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Multinational Pharmaceutical Companies Perform Well In Latin America In Q411 (4th quarter, 2011)

BMI Americas Pharma and Healthcare Insights, April 1 2012

Foreign drug companies will increasingly capitalise on Latin America's pharmaceutical market growth by increasing their direct presence in the market and introducing innovative products. However, multinationals have also faced local generic drug competition, drug pricing pressure, foreign exchange risks and a lack of knowledge about local purchase patterns and government policies. We expect multinationals to expand in the region via acquisitions and closer collaborations with local companies and governments.

The majority of the large multinational drug companies reported positive growth in Latin America for Q411. In their financial results for the period, nine out of 17 companies reported a good performance and four experienced a decrease in sales in the region. The lack of information on sales in Latin America from four other companies suggests to us they are not experiencing positive or negative commercial performance, or they do not have a significant presence in the region.

Latin America has been one of the most attractive emerging pharmaceutical markets for multinational drugmakers due to its rapid population growth, strong consumer demand, increasing urbanisation and improving drug regulatory environment. BMI notes that the market reached a value of US$65.7bn in 2011 and it will double in size before 2020.

Multinationals Reporting Good Performance In Latin America For Q41:
1. Sanofi: Significant Presence In The Region Combined With Niche Products

In Q411, Sanofi's net sales in Latin America outperformed other emerging markets and reached EUR828mn (US$1,103mn). The region's 27.2% growth rate was the highest compared with the rest of the world. Brazil sales were EUR398mn (US$531mn), up by 14.7% year-on-year (excluding Genzyme). 
As a global market leader in vaccines, Sanofi reported strong sales of these products in Mexico and Brazil. The acquisition of Medley enables Sanofi to distribute its medicines from Brazil to other Latin American markets. In February 2012, Medley Mexico announced a plan to introduce 32 branded generic drugs to capitalise on Mexico's generic drug market growth.
2. Roche: Innovative, High-Cost Drugs Can Also Be Successful In Regional Markets Due To Strong Consumer Demand

Roche has accelerated its sales growth in emerging markets and in some cases faster than the overall market growth rate: China (+34%), Venezuela (+76%) and Brazil (+12%). In Latin America, Roche reported a 15% increase in sales during Q411. Many of Roche's anti-cancer drugs experienced double-digit growth in Brazil, including Xeloda (capecitabine; sales up by 26%), Tarceva (erlotinib) and MabThera/Tituxan (rituximab). In Q411, Roche launched Zelboraf (vemurafenib) in Switzerland and Brazil, indicating the strategic importance of Brazil for the company.

3. Novartis: Significant Emerging Market Penetration, But Mature Products Losing Patent Protection Face Generic Competition

Novartis also reported strong sales growth in Latin America in Q411, though compared with Asia's 20% growth it was a bit weaker. This was especially the case in Brazil, where generic competition offset the regional sales growth. In spite of that, it achieved a positive result compared with 5-6% growth in mature markets.

4. Novo Nordisk: Quick And Relatively Successful In Targeting The Region

In 2011, Novo Nordisk's Victoza (liraglutide) sales in international operations increased by 781% in local currency terms and by 776% in Danish kroner terms, but from a very low base. In Brazil and the Middle East, Novo Nordisk performed especially well.

5. GlaxoSmithKline: Expansion In The Region

For Q411, GSK reported strong growth in emerging markets. Sales growth in Latin America was the lowest among the emerging markets but still managed to reach 11%. The low sales in Brazil were because of the timing of tender shipments.

6. Daiichi Sankyo: Strong Presence In The Region

Net Q411 sales growth in emerging markets was mainly driven by South Korea, Venezuela, Mexico and Brazil.

7. Merck & Co: Enjoys Emerging Market Presence

In 2011, Merck & Co launched Victrelis (boceprevir) in nineteen markets, including Brazil, and generated US$87mn in global sales during Q411.

Companies Planning To Pursue New Opportunities In The Region Through Acquisitions:Johnson & Johnson and Amgen.

Companies That Underperformed In The Region In Q411

1. Astra Zeneca: Revenue in Brazil was down due to generic completion for Crestor (rosuvastatin) and Seroquel IR (quetiapine).

2. Baxter: A decline in sales was attributed to a large Brazilian tender of plasma-derived factor VIII recorded in Q410. In addition, the lack of financial hedges also exposed the company to foreign exchange risks. The company estimated a total of US$300-400mn annual profit loss in 2011, primarily due to its performance in Brazil, Colombia and Mexico.

3. Eli Lilly: Patent expiration of Gemzar (gemcitabine) and Zyprexa (olanzapine) in Brazil and Mexico reduced the overall revenue growth but not the volume growth.

4. Pfizer: Volume sales growth was offset by foreign exchange losses, increasing pricing pressure and changes to institutional purchase patterns in Brazil, Mexico, Venezuela and other Latin American countries.

Companies That Did Not Mention Latin American Performance In Q411 Financial Results: 
Abbott, Astellas, Bristol-Myers Squibb and Taked.
Lessons from a prince on mergers and acquisitions
In a field fraught with dangers, the golden rule applies: caveat emptor
By Maurice Hoo, China Daily European Weekly, 2-8 December 2011
Before the Manchurians moved into Beijing and established the Qing Dynasty in 1644, the Manchu prince Dorgon spent several decades in what is now Shenyang to study the Han-controlled Ming empire - its history, government, language, values, systems, and even court customs and personalities - to prepare, one day, to rule the Han majority. With this thorough homework, the Manchurians became the most successful ethnic rulers in Chinese history; the Qing Dynasty lasted for more than 260 years, while the Mongolian-controlled Yuan Dynasty (1271-1368) lasted only 97 years.

In late 2008 and early 2009 various companies in developed economies that were hard hit by the global financial crisis, such as the US and Western Europe, that were looking for capital to expand or just survive, asked me if my Chinese corporate or financial investor clients would be interested in their companies as acquisition or investment targets. I told them the story of Prince Dorgon.

According to statistics issued by the Ministry of Commerce last year, the Chinese mainland made $68.8 billion of outbound direct investment, becoming the world's fifth largest outbound investor after the US, Germany, France and Hong Kong. Given the fact that a large portion of the outbound investments accredited to Hong Kong actually flowed from the mainland, the Chinese mainland's real ranking could be even higher. Ministry of Commerce statistics also showed that China's volume of overseas mergers and acquisitions grew 54.7 percent to $29.7 billion over the year, accounting for 43.2 percent of China's total overseas direct investment.

Mergers and acquisitions have become an important form of China's overseas direct investment. While the motives of investors and acquirers can be as many and varied as the number of outfits involved, the following are among the main reasons for Chinese companies' cross-border mergers and acquisitions:

Natural resources: Whether to continue to fuel manufacturing for export or internal consumption, or to keep the massive urbanization project on track, Chinese companies in the energy (including oil, coal, and natural gas) and raw materials (such as various metals) sectors (government controlled or not) are constantly looking for stable and reasonably priced supplies, whether through long-term contracts, joint ventures or acquisitions.

Technology: The Chinese government has made great efforts in recent years to encourage Chinese companies to "move up the industry chain" from the low-end, low-profit-margin, labor-intensive and energy-intensive industries, to those high-margin, environmentally friendly and "knowledge-intensive" industries, and many Chinese companies are taking that encouragement on board. Chinese technology firms are looking to acquire technologies to help them upgrade products and processes, reinforce market share and reduce intellectual property lawsuits from foreign competitors. Huawei's abortive acquisitions of 3Com and intellectual properties from 3Leaf are examples of this type of acquisition. (Both ultimately failed when the US Committee on Foreign Investment blocked the deals).

Brand: Chinese companies' purposes to buy foreign brands are diverse. Some have a global view and hope to break into the international market with an established brand. For example, Geely probably would have remained unknown outside China if it had not bought Volvo. Others aim to strengthen their brands in the Chinese market by controlling a strong foreign brand. For example, in 2009 a company registered in Wenzhou, a city in Zhejiang province renowned for its light manufacturing, acquired the right to use the Pierre Cardin brand in China.

Networks outside China: Foreign companies' sales, distribution, service and support networks in their host countries have become an obvious attraction for Chinese investors only recently. However, in the past four years ICBC bought a 20 percent interest in a leading South African bank, China Merchants Bank bought Wing Lung Bank in Hong Kong, and the Chinese retail giant Suning became the biggest shareholder of LAOX, the second largest electronics retailer in Japan. By buying into the local networks, the acquirers could serve their Chinese customers or clients overseas with local presence and at the same time sell their products or services in the new markets.

Often a Chinese acquirer or investor has a combination of motives. For example, Lenovo acquired technologies, brand, local networks and production capacity at the same time by buying IBM's personal computer business.

Unfortunately, flushed with cash, more and more Chinese companies and investors these days are tempted to jump before they look when it comes to foreign acquisitions, not appreciating that they can not only lose their investments, but incur other losses and harm to themselves beyond that. As I have advised many clients, knowing your desired destination is more important than knowing how to get there. Mergers and acquisitions may or may not be the most effective, or the least expensive, or the least risky, option.

Overseas mergers and acquisitions are challenging because they involve taking over a different business from a different culture under a different legal and tax regime and different industry practice. The Chinese acquirer or investor must carefully consider not only the risk of being unable to close the deal but the risk of being unable to run the business after closing the deal.

Cross-border mergers and acquisitions are heavily regulated in many jurisdictions and are usually subject to stringent governmental scrutiny. This issue becomes more complicated when the acquirer is a Chinese State-owned enterprise. (In 2005, the US Committee on Foreign Investment blocked CNOOC's proposed acquisition of the US oil company Unocal. Then, in 2009, the collapse of Chinalco's proposed acquisition of Rio Tinto was widely believed to be attributable to political pressures despite the Australian government's denials). Beyond national security or political considerations, there can be anti-trust, capital markets (if either the acquirer or the target is a public company), financing and other challenges. Many of these potential acquirers not only incurred substantial out-of-pocket expenses and used valuable internal resources on these failed attempts, but had to deal with negative international publicity and poor internal morale in the aftermath.

Even if the acquisition successfully closes, the real challenges are only about to begin - how to successfully run (and perhaps integrate) a foreign company. As an example, in 2004 Shanghai Automotive Industry Corporate (SAIC) announced its acquisition of SsangYong, a major automobile manufacturer in South Korea. The financial crisis came soon after an unsuccessful attempt by SAIC to market the SsangYong brand in the Chinese market. SsangYong's labor union rejected any lay-off plan SAIC put forward to cope with the market downturn. After years of strikes and even personal conflicts between the Chinese management and the South Korean workers, SAIC reaped only huge losses (reportedly billions of renminbi) as SsangYong entered into reorganization in 2009.

In addition to labor issues, an acquirer can get caught in intellectual property, environment, land, tax, government reporting and other issues in foreign jurisdictions, as well as existing disputes or even lawsuits between the target and other third parties. For example, if a Chinese company acquires a company in California without ticking the appropriate boxes with the California Franchise Tax Board, the Chinese parent may be required to report the worldwide income of the entire corporate group to California - in other words, some of these risks go beyond the acquired entity or business and can "infect" the parent.

Such risks should not be dismissed or understated as "operational risks" to be dealt with after the investment or acquisition closes. They need to be studied and their solutions or management considered before it is decided to invest or to buy. SAIC's misfortune should remind every Chinese company to resist any temptation to make trophy acquisitions, or to make investments only because it is possible to do so.

Cross-border acquisitions can be a worthy undertaking for some, but the acquirer needs to focus on its objectives, be vigilant for risks, and obtain competent and loyal advice, before proceeding. We can all learn from Prince Dorgon how he prepared for his acquisition.
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