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Some Thoughts on Strategy
Options for the South African
Pharmaceutical Industry

‘ Rod _Crampmn

Pharmacenncal production m aless developed countey Tike South Africa should
provwartly be determiped by demand, The demand for drogs s shaped by aowaide
rangee of Lactors, includimg. the size and role of the pubhic and privawe sectors,
and drog pohioy with regand 1o generies and essential drugs.

It s, therelore. almost impossible 1o set out a deselopment strategy Lor
pharmaceunical production when the demand pattern that is Tihely o prevanl m
anew South Adeca hias not set been envstallised and siabilised. The state necds
o set the direction ol desclopment tor health care st Hopelully, o new
soverment will deoso. Therealter. o production strategy can more casily by
identihied. Copseguent!s . what tollows s more an identification of problem

arcas and possibilities than a et ol solutions,

Research and Development

he ternaonal pharmaceutical mdustry s e saad ! but important part of the
chemmeal industes . 10 s choracternssed by agh levels of profit. Although the
volumes of matereal handled are comparatively smalll manutacture olten
v olves many . up o T4 processing stigos.

The engine deiy g the imtermanonal pharmaceutical imdustry is Rescarch
aned Development (R&D) Typicalls, the leading multmational companies
ININC s spend 137 of sales on R&D. They are mainly in pursuit of new active
marediconrs with wohech o make a new ‘blockbuster” drog which, when 2lobally
patented and nurheted. will eenerate the high profies 1o fund the next round o
R&ID.

The USAC western Burope and Japan. with only 209 ol the world™s
population. aecount torabout 7407 ol the world market Tor drugs. so the MNCs
hanve wended o focus on the most profitable ailments in these rich countries.
es people. Merch & Co.
For exannple. cmploy 6 300 researchers and 6300 sales people. excludimg

These MNCs have huge numbers of rescarchers and sa
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The engine drniving the pharmaceutical industy i1s research and developmenl.
Photo courtesy of SALB

production workers: Together, this represents more than the total South Adrican
pharmaceutical mduostry worktoree, mcludimg production sorkers,

Part of the reason lor the simall worktoree i the Tocal industey s the very
lned expenditure by phanmaceutical companies m Souath Addoica on R& D,
Fhe more active fums o pically spend only about 40 ol sales on R&D - Cleard s,
South Adrica is not ina position to compete against the major MNCs,

Onverthe Listdecade. R&DY spending by MNC<an the deseloped countries
has been increasing, partly becase of wage gains nude by rescarchers. This
alsa has to do with the fact that most ol the “easy " drugs have been disconered
and the remaiminyg health problems require more ‘difhicult and costly solutions.
Fhe MINCS are theretore lookimg for wass of conducting R& D maore cheaply .

Putting Our R&D Capacity to Use

This presents South Adrica with an opportiity . Our astorically shewed
cmphasis on providing health care tor rich whites and establishing relatinely
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vood white” universities has led 1o the development of an R&D capacity. South
Advica man . theretores be able o make annmpact on the global pharmaceutical
melustes wihich as Reger than our mcagre Tocal demand For pharmaceuticals.
Although muoch attention s rightly being devoted to correcting historical
discrimmation, this resowrce base need not be wasted. Indeed itis beginning 1o
be exploited where some existing infrastructure alreads  exists, In certain
rescarch areas, South Advican firms and amiversioes have been able o the on
contract rescarch for NMINC chients. This capacity s enhanced by the weak
eachange e and. by international standards. comparatively low wage costs
ol reseirchers, especially those with techinthon (ype training.

There are aonumber of reasons why an active state policy encouraging this
(e ol contract rescarch would be uselul, Apart from generating shitled jobs,
there can be aowide range of feedback mto the seientilic conumunity. It could
ithsobealearmmeg conduat which may, over time, connect South Africato wider
and Larger mternational des elopments. Morcover. there are also prospects that
ts fest world R&D capabihity could be used 1o help solve some of South
Adricacs third world health problems.

Anactive state poliey promotimg R& D would have to be complemented
by matching policies in the Tields ol seience and technology and education and
iddustriad policy,

Trade Imbalance

One ol the general problems facmg the South Afrcan cconomy coneerns the
halimce of payments. The pharmacceutical imdustry contributes o these prob-
lems, Ipowts are crcater than exports, In the Fae 19705 and carly TOSOs,
nports o pharmaceuticils inercased signticantly . from 10% of domestic
demand o about 307 Exports over the TORO o 1990 period declimed trom
about 109 ol production to about 6% ¢, despite the Tact that export imcentives
miathe exports more Tucratve than sades on the domestic market.

Iy be that the mport of brand name Tinishee
nmperts. Iports could be reduced by an essential deog Tistand acentral buy ing

sods s boosting

crgansation such as we have tor crude oil, The low level of exports may be
morcased by the vsual incentives, such as sweeess o duty free intermediane
mputs, solt credit and s write ofts Tor marketing expenditure. Fhe contragl
rescare e discussed above s also an export prodoct which can help o address
the trade nmbalanee

Howevers the Brger problem is Tikely 1o be the preponderance of MNCS
i Somth Afvwca, Thes account for 700 ol the pharmaceatical mdustes within
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the country and are reluctant exporters. For vears they have had o cosy tume
selling o our protected market. The De Vilhers mvestigation established tha
the prices ol ethical drugs produced by MNCs rose at a much faster rate than
those produced by Tocal Firms,

Countering the Negative Effects of the MNCs

The high devel of penetration of the local industry by Toreign MNC's allow ed
by the aparthend regime s a difficult problem which will take some undoing.
MNatiomalisanon would be one simple solution. but the political price that SA
would han e to pay in terms ol a drop i international "contidence’ may not mihe
it worth the trouble.

A diterent package ol policies could achieve a simalar result. For
example, the UKL even atter years ol right wing government. still expropriates
surplus profits made by pharmacceutical corporations. Even that cormerstonge of
ree market ideology. the USAL is considering a price freeze on drues,

The Torergn MNCs active locally are chiefly involved in the production
of more profiable brand name products. Accordingly. o drugs policy which
pives ar greater emphasis o generies will squeese their market and should
reduce imports, Secondiy. policies such as a state purchasing policy which
gives preference o finms which exported. say, over 306 ol sales. would also
foree firms 1o export.

Proper state heensing and ivestment policies will be crucial, with access
only tor those which make sigmibicant exports and which enter mto joint
ventures with local or state owned firms, The strategy should be 1o Toree MNC'S
Inter Joint ventures with an export arientation.

Lack of Training and Inflated Prices

[t is quite prohable that local production efficiency levels are well below
tternationally competitive levels. For example, whilst capital has been quick
o nvest in hi-tech computerised warchouses, they have neglected the basies
such as worker triming. The only real solotion For continuing improyements
in production elficiencies lies in the fruits of industey level collective bargain-
ing. Thisis because of the particular polinical, cultural and racial beritage which
inform current shop floor attitudes and perceptions.

Another importunt feature of the local industry is the very high cost
delivery chain, from production o wholesaling to retailing. This is despite the
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The demand for drugs is shaped by a wide range of factors. Photo: Ismail Vawda

Lact that there s a high level of verucal integration in the ownership ol the
pharmacceuncal chaimn, In other words, the major local producers are also the
major local wholesalers and also dominate the retanl pharmacy industry. Three
Hirms dominate the local industry and some 70%  of retail pharmacies are
bonded 1o these manulacturers. Vertical integration 1s usuvally o strategy
adopted by Firms to Keep tinal prices down i the face ol competition. In South
Africa. 1t seems 10 be a mechamsm for market control and excessive profits

Ohigopohies dotend w intlate prices if they are given the opportunity and
stricter measures are needed to prevent this, An active competition board with
some backbone and a judicious use ot taritts will help 1o keep prices down. A
plethora of detanled regulations contribute to this high cost chain and they will
need to be substituted with regulations and schemes which dehiver lower prices
rather than protection for some interest group or other.
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State with Resolve or Forum with Worker Participation

Al of these measures require o good deal of state intervention, Intermationally.,
the pharmacceutical industry s one of the most highly regulated industries, so
this should not draw undue attention from the detractors of post apartheid
reconstruction. Nevertheless, the morass ol existing problems will require
state with firmy resolve. capable of some rapid political Tootwork o deal with
the squabbling mterest groups. IEwill also reguire aco-ordinated strate ey which
draves 1 education policy, science and technology policy. trade policy and
tndustrial policy around that most important ingredient. aclear stne health care
pohicy.

[y order o address the pharmaceatical production issues raised here. 11
will be necessary to develop a rescarch capacity o identily far more precisels
the nature ol the problems and then o develop a detaled strategy Tor the
industey. Ideally, we will need a state committed o and able o implement a
proper strategy for health care and the pharmaceutical industry. However, the
prospects ol these requirements bemg met s, al best uncertain,

Recently, o representative ol one of the major local firms called tor the
establishment of a forum of “the real movers and shakers in the industry™ 1o
address the cost of medicines and other tssues and thereby “get their house
order”. Squabbling interest groups within the Forum will fight 1o promote their
particular interests. Nevertheless., this might have been an important initiative
I the representative i question had not excluded organised labour, the real
producers. Clearly, it is an invitation to organised Libour to do some "moving
and shaking”™ m the industry so thit they oo may be regarded as chgible o
attend,

Rod Crompiron is the General Seervetary of Cheneal
Waorkers” Industrial Union (CWIU ). He is writing in his
personal capacity
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