independent assessor, Market Line, is reflected in the SWOT analysis shown overleaf:[footnoteRef:5] [5:  https://www.bankofengland.co.uk/-/media/boe/files/speech/2019/the-global-outlook-speech-by-mark-carney.pdf?la=en&hash=6725EA590D46F11FBFDFF4744E4E90158D4BCECE
] 
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Source: MarketLine - Company Profile – Glaxosmithkline Plc.  www.marketline.com – Publication date – 10 Jan 2019 (Page 3)

With GSK in a dominant market position, according to their major strengths stand with robust research and development, as well  as strong sales and marketing strategies across the globe. However, there are major concerns in their weaknesses with recalls and discontinuations of product lines which affect their brand image and would ultimately lead to legal and dispute costs. 

Some of GSK’s opportunities include, collaborations to develop innovative medicines and gene therapy treatment, which is a great advantage for GSK being capable of sourcing talent from across the globe. In order to generate incremental revenues, drug approvals are likely to assist the organisation. The threats presented to GSK are the likes of generic competition which could hinder their sales. Healthcare reforms and pricing controls are likely to affect GSK’s operating margin and issues around patent safety. 

Intellectual property protection is critical for innovation within the healthcare sector.  Research based healthcare organisations depend on intellectual property protection for a return on their investments which in turn incentivises them to develop innovative medicines, through conducting new research. However, there are challenges when there is an issue with a patent or intellectual property protection expires, in which case there is a risk of a large share of the market being captured by generic competitors at an accelerated pace.[footnoteRef:6]   [6:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 10)] 


There would be serious repercussions that would hinder future results for GSK in such situations, as this could result in a decrease in sales.[footnoteRef:7]  Vaccines on the hand, along with other biologics are note jeopardised by generic competition through ‘patent cliffs’, as they are more complicated and are reliant on technical manufacturing processes.   [7:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 215)] 









[bookmark: _Toc9863105]Introduction 

GSK is affected by multiple environmental factors signified by the PESTLE analysis. This refers to the Political, Economic, Socio-cultural, Technological, Legal and Environmental factors that influence the performance of an organisation, especially that of large players like GSK. However, as mentioned in the scope, the focus of this report will be the micro and macroeconomic factors.  

Bank of England is one of the most credible sources of the economic issues which are affecting the UK economy as well as international economies (developed markets).  According to Mark Carney, the Governor of the Bank of England, recent economic events that are relevant to all firms, particularly those that are large with complex and consumer-dependent operations like GSK have included the increase in wage pressures for consumers. 

Although households seem to have taken better control of their debt to income ratio, there is still concern about the drag on their disposable income. However, globally there are concerns about increase in inequality and wealth gaps.  

For example, provided below is an excerpt from the Governor of the Bank of England:

[image: ] 
Source: https://www.bankofengland.co.uk/-/media/boe/files/speech/2019/the-global-outlook-speech-by-mark-carney.pdf?la=en&hash=6725EA590D46F11FBFDFF4744E4E90158D4BCECE  - (Page 15)

A current contributor to economic concerns in the UK is the exit of the United Kingdom from the European Union (Brexit) and the uncertainty which has caused disturbance for the UK Pharmaceuticals sector. This is further elaborated upon in the analysis section of this report. 

GSK, globally cover a wide range of consumers, including – infants and children, adolescents and adults, travellers and older adults. As noted previously, GSK operates under their three business area portfolios.  

Some of the products have been listed below – 
· Prescription medicines (Pharmaceuticals) – Adartrel, Advair, Amoxil, Eumovate, Ventolin etc. [footnoteRef:8] [8:  https://www.gsk.com/en-gb/products/our-prescription-medicines/#u-z] 

· Vaccines – Ambirix, Menveo, Typherix, Varilrix, Fluarix etc. [footnoteRef:9] [9:  https://www.gsk.com/en-gb/products/our-vaccines/] 

· Consumer healthcare – Otrivin, Day & Night Nurse, Voltarol, Zovirax, Sensodyne etc. [footnoteRef:10] [10:  https://www.gsk.com/en-gb/products/our-consumer-healthcare-products/] 


GSK’s pharmaceuticals business focuses on the world’s most common acute and chronic diseases.  The vaccines business not only distributes to over 1.9 million vaccines every day to people across over 150 countries, they also develop and produce the vaccines themselves. The consumer healthcare products focuses on everyday healthcare products, which include, respiratory, colds and flu, pain, oral health, skin care etc.  

As indicated by Kurmann Partners, (independent research) – as previously mentioned, GSK is a major player within its sector.  The diagram below shows that, through direct acquisition or joint ventures, GSK are reflected among the Top 10 players within the sector.  

The largest joint ventures include – 

· GSK – Pfizer
· GSK – Novartis
· GSK – Tesaro

It is clear that although there are other players at prime positions, such as Takeda and Shire 
(acquisition) etc.  GSK on the other hand has over 30bn in portfolio within its sector, when all GSK joint ventures are calculated and taken into account -

[image: ]
Source: https://www.kurmannpartners.com/fileadmin/user_upload/import2015/MR-Pharma_Biotech/KP_Pharma_M_A_report_2019.pdf 

Within the healthcare industry, companies continue to focus on increasing collaborations and acquisitions, in order to strengthen their portfolios and pipelines, as the industry remains intensely competitive.  Reflecting on some recent acquisitions and collaborations, such as Takeda’s $59 billion acquisition of Shire Pharmaceuticals took place in 2018.  Followed by another, with Bristol-Myers Squibb announcing its intention to buy Celgene for $74 billion in early 2019. [footnoteRef:11]  [11:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 10)] 


This is a clear indication that the healthcare industry continues to grow however, this does have a negative impact on GSK’s growth and revenue due to competitor activity. Hence, the reason why GSK’s strategy is also to focus on collaborations and acquisitions with other healthcare companies. 

Assumptions can be made that a major driver of GSK’s growth, in spite of the complex dynamics within the economy is, the business strategy of using joint ventures or acquisitions to expand its business rather than simply growing organically, through increased sales revenue.  



Some of GSK’s 2019 objectives included [footnoteRef:12] –  [12:  https://www.gsk.com/media/5347/strategic-report.pdf  (Page 7)] 


· Continuation of strengthening pipeline through a new Research and Development approach
· Successful integration of a joint venture with Tesaro and Pfizer
· Prioritise in capability build, e.g. digital data and analytics
· Empower employees to be themselves and keep growing at GSK, by delivering modern employer programmes
· Accelerate global health research in HIV and TB

One of the biggest contributors to GSK’s costs as indicated in its financial report is the sunk costs (irretrievable costs), such as legal and dispute settlements.  An example of a case that cost the firm £1.58bn in 2018 is a legal probe into its former manufacturing site at Puerto Rico (http://www.pharmafile.com/news/gsk-takes-158bn-hit-legal-disputes). This was a clear case of avoidable market failure.  In economic theory and broad terms, market failure is a breach of consumer’s trust, well-being or interests in the products and services offered by firms to the marketplace. 

For GSK, there was asymmetric information, where consumers were not duly informed on the label of the diabetes drug Avandia. In addition to the settlement, GSK had to improve its labelling.  Making this an additional area of concern relating to the social impact on GSK, as across most large institutions, such as governments, NGOs, businesses and the media, public trust remains low in predominantly developed markets, where companies face growing public scrutiny as illustrated in the example above.[footnoteRef:13]  [13:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 10)] 


On the other hand, GSK is making progress on their long-term priorities, which is assisting them in responding to the active and changing environment. GSK are forming partnerships to bring ground breaking products to the market faster by harnessing advances in technology and sciences. Through GSK’s research and development, GSK focuses on managing pricing pressures by differentiated medicines, in order to entice a much greater coverage and funding.[footnoteRef:14]  [14:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 10)] 


A further socio-cultural factor of a positive demographic change would create demand for therapeutic and preventative products.  Research has found that the life expectancy is expanding significantly, with people living longer. From 2017 to 2050, the number of 65 year olds is due to double, furthermore between 2015 to 2030 the worldwide headcount is due to grow by 1 billion, amounting to a total f 8.5 billion of the global population. Demand for healthcare will increase and especially in areas such as respiratory diseases and cancer, due to changing life styles, diet and longer life spans.[footnoteRef:15]   [15:  https://www.gsk.com/media/5344/financial-statements.pdf (Page 9)] 











[bookmark: _Toc9863106]Microeconomic Issues

Given the size and strong market position of GSK, there is a huge demand for its products. The firm has a large number of distributors across its 160 global locations (countries) and this means the various equilibrium points across these markets will vary. However, the objective is to ensure that the equilibrium point per product, per market allows each branch to maximise its revenue. 

[image: ]
Source: https://www.economicshelp.org/microessays/equilibrium/market-equilibrium/

The level of elasticity (sensitivity) to price would differ by market. It is therefore important for GSK’s local branches to ensure that the most optimal price points are found, again to help achieve sales and revenue maximisation objectives. This could be in the form of the pricing strategy adopted, e.g. price differentiation taking into account consumer need relative to income and affordability.  

An excerpt from GSK’s strategic report shows that pricing is an important economic factor for its business and revenue generation efforts both locally and in international markets.

[image: ]
Source: https://www.gsk.com/media/4763/strategic-report.pdf (Pages 10)

Beyond the revenue generation, GSK should aim to reduce its costs. The standard calculation methodology for total cost is: Total Cost = Fixed Cost + Variable Cost. 

Given its size, the firm currently incurs significant fixed costs such as - freehold buildings, leasehold land and buildings, lease term, plant and machinery, equipment and vehicles [footnoteRef:16], as well as variable costs such as[footnoteRef:17] research and development, environmental expenditure, pensions, salaries, bonuses, employee share plans etc. [footnoteRef:18]  [16:  https://www.gsk.com/media/5344/financial-statements.pdf - (Page 148)]  [17:  https://www.gsk.com/media/5344/financial-statements.pdf – (Page 106)]  [18:  https://www.gsk.com/media/5344/financial-statements.pdf – (Page 147)] 


It is therefore clear that to maximise profit, not only does revenue have to be maximised, but costs have to be reduced. Beyond the sunk costs referred to earlier, variable costs need to be kept under control, including costs of production. 

[bookmark: _Toc9863107]Macroeconomic Issues

As indicated in the introduction, the macroeconomic environment within which GSK operates reflects tightening monetary policies across the markets to reduce the impacts of corporate borrowing on the UK economy and those across developed markets.  This means that the company must find ways to reduce its debt levels, again resulting in savings on interests (debt servicing costs) due to rising interest rates in an attempt by the central banks to reduce inflation.
The typical economic growth cycle is shown below:

[image: ]
Source: www.cisi.org

It could be assumed from Mark Carney’s February 2019 statement that the UK is in the deceleration phase. This requires lots of care in the way the firm uses its capital. 

At a macro level, the company can also minimise its FX costs by converting its foreign currency income into hard currency such as the US Dollar. This is a less volatile currency and should help minimise their FX risks. 

According to the Chartered Institute for Securities & Investment (CISI) in the UK, there are multiple factors that impact an economy.  These factors need to be managed on a consistent basis to ensure that the economy remains conducive to international business, especially large multinationals like GSK. Provided below are the factors by CISI: 

	Economic Factors
	Definition

	Per capita income
	An increase of the per capita income implies a larger potential tax base and a greater ability for a country to repay debt.

	GDP growth
	An increasing rate of economic growth tends to decrease the relative debt burden. Moreover, it may help in avoiding insolvency problems.

	Inflation rate
	A low inflation rate reveals sustainable monetary and exchange rate policies. It can also be seen as a proxy of the quality of economic management.

	Economic development
	Developed countries are integrated within the world economy and are less inclined to default on their foreign debt in order to avoid sanctions from lenders.

	Current account
	A large current account deficit implies the dependence of a country on foreign creditors. A persistent deficit affects the country’s sustainability.

	Foreign debt/GDP 
	This ratio is negatively related to default risk.

	Real exchange rate
	The real exchange rate assesses the trade competitiveness of the economy.

	Ratio debt/GDP
	The higher this ratio is, the greater the occurrence of a liquidity crisis. Ratio reserves/ imports The higher this ratio is the more reserves are available to service foreign debt. Ratio investment/ GDP This ratio captures the future growth ability of a country and it is a decreasing function of default.



Source: www.cisi.org

GSK’s business strategy needs to be adapted to the stage that the economy is in. This requires different levels of assessment and constant monitoring of the analysis conducted by supranational organisations like those mentioned below: 

· Global: Where the global economy is important. An indication of the severity of the economic indicators mentioned above will be provided by the International Monetary Fund (IMF) as well as the World Bank. This would allow GSK to monitor the direction of the largest economies in the world in developed markets, but also developing markets. 

· Region & Country: GSK would need to pay attention to the assessments of supra-nationals like the IMF, but also country level analysis by national government bodies such as the Treasury, the Bank of England and other independent studies by economic think tanks such as the Adam Smith Institute and the Centre for Economic Policy Research (CEPR).

· Internal (Economic) Research Function: An internal economic research team can be used to assess the economic data that is available from external sources, but also from independent consultancies such as PriceWaterhouseCoopers (PWC), such as the one provided below which shows the company’s assessment of inflation and growth prospects 


[image: ]
Source: https://www.pwc.co.uk/economic-services/ukeo/pwc-ukeo-march2019-full-report.pdf (page 40)
GSK’s focus should not only aim to carry out operational improvements, particularly the reduction of costs and maximisation of revenue in its trading markets (as previously discussed).  It can also include as part of its strategic objectives, the management of other factors that make its sensitivity of economic pressures worse.  These, as mentioned previously, includes political risk such as Brexit, but more importantly how to minimise the impact of it occurring in its various scenarios, e.g. Soft or Hard Brexit. 

There is real concern according to IMF forecast for the UK in the base of a hard Brexit.  However, the entity has suggested that the UK take preventative actions, and this would then help make risk implications more manageable and absorbable for the economy.  The chart below shows that the UK has fared since the 2016 referendum.

[image: ]
Source: https://www.imf.org/en/News/Articles/2018/11/13/na111418-uk-economic-outlook-in-six-charts 

Although, GSK should be ready for all eventualities, there is a view by the UK government that there is unlikely to be a lasting terrible impact on businesses in the UK.  Given the time the government and the firms like GSK have to minimise any worsening of economic issues that happen in the normal course of business activities, e.g. changes in demand and supply, pressures from competitive forces, macro-economic fiscal and monetary policy revisions etc., Brexit can be a manageable business risk in the long term. 

[image: ]
Source: https://www.gsk.com/media/4763/strategic-report.pdf (Page 55)

[image: ]
Source: https://www.gsk.com/media/5344/financial-statements.pdf - (Page 36)
The UK government forecast is cautiously encouraging, and the stability or minimal disruption due to environmental forces such as political (Brexit) will still make the environment conducive to GSK’s business. Also, there are other markets within which the firm operates. This is likely to cushion any hits to the company’s business in the UK. As such, global economic shocks should be of much bigger concern.
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Source: https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/801759/PU797_Forecast_for_the_UK_Economy_May_2019_covers.pdf (Page 4)

Beyond increasing its profitability and taking advantage of developed countries expansionary policies, e.g. in the US where the current President, Donald Trump, is pro-tax reduction, Corporate Social Responsibility has been a much bigger issue in the form of greater attention on Environmental, Social and Governance investments in companies that are ethical, socially responsible and willing to demonstrate this by taking an active interest in their economies.  GSK can work with the government to reduce big areas of concern such as increasing levels of poverty and income inequality.

The chart below from WID.world shows a wide gap between the haves and have-nots over a 36 year period.  This shows that there is ample opportunity for multinational firms like GSK to increase their efforts to front-line the reduction of poverty globally.  Using its powerful brand for such worthy causes can translate into huge economic benefits both for the company and the countries within which it operates.

[image: ]
Source: https://wir2018.wid.world/files/download/wir2018-full-report-english.pdf (Page 53)
Also, the company can step up its efforts in terms of involvement in Public-Private Partnership initiatives such as the one reflected below. 
[image: ]
Source: https://www.gsk.com/en-gb/media/press-releases/innovative-public-private-collaboration-launches-to-tackle-antibiotic-research/

GSK employs 95,490 employees across the globe[footnoteRef:19] which enables them with a strong headcount, an advantage for the employees to be supported in their efforts to work with charities in terms of active volunteering as well as fund raising.  [19:  https://www.gsk.com/media/5344/financial-statements.pdf - (Page 12)] 


This will foster an internal culture that cares about its social causes and welfare, including the environment. It is fair to assume that the reduction of poverty in its markets will be a big contributor to the firm’s strategic goals. So, by ensuring that the Social Benefit to society is greater than Private Benefit to GSK, it will inevitably gain lots of financial and reputational rewards.

[bookmark: _Toc9863108]Conclusion

As evidence has established, GSK is in a leading position in the pharmaceutical industry. With this privilege comes a responsibility to finalise its strategic drive for profit maximisation and positive social impact. 

Beyond the use of the various available mechanisms for distributing products and services, there is also a need to embed these strategic drivers into operational delivery. This can be achieved by improving efficiencies within the firm’s business operations. The kinds of efficiency that are required are productive, allocative, static and dynamic. Each of these can be – 

· Productive: This occurs when products are produced at a level of output where the average cost is lowest.
· Allocative: This is when the price of a good is equal to the price that consumers are happy to pay for it. This will happen when all resources are allocated efficiently.
· Static: This occurs when allocative and productive efficiency are both achieved at the same (or during a particular) time.
· Dynamic: This is about firms improving efficiency in the long term by carrying out research and development into new or improved products, or investing in new technology and training to improve their production processes.
For GSK to fare well in numerous markets and at different points of the economic cycle that the markets may be in, GSK needs to ensure that it implements the recommended points above and stays on top of the implications of the latest developments on its business. 

Where there are clear operational weaknesses that result in needless sunk costs such as those incurred in the resolution of disputes and litigation, these need to be mitigated with better risk controls and compliance to industry and business rules and regulations. In addition to this, would be to ensure patent and / or intellectual property should be protected from expiration and various other issues. 

GSK’s growth focus should remain on the business strategy - collaborations and acquisitions along with advances in technology and sciences for new research and development. As mentioned previously, these strategies would continue to strengthen their portfolios and pipelines, as competition in the healthcare industry remains strong. 

As the pharmaceutical sector suffers from a trust deficit from the public, it is essential for GSK to earn trust by demonstrating integrity, fairness, transparency and ensuring the wider community is benefited via their positive contributions. As illustrated in GSK’s 2030 goal, which is underpinned by five new environmental commitments [footnoteRef:20], the company aim is to reduce it’s environmental impact by quarter, the reduction of greenhouse gas emissions, redirecting waste for beneficial use and the reduction in water impact for beneficial use. GSK also has a strong headcount and can utilise this advantage by increasing work with charities in terms of active volunteering as well as fund raising. [20:  https://www.gsk.com/media/5344/financial-statements.pdf - (Page 32)] 


Finally, to conclude this report, there is a need for flexibility and speed of execution to ensure that GSK can adapt quickly and efficiently as and when required. 
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SWOT ANALYSIS

GlaxoSmithKline plc (GSK or 'the company') is one of the world's leading providers of pharmaceutical and
consumer healthcare products. Dominant market position compiled with robust research and
development activities are the major strengths of the company whereas recalls and discountinuations
remains as major areas of concern. In future, competition and healthcare reforms and issues with patient
safety could affect its business operations. However, initiatives, contracts and agreements and product
approvals could provide growth opportunities for the company.
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Second, globalisation has contributed to higher imbalances of income and wealth in many countries.?*
Amongst economists, a belief in free trade is totemic, but while trade makes countries better off, it does not
raise all boats within them.
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£135 billon.?

Advances in science and
technology disruption

Better understanding of human biology
and genomics is changing the way
scientists research diseases and their
ability to develop novel treatments for
patients. Advances in digital technology,
data and analytics are enabling
researchers to explore and interpret
ever-larger volumes of biological data
much faster than before. Technology

is also now central o the way people
gain information, and compare and

buy healthcare products.

11MS data
2 ntomaldata

growth and conlnbuting fo pressures
in the healthcare sector, particularly

on pricing and access. While these
challenges are not new for the industry,
advances in science and technology
are transforming the way scientists
research diseases and are fkely to
improve how patients are diagnosed
and treated in the future.

Pricing and access

Increasing demand for healthcare, partly
led by demographic change, continues
o put pressure on govemment and
payer budgets. This is impacting both
developing and developed markets,
including Europe and the US where
both public and privately funded
organisations are looking for ways to
address the affordabilty of medicines.

@ strategic-reportpdf X

as possible, with our three global
businesses, scientific and technical
know-how, and talented people.
Our new long-term priorties of
Innovation, Performance and Trust
will help us to deliver our stratogy.

Positive demographics

Demographic change such as
increasing lfe expectancy and an
expanding global population is driving
demand for healthcare products.
Growing prosperity and changing diets
and lfestyles are also fuelling demand
for healthcare products — especially
for chronic conditions such as
respiratory disease.
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when all of its resources are productively employed.
« When an economy is growing in excess of its trend growth rate, actual output will exceed potential

output, often with inflationary consequences.

* When a country’s output contracts — that is, when its &conomic growth rate turns negative for at
least two consecutive calendar quarters — the economy is said to be in recession, or entering a

deflationary period, resulting in spare capacity and unemployment.

The fact that actual growth fluctuates and deviates from trend growth in the short-term gives rise to the
economic cycle, or business cycle.

Economic Cycle

GDP Growth
. Trend Growth
Expansion | _ _ _/ _ JE N
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™~ Economic
Contraction Trough

5 5|,
> | & © s
2| £ K H
g |3 ;] 8
Sy ] ¢ g
3|8 8 3 g
< < ) o 3

Time

Economic cycles describe the course an economy conventionally takes, usually over a seven to ten-
vear period, as economic growth oscillates in a cyclical fashion. The length of a cycle is measured either
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Table A1 presents our latest main
scenario projections for a selection
of economies across the world.

World economic growth accelerated in
2017 and remained reasonably strong

on average in 2018. However, we expect
global growth at market exchange rates
to slow from 3.3% in 2018 to 3.0% in 2019
and to 2.9% in 2020. (At purchasing power
parity rates, growth would slow from 3.8%
in 2018 to 3.6% in 2019 and 3.5% in 2020).
This moderation in growth is expected to
come from weaker expansions in the US,
Ghina and the Eurozone. Elsewhere there
are expected to be some bright spots,
with India posting growth in excess of
7.5% a year in 2019-20 and a generally
solid performance among the ASEAN
economies. Russia and Brazil will also
continue to strengthen after earlier deep
recessions, but their pace of growth will
remain only moderate due to relatively
subdued global ol prices (Russia) and
ongoing structural reforms (Brazil.

There was a marked acceleration in
Eurozone economic activity in 2016-17,
but this faded during 2018. We project
Eurozone growth to be significantly slower
in 2019, at only around 1.3%, although

it could then pick up slightly to 1.6% in
2020 as the impact of some temporary
factors (e.g. relating to German car sales)
fade and monetary policy remains very
accommodative. The US economy is
also coming off a cyclical high, with
growth expected to slow from 2.9% in
2018 to 2.4% in 2019, as higher interest
rates begin to influence the real economy
and the effect of fiscal stimulus fades.
Nevertheless, the US will remain among
the most vibrant of the advanced
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Table A.1: Global economic growth and inflation prospects

& UK's Economic Outlook in

pwe-ukeo-march2019-f X

Share of Real GDP
world GDP growth (%)
207atMERs  2019p  2020p  2019p  2020p
us 24.3% 24 19 19 18
Ghina 15.0% 63 62 24 27
Japan 61% 10 03 7 7
UK 33% B 16 8 20
France 32% 3 5 2 7
Germany 4.6% 1.0 18 17 20
Groece 03% 20 22 06 15
reland 0.4% 35 a7 1 5
Italy 2.4% 0.5 0.9 10 15
Netherlands 0% 9 23 24 8
Spain 1.6% 23 18 15 19
Poland 07% 38 30 22 25
Russia 1.9% 5 18 45 48
Turkey 1% 03 26 103 142
Australa 7% 28 27 25 25
India 33% 76 77 50 6
Indonesia 13% 52 51 37 43
South Korea 1.9% 28 28 9 20
Brazl 26% 24 21 40 )
Ganada 21% 20 8 21 20
Mexico 1.4% 23 27 40 35
South Afrca 0.4% 16 17 8 54
Nigeria 05% 25 25 19 130
Saudi Arabla 0.9% 9 o 31 30
World (PPP) - 36 35 31 3.0
World (Market Exchange Rates)  100% 3.0 29 25 25
o7 46.0% 8 6 8 8
Eurozone 13.9% 13 % 14 8

‘Source: PuC main scarario projoctons or 2010 and 2020; IMF for GOP shares I 2017 ai market xchangs fatos MERS).

AL
*®
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w UK growth: from top to bottom

Growth has slowed since the referendum.

(year on year growth rates, in percent, G7 countries)

7
[l EMAIL NOTIFICATION SIGN-UP p
Sign up to receive free e-mail notices when 5 |
new series and/or country items are posted
on the IMF website. 4 4
3 h
MODIFY YOUR PROFILE » )
3
! lh\- '--/ 1
0 7
N/
b slowest growth among 67|
-2 4
3 fastest growth among G7
4 United Kingdom

2011 2012 2013 2014 2015 2016 2017 2018

Sources: Haver Analytics; and IMF staff estimates.
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‘business, subject 1o therm meeting a strict
set of retums ciitera.In establishing the
first prioity as investing in the business,
we idenified a primary focus on
strengthening the Pharmaceuticals business
and, in particular, its R&D pipeline. We also
confimed the atiraciiveness of accepting
the Consumer Healthcare put option, should
it be exercised, and continuing to expand
capacityin key product ines across our
Vaccines business.

To strengthen how we allocate capital and
o ensure that we are allocating funding
towhere the most attractive returs are
available, we have implemented a clearer
framework and created a new board to
govern the allocation of capital between
our businesses,

We have expanded the use of cash flow-
based return metrics beyond individual
project assessments. Now that we have
been able to create flly integrated business
units for Pharmaceuticals, Vaccines and
Consumer Healthcare, we have been able

1o apply a more consistent cash refurn on
invested capital (CROIC) methodology to
prioriise investment across the Group as
whole, 50 that we can compare the refums
from each of the thre integrated businesses
as we allocate capital between them,

We also regularly benchmark ourselves

with peers relevant to each of our three.
businesses,

2018 guidance

We expect continued progress in 2018,
including sales growth contributions from
our new and recent product launches in HIV,
Respiratory and Vaccines.

The expectation for 2018 Adjusted EPS
growth is dependent on a number of factors
including, in partcular, uncertainties relating
o the fiming and extent of potential generic
compeition to Advairin the US.

in the US, the Group expocts full-year 2018
US Advairsales of around £750 millon at
CER (US$1.30/£1), with Adjusted EPS flat
to down 3% at CER.

Both scenarios reflect the benefit of US
tax reform with an expected 2018 effective:
taxrate on Adjusted profits of 19-20%.

We are not able to give guidance for Total
results as we cannot reliably forecast certain
material elements of our Total results such
as the future fair value movements on
contingent consideration and put options.

Retums to shareholders

For 2017, we maintained our ordinary
dividend at BOp in line with the commitment
we made to shareholders at the time we
closed the Novartis transaction in early 2015.

GSK recognises the importance of
dividends to shareholders and aims to
distribute regular dividend payments that

will be determined primarily with reference to
the free cash flow generated by the business.
after funding the investment necessary fo
support the Group's future growth.

The Board intends to maintain the dividend
for 2018 at the current level of 80p per share,
subject to any material change in the extenal
‘environment or performance expectations.
Oer time, as free cash flow strengthens,
weintend to build free cash flow cover of

the annual dividend to a target range of
1.25+1.50x, before returning the dividend

to growih.

Afullor review of the financial results s

set out on pages 56 to 78.

Iy

Simon Dingemans.
Chief Financial Officer

on our business operafions, including

consumers in the UK and the EU.

Uncertainty remains about the future.
relationship between the UK and the-
EU. As a result, we have agreed a
tisk-based approach to mitigation across.
the organisation. Implementation of our
contingency plan has been underway
since January 2018, with an immediate
focus on our supply chains. This includes
expanding our abilty in the EU and the
UK to conduct re-testing and ceriification
of medicines; transferring Marketing
Authorisations registered in the UK

to an EU entity; updating packaging

and packaging leaflets; amending
‘manufacturing and importation licences,
and securing additional warehousing.
We currently anticipate that the cost to
implement these and other necessary
changes could be up to £70 millon

over the next two to three years, with
subsequent ongoing additional costs

of approximately £50 millon per year,
including additional customs duties and
transaction or administration costs. These
charges represent our estimates of the
impact of Brexit based on the information
currently available. As more information
the changes to our business that

will be reqired after Brexit becomes
available, the assumptions underlying
these estimates could change, with
consequent adjustments, either up or
down, to the additional costs we expect
toincur, We will continue to adjust our
plans and their expected financial impact
as negofiations and regulations develop.

Deiivering these necessary but complex
changes by March 2019 will be ambitious
and potentially disruptive in the short term
and we support efforts to secure a status.
quo fransition period to minimise.
disruption, Over the longer term, we
continue to believe that Brexit will not
have a material impact on our business.
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Our approach to Brexit

In preparing for the UK's exit from the EU (Brexit), our overriding
priority has been to maintain continuity of supply of our medicines,
vaccines and consumer healthcare products to people in the UK
and EU.

As aresult, we have taken a risk-based approach to planning
and mitigation, allocating costs of up to £70 million to implement
relevant changes over the next one to two years, while the future
relationship between the UK and EU is negotiated. We have made

good progress in implementing our Brexit contingency plan in 2018.

Our activity has included: arranging the retesting and certifying of
our medicines in Europe; submitting marketing authorisation holder
transfers; updating packaging; securing additional warehousing;
and supporting employees in obtaining settled status or equivalent
in both the UK and Europe. UK technical guidance, which outlines
acceptance of testing from EU sites for a time-limited period, has
allowed us to reduce some potential duplication in our supply chain
in the short term.

Our Brexit plans prepare us for elements that are within our control.
We have significant experience of maintaining resiient supply chains,
and we have used existing processes to develop a new supply
model based on the UK leaving the EU in March 2019. To minimise
disruption to patients, we have also adjusted stock levels in both

the UK and EU. Uncertainty remains about the new operating
environment, and as a result we support efforts to secure a status
quo operating period post-Brexit, and UK and EU preparations to
minimise potential disruption to the supply of medicines to patients.
We anticipate subsequent and ongoing costs arising from Brexit
could include further customs duties and will include the cost

of duplicate testing and release of our products. We continue to
estimate these potential costs at approximately £50 millon per year.
As more details emerge on how our business will need to change
after Brexit, the assumptions underlying these forecasts could
change, with consequent adjustments up or down. We will

continue to revise our plans and their expected financial impact

as negotiations and regulations develop. Over the longer term,

we continue to believe that Brexit will not have a material impact

on our business.
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2019. The tables below summarise the average and range of independent forecasts for 2019 and 2020 and show the
average of this month’s new forecasts.

Forecasts for 2019
Tudzpenien Average of new*
Averages May i
May April Lowest _Highest
GDP growth (per cent) 14 13 08 1.9 15
Inflation rate (Q4: per cent)
-l 1.9 19 15 28 19
- RPI 26 27 21 34 25

LFS unemployment rate (Q4: %) 41 41 36 45 40

Current account (£bn) 796 827 1093 230 79.9

PSNB (2019-20: £bn) 299 299 220 408 289

Forecasts for 2020

Independent”
Average of new*
Averages May
forecasts
May April Lowest Highest

GDP growth (per cent) 15 15 09 20 15
Inflation rate (Q4: per cent)

-l 20 2.1 1.4 35 20

- RPI 29 3.0 20 42 29
LFS unemployment rate (Q4: %) 41 42 33 46 40
Current account (£bn) 734 776 118 180 734
PSNB (2020-21: £bn) 263 271 69 484 252
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Squeezed bottom 90%
in the US & Western Europe

Real income growth per adult (%)
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growth. The top 1% captured 23% of total ~ Thenext stepof the exercise consists of adding
growth over the period—that is, as much as  the populations and incomes of Russia
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ficiires help make cence of the verv hich  Middle Fast (410 million) to the analveic Theas





image15.png
B & | @& Mail - Isaac Ayodele - Outlc | € YouTube. @ financial-statements.pdf I McAfee Total Protection Pre | @ Innovative public-privat X | +

&< > O @ B https;//www.gsk.com/en-gb/media/press-releases/innovative-public-private-collaboration-launches-to-tackle-antibiotic-research/ m ¢ ¥

Find on page

glax

No results < > Options v

@ About us Products Careers Investors Media Research and development Responsibility g Behind the science & Global v < Q

©® 24 May 2012

Innovative public-private collaboration launches to
tackle antibiotic research

GlaxoSmithKline and AstraZeneca today welcomed the
launch of a pioneering approach to antibiotic research in
Europe that will see pharmaceutical and biotechnology
companies working alongside public partners to tackle the
rising threat from antibiotic resistance and address some of
the key barriers to the development of effective antibiotics.

Issued: London UK

New €224m (£180m) funding to enable development of antibiotics for bacterial infections and
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