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A Case Study:
Strategies for Expanding Sun Pharmaceuticals IndustriesLimited Operation to the Japanese Pharmaceuticals Market

1. Background of Sun Pharmaceutical Industries Ltd

1. Sun Pharmaceutical Industries Ltd (“Sun”) was founded by Mr. Dilip Shanghvi for manufacturing and marketing pharmaceutical products in India. 

2. In 1983, Sun was incorporated in Calcutta and has been listed on the Bombay Stock Exchange since 1994. Currently the company is listed on both the Bombay Stock Exchange as well as the National Stock Exchange. In 2005, Sun was selected by Forbes as one of the best 200 companies in Asia for the segment with sales revenue less than USD 1 billion.This was the fourth time in five years that Sun has been selected.[footnoteRef:2] [2: ‘Company History - Sun Pharmaceutical Industries Ltd’, Money control. Available at: https://www.moneycontrol.com/company-facts/sunpharmaceuticalindustries/history/SPI (Accessed: 20 March 2021)] 


3. Among various pharmaceutical products, Sun mainly manufactures and sells generic products. The company also manufactures and sells intermediates which are key materials produced in the preceding process of making Active Pharmaceutical Ingredient (“API”), the raw material used for the producing various medicine. Currently, the company’s product portfolio covers more than 2,000 formulas in various forms and a wide variety of consumer healthcare products.[footnoteRef:3] [3: Sun Pharmaceuticals Industries Ltd (Sun Pharma) – Company History, Business Standard, https://www.business-standard.com/company/sun-pharma-inds-4325/information/company-history] 


4. In India, Sun is the leader in developing and selling chronic pharmaceutical products. More than half of the company’s revenue is contributed by sale of these chronic pharmaceutical products. Also, more than 72% of the company’s sales are exported outside India.[footnoteRef:4] [4: Sun Pharmaceutical Industries Ltd. (2013 - 2020) Annual Reports 2013 -2020.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


5. Growth through acquisition has been a critical part of the successful development of Sun. The company has expanded quickly through extensive acquisitions and joint ventures in both India and abroad. In 1995/6, Sun commenced its first local acquisition transaction by acquiring a manufacturing plant from the international firm Knoll Pharmaceutical. The company’s sales and production capacity for regulated markets have then been increased and upgraded substantially through this acquisition. In 2001, Sun also started its first joint venture in Dhaka Bangladesh for setting up a manufacturing unit.

6. Between 1997 and 2017, Sun has made 17 strategic acquisitions. In 1997, to penetrate the U.S generic market, the company invested in a Detroit-based generics manufacturer. This is the company’s first international acquisitions. In 2010, by acquiring the majority shareholding in Taro Pharmaceutical Industries Limited, another well established international generics producer, the company enforced not only its presence in the US market, but also its presence in Canada and Israel. In addition to developed markets, in 2011, Sun has also improved its generic sales to emerging markets through its strategic partnership agreement with MSD (Merck) in India.

[image: ]
Figure1: Acquisitions by Sun Pharma over the years[footnoteRef:5] [5:  Source: Sun-Ranbaxy Investor Presentation extracted from: Akarsh, Agarwal, (2018) ‘The Dynamics of major Indian Takeovers – Their Causes, Consequences & Valuation’, Global Journal of Finance and Management, 10(1), pp. 1-20, Available at: https://www.ripublication.com/gjfm18/gjfmv10n1_01.pdf (Accessed: 25 March 2021)] 


7. After all these years of merger and acquisition and joint venture activities, Sun has now become one of the most profitable pharmaceuticals manufacturers in the world. It is one of the fastest growing companies in India as well as the world. The company has an outstanding track record of organic and inorganic growth by integration. It is now an integrated business vertically and has achieved economies of scale through integrations. It provides quality and affordable medicines in more than 150 countries worldwide. 

2. Internal Audit

2.1 Sun’s Business Model and strategies

8. Sun’s manufacturing facilities located in 6 continents. These facilities obtained various approvals from regulatory authorities in different countries. Sun’s workforce includes more than fifty nationalities and operated in a multi-cultural environment. In the fiscal year of 2019 to 2020, the company invested about 6% of annual revenue in R&D and kept on building up its specialty business internationally. 

2.1.1  Sun’s Marketing Strategy

Stage 1 – Costing / Pricing Strategy

9. In the 70’s, Indian effectively provided no more patent protection in its pharmaceutical industry. Sun grasped the opportunity to apply India’s large, highly trained, and relatively cheap labour force to produce low-cost, generic versions of popular and expensive branded drugs. Since Sun was able to produce generic medications at a much cheaper cost than its branded competitors, the company was able to increase its market share and profit. Production of generic drugs at low cost and selling them with highly competitive price have been Sun’s initial and consistent strategy. 

Stage 2– Market Penetration by Acquisitions and Joint Ventures

10.  As mentioned herein above, since 90s, Sun has expanded its global operation by adopting a successful acquisition and joint venture strategy. This is because product development and obtaining approval from different government authorities to enter into a market usually involve intensive researches and lots of cost and time for a pharmaceutical company, therefore, Sun preferred to achieve a more efficient product development and marketing approach in various countries within a shorter time through inorganic growth by way of merger and acquisition. Also, Sun can obtain many advantages including, inter alia, the followings:

a. through the benefit from economies of scale production of generic drug, the company can enjoy savings on fix costs; 
b. quicker and easier means to get access to new markets, i.e. by increasing market share through acquiring targeted brand;
c. to reduce competition by acquiring the competitor; and
d. vertical integration to improve and secure the supply chain.

11. For Example, in 2015, by acquiring the majority shares of one of Sun’s major competitors, Ranbaxy Laboratories Ltd (“Ranbaxy”), Sun was able to expand its operation within a very short time after taking over the Ranbaxy’s operation in 43 countries together with 21 manufacturing facilities situated in 8 countries, and most important, Ranbaxy’s well established portfolio of products selling in over 150 countries in the world.

Stage 3 – Product development strategy to Higher Value Specialty Medicines – Product Differentiation Strategy

12. According to Sun’s Annual Report for 2019 to 2020, global revenue related to specialty medicines for the financial year was about USD 430 million which was about 9% of its overall sales.[footnoteRef:6] [6:  Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Report 2019 -2020, p.6.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


13. Specialty medicines are medicines for treatment of long term, rare or complicated diseases, which require advanced research and innovation. In a recent press conference[footnoteRef:7], Mr. Shanghvi stated that specialty medicines are expected to be the fastest growth segment in the developed market, which can possibly be accounted for 40 to 50 per cent of global pharmaceutical consumptionin or about 2024. The current strategy for Sun is to expand the specialty business which will position the company’s business to a higher value added pharmaceutical business. [7:  Neha Seth, (2017) ‘Sun Pharmaceuticals - A Specialty player’, Outlook money, 28 August 2017. Available at: https://www.outlookindia.com/outlookmoney/investment/sun-pharmaceuticals-a-specialty-player-2208 (Accessed: 18 March 2021)] 


14. Therefore, in the near future, Sun will spend its R& D investments not only in developing differentiated generic products, but also in building the company’s specialty products at the same time.[footnoteRef:8] In other words, while Sun remains to consider generic business is worth for further investment and will maintain its majority investment in the generic business, the company will also invest to develop its specialty business.[footnoteRef:9] Accordingly, while the company would further enforce its generic business, the company would diversify its market segment from cheap generic products to higher value added specialty products which would be differentiated from its competitors’ products. [8: Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Reports 2019 -2020.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)]  [9: Neha Seth, (2017) ‘Sun Pharmaceuticals - A Specialty player’, Outlook money, 28 August 2017. Available at: https://www.outlookindia.com/outlookmoney/investment/sun-pharmaceuticals-a-specialty-player-2208 (Accessed: 18 March 2021)] 


3. External Audit

3.1 Global Pharmaceutical Industry

15. In 2019, the estimated Compounded Annual Growth Rate (“CAGR”) of the world pharmaceutical market is about 3-6% in the next five years from the bases of US$1.2 Trillion. The two major driving factors for growth are: (1) pharmerging markets growth in volume and (2) increasing innovative quality specialty products introduced to developed markets.

16. Pharmerging markets are located in countries where the per capita GDP has achieved the threshold of USD 25,000 and has increased spending of USD one billion or more for the period between 2012 and 2016. These markets located in 21 countries such as China, India, Brazil and Russia. Among these countries, China has higher increment for its government expenditures in healthcare and therefore occupies a majority share of the growth. India, Brazil and Russia are also forecasted to have substantial growth due to aging population, awareness from consumers regarding their health conditions and, government policies to improve healthcare facilities.[footnoteRef:10] The pharmerging markets in these countries constituted numerous suppliers in various sizes. Competition in these market are high for international pharmaceutical companies because not only there are fierce price competition from various domestic and other international players, but also  there are regulatory approvals required for entering the market. To compete in these countries, large international pharmaceuticals companies have concentrated their efforts in innovative products extensions, and / or through merging and acquiring local competitors, which would in the long run increase their sharing of the market and strengthen their competitiveness.[footnoteRef:11] [10: Research and Market, (2016) Pharmerging Market: By Geography , Tier II Countries, Tier III Countries - Forecast 2016 - 2021, Jan 2016, Available at: https://www.researchandmarkets.com/reports/3973748/pharmerging-market-by-geography-tier-ii#:~:text=Geographically,%20pharmerging%20markets%20are%20defined%20as%20those%20countries,the%20macroeconomic%20factors%20and%20respective%20pharmaceutical%20market%20forecasts. (Accessed: 20 March 2021)]  [11: Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Reports 2019 -2020. Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


Figure 2: 	Global Pharmaceutical Market Outlook, 
implications and emerging trends[footnoteRef:12] [12: Sun Pharmaceutical Industries Ltd. (2013 - 2020) Annual Reports 2013 -2020, p. 13. Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021) ] 
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17. For developed markets, the forecasted growth in pharmaceutical spending is about 4% CAGR between 2014 and 2019, and will grow further at about 2-5% CAGR until 2024. In 2019, developed countries shared about 66% of pharmaceutical spending in the world and it is expected that it will be decreased to about 63% by 2024 due to the growing size in the pharmerging markets as mentioned in the above.

18. During the last ten years, growth demand for specialty medicines has driven the spending in pharmaceutical products and services in the developed markets. It is expected that specialty medicines related to oncology, autoimmune diseases and immunology are the major areas which are likely to be the key driving areas in the next five years.

19. However, in Japan, it is forecasted that there would be an increasing consumption for the relatively cheaper generics products because favorable government policies in reduction of healthcare spending, which may cause overall decrease in industry growth despite there may be product innovations.

3.2 COVID – 19 and its Impact to the Future

20. The COVID-19 pandemic has a vast impact to the world, especially to the pharmaceutical world. In the past few decades, the pharmaceutical industry and innovator laboratories across the world have focused in developing more popular and lucrative drugs related to treatment of those chronic ailments like diabetes, cardiovascular, cancer etc., while development in the anti-infective areas has been vastly ignored. Likewise, more production capacity has been set up to produce chronic products. However, the global COVID-19 pandemic may cause both the industry and governments to reconsider their gravity on infectious disease research.[footnoteRef:13] This because prevention is better than cure and the serious negative economic impact caused by COVID-19 may force governments to reassess their future budget expenditures on controlling healthcare costs and provide more funding to the prevention of similar pandemic.  [13: Sun Pharmaceutical Industries Ltd. (2013 - 2020) Annual Reports 2013 -2020.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


21. Further, both the industry and government have to reassess if supply chain of the pharmaceutical industry should be onshore or offshore as there has been a dreadful competition for vaccines which is in serious shortage globally.

22. In response to the COVID-19 pandemic, in August 2020, Sun has launched the only Indian oral anti-viral tablet called FluGuard® (Favipiravir 200 mg) approved by the government authority at a very affordable price of Rs. 35 per tablet for the treatment of mild to moderate cases of Covid-19 disease. Further, Sun has also announced that phase-2 clinical trials are being conducted for many existing medicines in India to examine their usefulness for treating Covid-19 symptoms.[footnoteRef:14] [14: Ruchika, (2020) ‘COVID-19: Sun Pharma Launches FluGuard At Rs 35 Per Tablet In India’, Medical Dialogues, 5 August 2020. Available at: https://medicaldialogues.in/news/industry/pharma/covid-19-sun-pharma-launches-fluguard-at-rs-35-per-tablet-in-india-68282 (Accessed:18 March 2021)] 


3.3 The US Factor

23. Since the Trump administration, the US government has seen their need to ally with Indo-Pacific countries as a counterweight to the Chinese growing influence in Asia. Despite the Biden administration may not see the imminent need for a formal military alliance with countries in South Asia, they do find the need to use the recent territorial conflict between China and India to promote US interests through building a closer, positive and cooperative partnership relationship with India and Pakistan.[footnoteRef:15] [15: Miranda Priebe, Bryan Rooney, Nathan Beauchamp-Mustafaga, Jefferey Martini, Stephanie Pezard,(2021) Implementing Restraint, Chang in U.S. Reginal Security Policies to Operationalize a Realist Grand Strategy, RAND Corporation, pp.112 and 117, 2021. Available at: https://www.rand.org/pubs/research_reports/RRA739-1.html (Accessed: 25 March 2021)] 


24. On 12 March 2021, a virtual meeting of the leaders of the Quadrilateral Security Dialogue (“QUAD”) was held. During the meeting, the leaders discussed on a variety of issues ranging for development, cooperation in the Indo-Pacific region and in the COVID-19 vaccination programme.[footnoteRef:16] [16: Team Lastely, (2021) ‘QUAD Summit 2021: Here Is What The Quadrilateral Security Leaders, Including PM Narendra Modi, Said In The Virtual Meeting’, Yahoo! News, 13 March 2021. Available at: https://in.news.yahoo.com/quad-summit-2021-quadrilateral-security-160100297.html (Accessed: 15 March 2021)] 


25. In particular, it has been reported that the intended vaccine distribution plan is for the wealthier states to pay for vaccines made in India and have them exported abroad. This is because India has a strong export-oriented pharmaceutical industry and some local pharmaceutical manufacturers have partnered with foreign chemist innovators to manufacture vaccines.[footnoteRef:17] [17: Demetri Sevastopulo and Amy Kazmin,(2021) ‘US and Asia allies plan Covid vaccine strategy to counter China’, Financial Times, India, 3 March 2021. Available at: https://www.ft.com/content/1dc04520-c2fb-4859-9821-c405f51f8586 (Accessed 10 March 2021)] 


26. However, it has been reported in late March 2020 that India has hold back all its vaccine export due to infections surged locally.[footnoteRef:18] [18:  Melina Delkic, (2021) India Cuts Back on Vaccine Exports as Infections Surge at Home’, New York Times, Morning Briefing, 26 March 2021. Available at: https://www.nytimes.com/2021/03/25/world/asia/india-covid-vaccine-astrazeneca.html (Accessed: 26 March 2021)] 


3.4 Strategies employed by the competitors

27. The demand for generic drugs is increasing worldwide because requirement for more affordable cost and better accessibility for effective drugs to the global aging population. Therefore, generic drugs are the fastest growing market. In terms of revenue, the world’s top four generic drugs manufactures are:
No. 4 - Sun Pharmaceuticals - $4 billion
No. 3 - Sandoz - $9.9 billion
No. 2 – Mylan NV - $14 billion
No. 1 - Teva Pharmaceutical Industries Ltd – 18.9 billion[footnoteRef:19] [19: Victoria Rees, (2019) ‘Top five generic drug makers’, European Pharmaceutical Review, 12 July 2019. Available at: https://www.europeanpharmaceuticalreview.com/article/93095/top-five-generic-drug-makers/] 


3.4.1 Marketing position of Sandoz

28. Sandoz is a leader in provision of biosimilars and general antibiotics. After merged with the Novartis Group, the company is intended to transform to increase its market share in the segment of more advance, higher margin differentiated products. Therefore, it is foreseeable that Sandoz would shift its market segment from the low margin generic product into the high value added market by adopting a differentiation strategy.

3.4.2 Marketing position of Mylan NV

29. Mylan is the second largest provider for prescriptions in the US. Despite the company operates in over 165 countries and has about 35,000 employees globally, it claimed that most of the drugs they supply to the US market are manufactured locally in the US. By operation of the Defense Production Act in the US, which gives priority for acquiring all raw materials and resources to guarantee production of COVID-19 related products[footnoteRef:20], it is likely that the company may be adversely impacted due to shortage of raw materials and supplies. The company is planning to merge with a famous pharmaceutical company, Pfizer, which specializes in development of high-end medicines and vaccines in a board spectrum, such as cardiology, immunology and oncology. This may have an impact on the future strategy of Mylan.[footnoteRef:21] [20: Sydney Lupkin, (2021) ‘The Coronavirus Crisis - Defense Production Act Speeds Up Vaccine Production’, NPR, 13 March 2021. Available at:  https://www.npr.org/sections/health-shots/2021/03/13/976531488/defense-production-act-speeds-up-vaccine-production#:~:text=Organization-,Defense%20Production%20Act%20Hastens%20COVID%2D19%20Vaccine%20Production%20%3A%20Shots%20%2D,the%20country%20against%20the%20coronavirus. (Accessed: 15 March 2021) ]  [21:  Hannah Burke, (2020) ‘Who are the top 10 pharmaceutical companies in the world.?’ (2020), Proclinical, 8 November 2020. Available at: https://www.proclinical.com/blogs/2020-8/the-top-10-pharmaceutical-companies-in-the-world-2020 (Accessed: 15 Marche 2021)] 


3.4.3 Marketing position of Teva Pharmaceutical Industries Ltd

30. Teva Pharmaceutical Industries Ltd, like Mylan, despite its operation covers many different countries globally, in the US, one of its major markets, where one ninth generic prescriptions consumed by the US market are produced by the company locally in the US. Similar to Mylan, it is possible that Teva’s major operation in the US may also be adversely hit by the Defence Production Act as the company’ major production is in generic drugs rather than drugs related to the treatment of COVID-19 pandemic. 

3.4.4 Marketing position of Takeda in Japan

31. In Asia, the biggest pharmaceutical company is Takeda in Japan. Unlike those companies focused in generic drug business, Takeda’s business is driven by its R&D and specialized in four areas, including gastroenterology, neuroscience, oncology and other rare diseases. Accordingly, Takeda is also putting intensive effort in researching treatment for COVID-19. The company’s major market is located in North America and Europe. 

3.5 Social environment in Japan

32. Japan is famous for its aging population and the long life of its population. The average life expectancy for Japanese is more than 85 years old.[footnoteRef:22] The aging and long lift expectance population has a vast impact on the pharmaceutical market in Japan. Currently, Japan is one of the major pharmaceutical markets after the US and China. Currently, the Japanese pharmaceutical industry has a share of about 7% of the world market.[footnoteRef:23] [22: Worldometer, (2019) Elaboration of data by United Nations, Department of Economic and Social Affairs, Population Division. World Population Prospects: The 2019 Revision, USA. Available at: https://www.worldometers.info/world-population/japan-population/ (Accessed: 20 March 2021)]  [23: Japanese Statista Research Department, (2020) Pharmaceutical industry in Japan - statistics & facts, 28 July 28, 2020, Japan. Available at: https://www.statista.com/topics/4544/pharmaceutical-industry-in-japan/ (Accessed 20 March 2021)] 


3.6 Legal factors

33. A positive news for foreign pharmaceutical companies is that to allow more competition for price reduction, the Japanese government has introduced policies to simplify the length process for foreign products to enter into the Japanese market.[footnoteRef:24]  [24:  CPhl Pharma Insights, (2019) Japan Report 2018 – A big year for Japanese pharma, Japan. Available at: https://www.cphi.com/content/dam/Informa/cphi/en/cphi-insights/HLN18CPJ-SP-Japan%20Report.pdf (Accessed: 20 March 2020)] 


3.7 Commercial

34. In 2014 and 2015, there had been a large number of mergers and acquisitions in the pharmaceutical industry worldwide.[footnoteRef:25],[footnoteRef:26] As indicated in Figures 3 and 4,[footnoteRef:27] both the numbers of deals and amount involved in mergers and acquisitions of generic drugs related companies have been increased in 2014 to 2016. [25: Wieczner J, (2017) ‘The real reasons for the pharma merger boom’, Fortune, 28 July 2015; Available at: http://fortune.com/2015/07/28/why-pharma-mergers-are-booming/. Accessed 5 Jan 2017 (Accessed: 18 March 2021)]  [26: Philips M. (2015) ‘Monster deals, big questions’, Bloomberg Business, 23 December 2015. Available at: http://www.bloomberg.com/news/articles/2015-12-23/m-a-wave-can-signal-economic-downturn-maybe-not-this-time. (Accessed: 24 March 2021).]  [27: Figures 3 and 4 were compiled by Marc-Andre, Gagnon and Karena D. Volesky, (2017) ‘Merger mania: mergers and acquisitions the generic drug sector from 1995 to 2016’, Globalization and Health; 13(62). Available at: https://search-proquest-com.eproxy.lib.hku.hk/docview/1935020033/fulltextPDF/558B9A7CA4E94D52PQ/1?accountid=14548 (Accessed: 17 March 2021)
] 


Fig.3: Number of completed merger and acquisitions deals with generic targets from 1995 to 2016 (the number of deals include deals that did not release the announced value) (Data were gathered from Bloomberg Finance LP) 26 
[image: ]
Fig. 4: Total value of completed deals with generic targets from 1995 to 2016. Financial figures are in billions of USD not adjusted for inflation and rounded to two decimal places. (Data were gathered from Bloomberg Finance LP) 26
[image: ]

35. Danzon, et al. (2007) opined that the commercial reasons for such large amount of mergers and acquisitions included, inter alia, easily available financing due to low-interest rates, economies of scale for more efficient operation of pharmaceutical companies, obtaining control of other companies and/or their patented assets, and acquiring companies that are experiencing short term difficulties in finance and in terms of operation.[footnoteRef:28],[footnoteRef:29] [28:  Turk S, (2015). Generic Pharmaceutical Manufacturing in the US. IBIS World Industry Report, USA, Available at: https://www.ibisworld.com/united-states/market-research-reports/generic-pharmaceutical-manufacturing-industry/ (Accessed: 28 March 2021)]  [29: Danzon P, Epstein A, Nicholson S. (2007) ‘Mergers and acquisitions in the pharmaceutical and biotech industries’. Managerial and Decision Economics; 28(4/5), pp.307-328. Available at: https://www-nber-org.eproxy.lib.hku.hk/system/files/working_papers/w10536/w10536.pdf (Accessed: 15 March 2021)] 


3.8 Economics

36. The world economy has gone through a very difficult time in 2020 because of city or national lockdown due to COVID-19 pandemic. As there are several vaccines available since late last year, the market sentiment has been improved and economists have become more positive for the outlook in 2021. Firstly, the US GDP has already recovered 98.7% as compare to February 2020. Secondly, because of the lockdown, consumer spending has been substantially reduced and there are accumulated excess saving and consumer power which may result a strong rebound of the consumer market. Thirdly, despite there is already a huge deficit, the US government still decided to inject enormous amount of money to the market through the $920 billion deficit-financed relief package and intended to boost up the economy. With this large amount of money injected to the market, it is expected that the low interest rate and low inflation rate environment may continue in the near future. Fourthly, With the expectation that the coronavirus pandemic may soon became the history or new normal, because of low financial costs, investors are carefully looking for opportunities, such that they would be able to milk the increasing returns after the pandemic.[footnoteRef:30] [30: Jim Glassman, (2021) ‘Markets and Economy – 5 Economic Trend to Watch in 2021’, Chase and J.P. Morgan, 12 January 2021. Available at:  http://www.jpmorgan.com/commercial-banking/insights/5-economic-trends-to-watch-in-2021 (Accessed: 19 March 2021)] 


37. According to the Bloomberg Quarterly Review issued in January this year[footnoteRef:31], in terms of interest rate, with the poor economic environment and high unemployment rate worldwide, central banks have expressed earlier this year that they are expecting to maintain their ultra-easy monetary policy with low interest rate to ensure stimulation of the economy from coronavirus-inflicted recession last year. In particular, the US Federal Reserve has indicated that it is possible for the near zero interest rate to be maintained at least to 2023. [31: Kennedy S, Al-Rikabi R, Argitis T, Bartyzel D, Bosley C, Brandimarte W, Brockett M, Bull A, Fujioka T, Gillespie P, Heath M, Ichikura H, Jackson P, Jiao C, Kim S, Koc C, Lima M S, Laca P, Naidoo P, Randow J, Rolander N, Scott N, Seria N, Soto A, Swint B, Turner G, Ummelas O, and Vollgraaff R, (2021) ‘Ultra-Low Interest Rates Are Here to Stay: 2021 Central Bank Guide’, Bloomberg News 5 January, 2021, Available at: https://www.bloomberg.com/news/articles/2021-01-05/ultra-low-interest-rates-here-to-stay-2021-central-bank-guide (Accessed: 18 March 2021)] 


4. Michael Porter’s Five Forces Analysis

38. Michael Porter’s Five Forces include: The Threat of Existing Competitors, Threat of new Entrants, Threat of Substitutes, Bargaining power of Supplier and Bargaining power of Buyer. (Porter, 1979)[footnoteRef:32] The application of these forces in Sun’s expansion of its operation to the Japanese Pharmaceuticals market is discussed as follows: [32: Porter, M. E., (1979) ‘How competitive forces shape strategy’, Harvard Business Review. 57(2), pp.137-145. Available at: http://web.a.ebscohost.com.eproxy.lib.hku.hk/ehost/pdfviewer/pdfviewer?vid=4&sid=0c6b2436-0161-4ea5-8608-6d7702ff6765%40sdc-v-sessmgr02 (Accessed: 20 March 2021)] 


[bookmark: _GoBack]4.1 The Threat of Existing Competitors

39. As mentioned herein above in the competitors’ strategies, in summary, many top drug companies have focused their effort on research for vaccines that can cure the COVID-19 vaccines independently or by partnering with other research institutions.[footnoteRef:33] Further, many drug manufacturers worldwide, especially those located in the US, are concentrated their effort in producing COVID-19 vaccines. In particular, for those drug companies which have their production operations in the US, under the Defense Production Act, they would be adversely impacted by the legislation as priority of raw materials and resources needed for drug manufacturing would be given to COVID-19 related drug productions. It has been reported that even one of the pharma giants, Pfizer, which involved in production of vaccines for COVID-19 treatment, has issued warning letters to hospitals on 11 February 2021 and alerting them for shortage of raw materials to satisfy production of the large demand on COVID-19.[footnoteRef:34] In fact, production of other generic products become a much lower priority and is therefore in shortage in the market.  [33: Soma Dutta, (2020) ‘15 Largest Drug Companies in the World’, Insider Monkey, 16 November, 2020. Available at: https://www.insidermonkey.com/blog/15-largest-drug-companies-in-the-world-889946/ (Accessed: 18 March 2021)]  [34: Sydney Lupkin, (2021) ‘The Coronavirus Crisis - Defense Production Act Speeds Up Vaccine Production’, NPR, 13 March 2021. Available at: https://www.npr.org/sections/health-shots/2021/03/13/976531488/defense-production-act-speeds-up-vaccine-production#:~:text=Organization-,Defense%20Production%20Act%20Hastens%20COVID%2D19%20Vaccine%20Production%20%3A%20Shots%20%2D,the%20country%20against%20the%20coronavirus. (Accessed: 15 March 2021)] 


40. Under such circumstances, while most of the top companies have been actively involved in research and production of COVID-19 related products, it will be an opportunity for a company with large production capacity and strong supply chain like Sun to share some of its production capacity to produce generic products, which are not focused by its competitor at this moment, to penetrate the Japanese drug market. 

4.2 The Threat of New Entrants

41. According to Porter (Porter 1979)[footnoteRef:35], the six important barriers to enter the market include the followings:  [35:  Porter, M. E., (1979) ‘How competitive forces shape strategy’, Harvard Business Review. 57(2), pp.137-145. Available at: http://web.a.ebscohost.com.eproxy.lib.hku.hk/ehost/pdfviewer/pdfviewer?vid=4&sid=0c6b2436-0161-4ea5-8608-6d7702ff6765%40sdc-v-sessmgr02 (Accessed: 20 March 2021)] 

“(1) Economic of Scale; 
(2) Product Differentiation; 
(3) Capital Requirements; 
(4) Cost Disadvantages; 
(5) Access to Distribution Channels; and 
(6) Government Policy.” 

42. As mentioned before, the pharmaceutical industry is a capital intensive industry which requires large amount of capital and resources to do research and development of new products and setting up production facilities. In terms of production capacity, Sun does enjoy the economics of scale and cost advantage with its worldwide production facilities, including the Indian production facilities which require relatively very economical production cost. Accordingly, these barriers are high for any new entrants to the market.

43. However, as the Japanese government is going through a deregulation process so to allow import of cheaper foreign generic products, the market barriers for government policy, product differentiation, and access to distribution channel are lowered. New entrants may be introduced and competition may be increased. 

44. Further, because of city lockdown caused by the COVID-19 pandemic, people are getting more used to work from home and shop from home. Accordingly, the global economy, business models and buyer behavior are undergoing a fundamental structural change driven by internet and technological innovation. “Internet sale” replaces some of the “traditional sale” because of a quicker and cheaper means of distribution and the market barriers for “access to distribution channels” are lowered and more new entrants from all over the world may enter the Japanese drug market and create more competition. 

45. Fortunately, because the market size and overall demand of generic drug in Japan is increasing due to its aging problem and favourable government policy to accept more usage of the cheaper generic products, it is expected that with Sun’s low production cost and reliable supply chain advantage, any new entrants may be difficult to compete with Sun in the Japanese market.

4.3 Threat of Substitutes

46. By nature of any generic drug product, there is not much product differentiation. The most important issue for consumers to consider for any substitutes products is the switching costs between substitute products. As discussed in the above, with Sun’s low production cost and reliable supply chain in the production process, it may be difficult for consumers to look for substitutes if they have used to Sun’s product, unless the consumer is addicted to certain product which is affordable to them.

47. Again, because of the internet, it will be easier for production of similar products by other competitors and the Threat of Substitutes would be increased.[footnoteRef:36] [36: Fabian Dalken, (2014), ‘Are Porter's Five Competitive Forces still Applicable? A Critical Examination concerning the Relevance for Today's Business’, 3rd IBA Bachelor Thesis Conference, University of Twente, Faculty of Management and Governance, 3rd July 2014] 


4.4 Bargaining Power of Suppliers

48. In the past decades, because of globalization and for high competition and low production cost, supply chain of over 70% of US generic drugs are outsourced to India or China. Currently, over 80% of the world’s production capacity of API is also located in India and China.[footnoteRef:37] As the bargaining power of suppliers is related to the size and quantity of the suppliers, and replaceable customers available in the market, under such circumstances, as one of the largest producers and customers of API in India, where there are also many economical suppliers for raw materials for production of generic drugs, it is likely that Sun does enjoy a good bargaining power against its suppliers.  [37: ‘美全國集中製疫苗重要藥物含短缺藥廠靠中印代產供應鏈回流成挑戰’, Ming Pao Daily News, 21, March 2021, p. A12. Available at: https://news.mingpao.com/pns/%E5%9C%8B%E9%9A%9B/article/20210321/s00014/1616265159165/%E7%BE%8E%E5%85%A8%E5%9C%8B%E9%9B%86%E4%B8%AD%E8%A3%BD%E7%96%AB%E8%8B%97-%E9%87%8D%E8%A6%81%E8%97%A5%E7%89%A9%E9%99%B7%E7%9F%AD%E7%BC%BA-%E8%BC%9D%E7%91%9E%E5%87%BD%E9%86%AB%E9%99%A2%E8%AD%A6%E5%91%8A-%E6%B6%89%E6%8A%97%E7%94%9F%E7%B4%A0%E9%A1%9E%E5%9B%BA%E9%86%87 (Accessed: 21 March 2021)] 


49. Further, there is a maxim that “beyond a certain point, the more that you outsource, the less likely it will be that you have a competitive advantage”.[footnoteRef:38] This is because everyone would be in a similar position if they are all relying on outsourcing in their business operations. In this respect, the vertical integrated business structure of Sun’s production line would give it a good bargaining power against its suppliers. [38: George Stonehouse, (2007) ‘Competitive Advantage Revisited Michael Porter on Strategy and Competitiveness’, Journal of Management Inquiry, 16(3), pp 256-273. Available at: http://web.b.ebscohost.com.eproxy.lib.hku.hk/ehost/pdfviewer/pdfviewer?vid=40&sid=90cf98f2-1e38-4889-aad9-a89a529aae47%40pdc-v-sessmgr02 (Accessed: 15 March 2021)host/pdfviewer/pdfviewer?vid=40&sid=90cf98f2-1e38-4889-aad9-a89a529aae47%40pdc-v-sessmgr02] 


4.5 Bargaining Power of Buyers

50. Trading through internet is a double edges sword for bargaining powers of both the suppliers and the buyers because both of them are now better informed about the other side’s strategy and about their product quality. Both suppliers and buyers are now have more access, options and channel for trading with their counterparts. The increase in parties’ production information and in the transparency of marketing information and overall business process will inevitably cause higher competitions to all market players.[footnoteRef:39]  [39:  Fabian Dalken, (2014), ‘Are Porter's Five Competitive Forces still Applicable? A Critical Examination concerning the Relevance for Today's Business’, 3rd IBA Bachelor Thesis Conference, University of Twente, Faculty of Management and Governance, 3rd July 2014.] 


51. The competition for generic products would be even higher because there is no differentiation of the products. Accordingly, lower price backed by Sun’s lower production cost would give large competitive advantages for Sun to penetrate the Japanese market, especially when the Japanese government is cautious about the healthcare expenses for its population.

5.	SWOT analysis

5.1 Sun’s Strengths

52. The strengths of the company as assessed by Sun include, inter alias, the followings:
1. The company’s strong presence in the global market:
· 4th largest global specialty generics company;
· 9th largest generics company in the US;
· 2nd largest by prescriptions in the US dermatology segment;
· Largest pharma company in India by market share;
· More than 40 production facilities in the world;
· Market coverage in more than 100 countries; 
· Amongst the largest Indian pharmaceutical companies in emerging markets,

2. Well developed R&D abilities for developing complex generic and specialty products;

3. Well financial statues to allow any inorganic growth of the company without the need for significant debt financing; and 

4. Strong capacity to supply affordable products with quality globally.[footnoteRef:40] [40:  Sun Pharmaceutical Industries Ltd. (2013 - 2020) Annual Reports 2013 -2020, p.32.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


53. However, despite Sun has assessed itself as having strong R&D skill sets, as compare to the other innovative pharmaceutical companies in the world, the amount of expenditures on research and development is only at a modest level. Nevertheless, the amount spends on R&D may be reasonable and be able to keep the company’s leading position if one consider the main thrust of the company’s operation is focus on generic drugs. 

54. As an Indian company, Sun enjoys a unique position as an important supplier of pharmaceuticals in the world because of Indian’s trained expertise, lower production costs and the ability to comply with regulatory requirements in various countries. With all these strengths, it is expected that Sun will remain in a strong position in the world generics market.

55. On the other hand, despite Sun has also claimed in their Annual Report that the company is the “Largest Indian pharmaceutical company in Japan”, however, from the financial statements of Sun Pharma Japan Ltd, as of March 31, 2020, the total equity and revenue of the company is only about USD22 Million (JPY2,425 Million) and about USD 23 Million (JPY2,576 Million) respectively. Nevertheless, in 2016, Sun had entered into the Japanese prescription market by acquiring 14 recognized brands of prescription drugs from Novartis. Further, with effect from 1 January 2020, Sun has also completed its 100% acquisition of a company Pola Pharma Inc, which will give the company a solid bridgehead to the Japanese dermatology market.

5.1.1 Other strengths – Sun’s Japanese Shareholder

56. One of the unique strength of Sun Pharma is its Japanese shareholder, Daiichi Sanko (“Daiichi”). In 2015, Daiichi sold Ranbaxy to Sun by share swap arrangement and become a 9% shareholder of Sun.[footnoteRef:41] In terms of market capitalization in 2020, Daiichi is the second biggest pharmaceutical company in Japan.[footnoteRef:42] [41: Mitsuru Obe, (2020) ‘Daiichi Sankyo: Drugmaker roars back to health with Cancer success’, Nikki Asia, 18 December 2020. Available at: https://asia.nikkei.com/Business/Business-Spotlight/Daiichi-Sankyo-Drugmaker-roars-back-to-health-with-cancer-success (Accessed: 20 March 2021)]  [42: Mitsuru Obe, (2020) ‘Daiichi Sankyo: Drugmaker roars back to health with Cancer success’, Nikki Asia, 18 December 2020. Available at: https://asia.nikkei.com/Business/Business-Spotlight/Daiichi-Sankyo-Drugmaker-roars-back-to-health-with-cancer-success (Accessed: 20 March 2021)] 

Fig 5: Market Caps of Major Japanese Pharmas[footnoteRef:43] [43:  Source: Mitsuru Obe, (2020) ‘Daiichi Sankyo: Drugmaker roars back to health with Cancer success’, Nikki Asia, 18 December 2020. Available at: https://asia.nikkei.com/Business/Business-Spotlight/Daiichi-Sankyo-Drugmaker-roars-back-to-health-with-cancer-success (Accessed: 20 March 2021)] 
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57. In the past five years, Daiichi has to focus on research in cancer treatment which has been dominated by innovative companies like Merck, Roche and AstraZeneca. Yet, as shown in Fig, 6, as compare to theses innovative companies, Daiichi’s expenditures for research and development is still far less than these companies.

Fig. 6: Revenue and R&D spending by Major Pharmas42
[image: ]

58. In terms of sales, in 2020, Daiichi has been number one in Japan’s domestic market, particularly in generics and over-the counter medicines. However, Daiichi is relatively weak in foreign sales, only 39% of sales coming from export sales, as compare to its Japanese competitor Takeda (73%).[footnoteRef:44] [44: Mitsuru Obe, (2020) ‘Daiichi Sankyo: Drugmaker roars back to health with Cancer success’, Nikki Asia, 18 December 2020. Available at: https://asia.nikkei.com/Business/Business-Spotlight/Daiichi-Sankyo-Drugmaker-roars-back-to-health-with-cancer-success (Accessed: 20 March 2021)] 


59. It is suggested that the shareholding relationship with Daiichi and its strong domestic market presence for generic drugs can strengthen Sun’s expansion to the Japanese market. On the one hand, Sun’s low production cost and supply for generic drugs may increase the profit margin for Daiichi’s domestic sale of Sun’s generic products in Japan, and on the other hand, Daiichi may be able to increase its foreign sales of innovative Japanese products by utilising Sun’s exiting global market network, despite it already has a weak presence in the US.[footnoteRef:45] Accordingly, there would be a synergy for the two companies to go for some kind of joint venture or co-operation arrangement under such complimentary situation.  [45: Beth Snyder Bulik, (2020) ‘Daiichi Sankyo takes oncology shift into next phase with new global business unit’, Fierce Pharma, 23 November 2020. Available at:  https://www.fiercepharma.com/marketing/daiichi-sankyo-takes-next-steps-shift-to-oncology-new-global-business-unit (Accessed: 21 March 2021)] 


5.2 Threats and Weakness

60. The threats and weakness identified by Sun include the followings:

1. Pharmaceutical expenditures has been negatively impacted by the worldwide  COVID-19 pandemic which caused a very serious recession in economic activities;
2. Higher price competition in the US generic market caused by customer consolidation and shortened generic drug approvals process by the FDA;
3. Foreign exchange fluctuations, especially for operations in emerging markets, may decrease the company’s overall growth despite there may be growth in certain market when accounted in local currency;
4. Worldwide healthcare budget control by various governments may cause government to impose price rationalization for pharmaceutical products; and
5. Intensive initial capital investment in developing specialty products for company’s future benefits may have a negative impact on the short-term profitability.[footnoteRef:46]  [46:  Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Reports 2019 -2020, p.32.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


5.2.1 Other weaknesses

61. In addition, with the current Good Manufacturing Practice (“cGMP”) regulations enforced by the FDA in the US, the compliance costs for selling drugs in the US market has been increased tremendously. 

62. After the Ranbaxy acquisition 2015, because of defective production, FDA has continued the ban on drugs produced by four of Ranbaxy’s Indian manufacturing plants which productions were targeted for the US market. In 2016, one of Sun’s own major production plants in Halol, which production was also targeted for the US market, was facing the FDA scrutinization.[footnoteRef:47] After FDA’s inspection in late 2019, there would not be any more approvals given to this plant for the US market till rectification of defects is satisfied by the FDA.[footnoteRef:48] [47:  Joe C. Mathew, (2016) ‘Fixing the Ranbaxy Problem’, Business Today, 23 October 2016. Available at: https://www.businesstoday.in/magazine/cover-story/sun-pharma-fixing-the-ranbaxy-problem/story/238043.html (Accessed: 17 March 2021)]  [48:  Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Reports 2019 -2020, p.162.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)] 


5.3 Opportunities

63. In accordance to Sun, the opportunities identified by the company include the followings:

1. Worldwide trends in reducing healthcare costs will give opportunities for companies like Sun which has strong capacity to provide affordable pharmaceutical products with good quality;
2. Positive macroeconomic parameters for emerging markets, including India, would provide assurance for reasonable growth for pharmaceutical products in the future;
3. Many specialty products commercialized in developed market by Sun in the past will satisfy the medium to long-term demand growth in these markets and Sun is expected to obtain positive results accordingly; and
4. As generic drugs are getting more acceptable in the Japanese and Chinese markets, it would be beneficial to Indian companies, including Sun, in the long run.[footnoteRef:49] [49:  Sun Pharmaceutical Industries Ltd. (2019 - 2020) Annual Reports 2019 -2020, p.32.  Available at: https://sunpharma.com/investors/annualreports (Accessed: 20 March 2021)
] 


5.3.1  Japanese Government deregulation policies

64. To reduce the healthcare budget expenditure caused by the increasing aging population, in 2009, the Japanese government has released the drug selling requirement and no pharmacists is required to be presence for selling drugs over-the-counter. Recently, Japanese government has also release some of its complicated regulatory processes which have discouraged launching of new innovative products in the pharmaceutical market. Because the government’s promotion, market share for generic products has been increased by more than 100% in the past ten years and it is expected that the growth will be continued. A good news to international companies selling generic and biosimilar products to Japan is that the Japanese public has gradually accepted more generic and biosimilar products due to their past consumption.[footnoteRef:50]  [50:  CPhl Pharma Insights, (2019) Japan Report 2018 – A big year for Japanese pharma, Japan. Available at: https://www.cphi.com/content/dam/Informa/cphi/en/cphi-insights/HLN18CPJ-SP-Japan%20Report.pdf (Accessed: 20 March 2020)] 


5.3.2 Other opportunities

65. Domestically, the Japanese pharmaceutical market is a relatively fragmented market as it is constituted by more than 100 pharmaceutical companies. It would be an opportunity for any foreign company to enter the Japanese market by acquiring operation of any small local companies. According to a local survey in Japan in 2018, even for the historically insular domestic pharmaceutical companies, 24% of them agreed that the aging population and increasing market share of generic drugs would provide an opportunity for Indian manufacturers. Further, more than 75% of them agreed that they expected to work with partners from international countries in the near future. Likewise, about half of the international companies responded to the same survey indicated that they are also willing to partner with a local distributor in Japan. On the other hand, about half the Japanese pharmaceutical companies are looking for international partners for development of innovative products jointly. Meanwhile, domestic Japanese pharmaceutical companies are also looking for exporting their innovative products such that they can strengthen the local manufacturing capabilities.[footnoteRef:51] [51: CPhl Pharma Insights, (2019) Japan Report 2018 – A big year for Japanese pharma, pp.3, 5, 8, 9, Japan. Available at: https://www.cphi.com/content/dam/Informa/cphi/en/cphi-insights/HLN18CPJ-SP-Japan%20Report.pdf (Accessed: 20 March 2020)] 


6 Strategies generation

66. From the SWOT analysis, it is clear that Sun should utilize its internal strength, such as vertical integrated corporate structure and reliable, strong and economical production capacity in India, to produce generic products at a very competitive price and export to the Japanese market. In other words, it is suggested that Sun should adopt a “costing strategy” to expand its operation to the Japanese drug market. 

67. On the other hand, it is also clear that Sun should not adopt the “differentiation strategy” as its R&D capability is not as strong as the local Japanese companies when comparing the R&D budget invested for research and development of innovative specialty drugs.

68. In terms of external environment, it is an opportunity for Sun to penetrate the Japanese generic market when the Japanese government is cautions about its healthcare expenditures and promoting the use of generic drugs due to the aging population and high costs for branded drugs. 

69. The timing of Sun’s expansion to the Japanese market by now is also   appropriate as the US has promoted the QUAD alliance between Japan and India. Further, because of COVID-19, many major drug manufacturers are concentrating their efforts and resources to produce COVID-19 related products. It would give Sun an opportunity to spare some of its strong production capacity to produce generic drugs to satisfy the demand in the Japanese market.

6.1 Strategy options

70. In terms of implementation of the costing strategy to expanding Sun’s operation by selling generic drugs to the Japanese market, it is suggested that Sun may take one of options mentioned herein below.

71. Firstly, with Sun’s acquisition of 14 recognized brands of prescription drugs from Novartis in 2016 and the 100% acquisition of the Japanese company Pola Pharma Inc in 2020, Sun has already set up the bridgehead and laid a good foundation for entering into the Japanese market. Accordingly, Sun may be able to expand its exiting operation by enforcing its existing marketing channels through its subsidiary, Pola Pharma and its marketing connections obtained by the selling of the Novartis drugs.

72. Secondly, Sun may consider forming some kinds of joint venture or partnership business relation with its major Japanese shareholder, Daiichi, which has the number one sales record in 2020 for generics and over-the counter medicines. As suggested in the above, the co-operation between Sun and Daiichi would create a win-win situation for both companies since there would be a synergy for the two companies to go for some kinds of partnership arrangement under such complimentary situation. While on the one hand, Sun’s low production cost and supply for generic drugs may increase the profit margin for Daiichi’s domestic sale of Sun’s generic products in Japan, and on the other hand, Daiichi may be able to increase its foreign sales of the innovative Japanese products by utilising Sun’s exiting global market network.

73. Thirdly, the Japanese pharmaceutical market is a relatively fragmented market and it would be an opportunity for Sun to enter the Japanese market by acquiring operation of one of the small local companies and utilize its existing distributing channels to sell Sun’s generic products in the Japanese market. Meanwhile, Sun may also assist the domestic Japanese pharmaceutical company to exporting their innovative products to the global market.

7. Selection of strategy

74. It is suggested that both the first and third strategies will involve a foreign company like Sun to set up a wholly owned local operation in the Japanese domestic market. Inevitably, the direct presence of the wholly owned foreign operation would encounter many obstacles, such as managing a team of employee with different culture and under a very stringent local employment law which is not familiar by Sun. For instance, Japanese companies usually have large sales team; any reduction in employees is rare because of local customs and negative press imposed by the public. Accordingly, there is a risk for these two strategies that in order to operate the wholly foreign owned Japanese company smoothly, it may take a considerably longer time and much cost which are not suggested.  In fact, according to a survey conducted in Japan, only very few foreign companies planned to invest directly in production facilities (7%) or acquiring a local company (5%). Rather, foreign companies responded that they would prefer “importing direct” (42%) or licensed their technology or products to a local company (20%).[footnoteRef:52]  [52:  CPhl Pharma Insights, (2019) Japan Report 2018 – A big year for Japanese pharma, p. 8, Japan. Available at: https://www.cphi.com/content/dam/Informa/cphi/en/cphi-insights/HLN18CPJ-SP-Japan%20Report.pdf (Accessed: 20 March 2020)] 


75. On the other hand, it is suggested that Sun should consider some joint venture or partnership arrangement with its Japanese shareholder, Daiichi for the synergy as mentioned in the above. It has been reported in the same survey that more than half (53%) of the foreign companies preferred a partnership arrangement with the local Japanese partner called “reverse co-promotion” which is very popular in the Japanese market.  

76. Under a traditional co-promotion scheme, a foreign company distributes its product into the market directly, but the target accounts are solicited by a combined sale force including staff from both the foreign and local companies. As the foreign company has direct dealings with some of the accounts, it would be able to establish its relationship directly with the local customers. On the other hand, the local sale staff from the local company covers many other accounts such that the foreign company is not required to hire many local staff. However, all accounts belonged to the foreign company because the foreign company will compensate the local company for all its sales which booked into the foreign company’s books. Under such arrangement, the foreign company may obtain higher contribution margins and direct dealing with the customers. However, despite the local company may get its compensation for the sales for the foreign company, but it would not be able to book large local sales revenue in its own account. 

77. By a “reverse co-promotion”, the foreign company would supply its products to the local company at an agreed price, or the “transfer price”. Unlike the traditional co-promotion arrangement, all the sales account belongs to the local company despite sale staff from both companies is involved in the sales. In other words, the local company is the sole distributor of the foreign company’s product. By such arrangement, the local company would be able to book all the local sales in its own account, while the foreign company would be able to obtain a high margin by setting up an attractive “transfer price” and to build its customer relationships through direct dealings with the local customers, but without engagement of large number of local staff.[footnoteRef:53] [53: Ludwig Kanzler ,Tasuku Kuwabara, Keith Lostaglio, (2011) ‘The moment is now , Successful pharmaceutical alliances in Japan’ McKinsey & Company, September 2011. Available at: https://www.mckinsey.com/~/media/mckinsey/dotcom/client_service/pharma%20and%20medical%20products/pmp%20new/pdfs/783126_the_moment_is_now_successful_pharmaceutical_alliances_in_japan.pdf (Accessed:20 March 2021)] 


78. According to a report prepared by McKinsey & Company (Kanzler, et al. 2011), the advantages of the “reverse co-promotion” arrangement for a foreign company to operate its sales in the Japanese markets include, inter alia, the followings:

1. Align on strategic intent and joint operational control;
2. Secure the partner’s commitment and to avoid fail to fulfill funding or resource obligations; and
3. In conjunction with a reverse co-promotion, the foreign company should consider a “quid deal” which will give them rights to market one or some of their partner’s products inside or outside of Japan.[footnoteRef:54] [54:  Ludwig Kanzler ,Tasuku Kuwabara, Keith Lostaglio, (2011) ‘The moment is now , Successful pharmaceutical alliances in Japan’ McKinsey & Company, September 2011. Available at: https://www.mckinsey.com/~/media/mckinsey/dotcom/client_service/pharma%20and%20medical%20products/pmp%20new/pdfs/783126_the_moment_is_now_successful_pharmaceutical_alliances_in_japan.pdf] 


79. Further, as compare to establishing a wholly owned foreign subsidiary of a foreign company, whether by enlarging the existing subsidiary operation or by operation of the merged company after acquisition of a local company, the reverse co-promotion model will allow Sun to expand its operation in Japan in the shortest time and with the least investment in financial and management resources. Accordingly, the reverse co-promotion arrangement will provide the least risk, but also it will allow Sun to develop a long term relation with the local customers. Therefore, it is suggested that Sun should negotiate a reverse co-promotion arrangement with Daiichi for its expansion of operation into the Japanese market. 

8. Conclusion

80. Japanese market has always been considered by foreign companies as a difficult market with high entry barriers due to its unique economic, cultural and political characteristics. Also, the Japanese market has always appeared to foreign companies as a close and insular market. However, as the aging problem in Japan is getting more serious, the Japanese government is willing to release some of the stringent requirement for importing drugs to the domestic market. The demand for more economical and affordable pharmaceutical drugs and healthcare products in Japan is increasing and should not be ignored. In the premises, generic drugs are getting more popular and an obvious solution to satisfy the increasing demand in the Japanese market.

81. India has been a major manufacturer for generic drugs. As the largest pharmaceutical company in India, Sun should not ignore the opportunity to expand its operation to the Japanese market. With the strong and reliable production capacity in producing generic drugs, it is suggested that Sun should expand its operation to the Japanese market by adopting the “costing strategy” for selling generics in Japan.

82. In terms of timing and the external environment, it is the most appropriate time for Sun’s expansion to the Japan now. Firstly, after COVID-19, most of major pharmaceutical companies are concentrating their efforts and resources in producing COVID-19 related drugs. Secondly, the US is promoting the QUAD alliance among Japan and India. Thirdly, the financial cost required for expanding any business operation is low and will remain low in the next few years.

83. In terms of implementing the operation expansion to the Japanese market, it is suggested that Sun should partner with its Japanese shareholder Daiichi to form a “reverse co-promotion” arrangement for promoting low cost generic drugs produced by Sun, while innovative drugs developed by Daiichi be sold to the global market through Sun’s worldwide distribution channel. The synergy created by this partnership arrangement would provide a mutually beneficial relation between the parties. It will also provide an opportunity for Sun to develop its Japanese market in the long run by having the opportunity to have direct dealings with the local customers.

9. Limitations

84. The present study is not without limitations. Some constraints are as follows: 

· This case study is based on secondary data which is available from the internet, news, journals and articles. Accordingly, it is likely that some of the data may have been filtered by some of the authors and publishers of these secondary data; therefore, the author is only viewing the information of the company and the industry through the lens of the others who may have their own perception or even bias. Primary data collection should be conducted in future studies to triangulate the accuracy of the secondary data. 
· Another limitation is the shortage of research period. Since four to five weeks is relatively a short period of time to know the world, especially the Indian and the Japanese pharmaceutical industry, it is also difficult to know everything of an organization within such a time period, so this report does not mean to cover all the area, especially financial status, of Sun Pharmaceutical Limited.  
· Because of the limitations of various sources of information, it is inevitable that this report does not contain many important information and data of the company and the industry.

85. Finally, there are other areas including, but not limited to, cultural differences between Indian and Japanese companies / customers, negotiation strategies with Daiichi, etc, are topics that have not been thoroughly investigated by this report. These are topics suggested for studies.

(Word Count about 7,640 words excluding references and footnotes)
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