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Abstract
This paper is an abridged version of a presentation made by Dr Tempest at the “Generics, supergenerics and patent strategies” conference in London, 15th May 2006. After a steady decline, Asia is now returning to GDP levels it enjoyed in the late 19th century. India, expected to become the world’s third largest economy by 2050, offers many advantages, to businesses, investors and partners especially in the pharmaceutical industries in the developed world. India’s advantages include projected economic growth at 6-8 per cent, high scientific productivity, a population which is ageing less quickly than other major economies, an attractive environment for R&D investment; a large reservoir of scientifically qualified manpower, a preferred destination for foreign direct investment and an information driven society. There is great potential for improvement, particularly in infrastructure.
The Indian pharmaceutical market, now with intellectual property rights, offers three principal competitive advantages; a very aggressive home market, the relatively low cost of manufacture and most importantly the relatively low cost of innovation. India is well positioned in what looks to be a buoyant future for generics worldwide. While there are potential downsides to consider, India is becoming more pronounced as a global strategic asset for developed world businesses. Foreign companies should be looking to India as a platform for building their European and US markets.
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Introduction
Remarkably, in 1870 (Table 1) Asia commanded about 38% of the world’s Gross Domestic Product (GDP) and China had 17% and India 12 %. After a steady decline during the 20th century, we are seeing a rapid return to those extraordinary levels.  By 2001 Asia represented 37% of the world’s GDP with China at 12% and India at 5%. 

These trends have also been reflected in the recent performance of Asian Stock Markets where in 2005 the Indian market grew by 84%, Pakistan 75% and China 34%.2 
This paper will focus on India and analyse the many advantages, as a global strategic asset that it offers to businesses, investors and partners especially in the pharmaceutical industries in the developed world. As Forbes, the prestigious US business journal, commented recently: “2006 belongs to some of the emerging markets and no country more than India.” 

The economic growth advantage
Goldman Sachs has projected that by 2050 India will be the third largest economy in the world after China and the USA.3 and the long term outlook is discernible in the short term numbers. The growth in the world’s GDP is likely to be marginally less in 2006 than in 2005. The Euro zone will perform better than the US, where expansion will be slower, and Japan will sustain its current growth rates. China’s spectacular growth rate of 10% in 2005 is expected to fall to about 9% while forecasters see growth in India continuing at between 6% and 8%, 

India has the largest foreign affairs caucus in the US Congress (180 representatives) and the recent visit of President Bush to India and President Clinton’s continuing interest in the country symbolise the prominence India is achieving on the world stage. 

The productivity advantage
Taking chemists as an example, it has been suggested that, taking into account a significantly better education, longer working hours and lower salary costs, an Indian chemist working in the pharmaceutical industry is 30 times more productive than their equivalent in the United States.4
The ageing advantage
China will get older before it gets wealthier. There are already signs of a shortage of workers in China where labour costs are also increasing. For example, South Guangdong province is short of approximately 2 million workers .5 In contrast it is forecast that in 20 years only 8% of the Indian population will be over 65.  With the number of European retirees growing faster than the number of workers, the expansion of the “grey segment” in Japan and a projected one third increase in American people over 50 to 118m by 2020.6 India is likely to be the principal source of the extra needed global workforce in the future. 
The billionaire’s advantage
According to Forbes magazine there are 793 billionaires in the world.7 The USA has half of them, but 23 are in India compared with only 8 in China. The net worth of the 40 richest Indians is $106 billion compared with only $26 billion for the 40 richest Chinese. Billionaire shareholders are unlikely to be too concerned about quarter on quarter profits; they are interested more in the long term strategy and long term valuations of their company- which can have a stabilising effect.

The R&D investment advantage
In a 2005 Survey8 the United Nations Conference on Trade and Development (UNCTAD) asked global companies where they would locate research and development (R&D) facilities if they were making a decision today. The most attractive location was China, with the USA second and India third. When asked why they would rank India so highly, respondents cited the huge number of scientists and engineers, the fact that there are already global players in India with international alliances, e.g. Ranbaxy/GSK, the English speaking environment, and the recent introduction of the World Trade Organisation (WTO) Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPs) compliance in the country. 
The first patent under the new regime was granted to Roche for Pegasys (peginterferonalfa-2a) 9 in March 2006, giving a certain element of comfort to other companies who are considering investing in R&D in India. The final reason for finding India as an attractive investment location cited in UNCTAD survey was the quality of institutions such as is the Indian Institute of Management and the Indian Institute of Technology which are held in extremely high regard by other leading business schools across the world. They are seen to be world class in terms of bringing forward quality scientific personnel for future development.
The knowledge advantage
India has the fourth largest reservoir of scientific manpower and the second largest reservoir of English speaking scientists10 and it has been estimated that 15% of the research scientists in the big pharmaceutical companies in USA are of Indian origin. India annually produces 3 million graduates, 115,000 MSc’s in Chemistry and 345,000 IT engineers therefore India is a knowledge superpower in the making, indeed the President of India, Dr. A.P.J. Abdul Kalam, is a notable scientist and engineer who is very keen on building India’s research infrastructure.
In contrast, European science teaching is under stress. According to a 2004 report by the Royal Society of Chemistry,11 41% of laboratories in UK state schools are basic or uninspiring and 25% are unsafe/unsatisfactory while seven British universities have closed their chemistry departments in recent years. Bill Gates of Microsoft, speaking at the World Economic Forum at Davos recently said that “the USA and Europe will not dominate science, maths and IT industries in the future.”
The diaspora
The Indian diaspora network is huge and comprises an estimated 25 million people across 120 countries, 2 million of whom are in the USA which means knowledge can be shared extremely quickly, efficiently and to large numbers of people. 
The information advantage
While the oldest television (TV) channel in India is only 13 years old, there is probably no other country in the world with 34 TV news channels. This is symptomatic of the huge expansion in information exchange. There are also 5,000 different newspapers available to buy in India, 12 of which regularly sell a million copies every day. It is estimated that 200 million people read newspapers daily and between 2003 and 2005 there were approximately 21 million new daily readers, an increase of 14%.12
If you go to the villages of rural India you will see old men sitting down reading ‘The Times of India’, and then passing it onto the next man who reads it and passes it on again and again. Why? Because Indians are so hungry for information. In addition, where once there were kiosks where suggest that India has nearly 51 million internet users (4th globally behind only USA, China and Japan), but this represents only 4.5% of the Indian population, therefore there is still a huge opportunity for expansion.
The potential for improvement
The general consensus is that India could do even better. In terms of manufacturing growth China has actually achieved more historically than India, and Government policy could be improved to facilitate further growth. Recent sessions of the Indian Parliament have lost up to 26% of working hours because of interruptions and disruptions, a figure which has increased dramatically over recent years.14 

Privatisation that has taken place in the last 10 years has led to the remarkable Indian growth that we have seen. The public sector is still under a lot of stress and more movement from the public to the private sector would create much more expansion. Improvements in all of these areas would help to expand the prosperous middle class of 300 million people which is about the same size as the entire American population. 
Medical tourism
India is already offering high quality healthcare at international standards for patients from the developed and developing countries. There are striking cost advantages with for example open heart surgery costing on average $4400 in India compared with $14250 in Thailand. To cater for this growing industry new hospitals are being built close to airports and with direct access through immigration. 
The foreign direct investment advantage
There has been a lot of talk about the $4-6 billion of direct foreign investment into India but this represents only 10% of the amount going into China and Singapore. 15 If this proportion were to increase by even a small amount the impact on India would be dramatic and there is every sign that things are moving in this direction. The top 15 Indian domestic pharmaceutical companies increased their investment in India fourfold between 2000 and 200516. The large overseas pharmaceutical companies also making positive moves in both their generic and branded businesses. These companies are looking to invest in their discovery, development, clinical trials and manufacturing operations in India. Ten years ago India was the last place they would have considered, today it is very much at the forefront. 

However the Indian domestic market is currently a ‘sideshow’. Foreign companies should be looking to India as a platform for building their European and US markets. As an example, a major German generic company were shown round Ranbaxy’s R&D site in Gurgaon near Delhi three years ago and they were astonished by what the saw, they said “we have to go home and revisit our strategy.” They now have a 600 strong person R&D operation in Pune, south of Bombay. This site does not serve the Indian domestic market it is purely there to carry out product development for that company’s filings in Europe, Germany and the USA. It is in these areas that significant opportunities exist for Western generics companies in India.  

The pharma advantage of the generic companies
Around 1 in 4 of all Abbreviated New Drug Applications (ANDAs) in the USA are filed by Indian companies.17 For example, while Ranbaxy ranks around 8th or 9th among the global generic companies in terms of sales, it is ranked much higher in the number of US ANDA filings. Active pharmaceutical ingredient (API) filings have historically been driven very much by China and India but in the last quarter of 2005 India on its own represented 43% of the drug master file (DMF) APIs filed in the USA.18 
There are three principal competitive advantages available to Indian generic companies. The first is a very aggressive home market and the second is the cost of manufacture. There were 105 Food and Drug Administration (FDA) approved manufacturing facilities in India in 2004 compared with just one in 1990. Although the USA has 200 approved facilities there is no other country in the world that has anything near to 100 FDA approved facilities.19
While this advantage is important and with most people in Europe and the USA believing that cost of manufacture is main advantage India can offer, in fact the principal competitive advantage is the cost of innovation, i.e. the return to be made from R&D. It is generally accepted that the cost of doing research work in India is between one fifth and one seventh of the cost of doing the same work in Europe or the USA. This advantage makes such a big difference particularly when the big pharmaceutical companies are historically struggling to maintain their levels of research productivity and output. In the ‘90s the pharmaceutical industry used to discover around 40 new molecules a year but this has dropped to around 20, but over the same period R&D spend has doubled from $30 to $60 billion a year. It is therefore not surprising that companies are looking to India for their discovery research as well as generic pharmaceuticals research.  
Increasing concerns about the cost of global healthcare means increased opportunity for the generics industry.  The collective healthcare costs of the three major car companies in the US in 2006 will be more than $12million.20 It has been estimated that the first $2000 of the cost of a new car in the USA covers the health care benefits of the people who built the car and that companies retired workforce. This level of US healthcare cost is unsustainable and many say that a similar situation is also developing in Germany therefore between them, these markets represent significant opportunities for the generic companies. 

As mentioned previously the number of older people is set to rise dramatically and with them comes the need for a wider range of high quality and lower cost healthcare and this is going to underwrite the growth of generics which will make its way back to India. Coupled with this are the continuing revenues flowing from patent expiries of $15-16 billion over the next few years. These could re-ignite the generic industry around the world. 

While generic penetration varies from country to country, sales of generics are growing in all major markets. The USA generics market is projected to grow from $15 billion in 2004 to $27 billion in 2009, Western Europe from $9 billion to $14 billion and the world market is likely to reach $94 billion by 2009.21
The dynamics of politics and economics are supporting a buoyant generic industry. The Ranbaxy strategy for example bears out this trend. Ranbaxy is currently a $1.3 billion company and expects to reach $5 billion by 2012 making it a top five global player through both organic product flow and inorganic M&A activities. In parallel, since generics market growth is not consistent year on year, Ranbaxy also has a small discovery group to generate extra income when market growth is not so good.
Potential downsides to the Indian growth scenario 
The influence of avian ‘flu is a major risk. 56% of the world’s chickens are bred in Asia and if an avian ‘flu pandemic does occur as expected it will have a major impact on the whole region. Although during the SARS outbreak in 2002-03 in China, Hong Kong and Singapore there were some fatalities, there was a significant disruption to and impact upon businesses and the movement of people between countries. 
The second potential downside is ever increasing price of oil. Approaching 20% of the world’s crude oil is consumed by the BRIC markets (Brazil, Russia, India and China).22  If the oil price stays at or increases much above its current level of just over $70 a barrel there will be a substantial impact on the markets in these regions. 
The current infrastructure is also a concern, and might restrict potential growth but the Indian government does seem to be tackling these issues. 
While counterfeit products are a major problem for the global pharmaceutical industry, 192,000 people died in China from consuming counterfeits in 2001, 23 this is not such a problem for India (Table 2). For example India was not one of the top five countries of origin for counterfeit products seized in the EU in 2004, although further investment in control measures are needed in India if this position is to be maintained. 
Summary

Asian economic strength is returning to levels of 130 years ago and with it India can demonstrate many advantages. While there are undoubtedly some downsides to investing in India there is a strong feeling in government and industry in India that the turning point has been reached and that an inflexion point has been passed. The generic pharmaceutical industry is well positioned in this scenario, and India is becoming more pronounced as a global strategic asset for developed world businesses. 
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	1870
	1913
	1950
	1973
	2001

	China
	17 %
	9 %
	5 %
	5 %
	12 %

	India
	12 %
	8 %
	4 %
	3 %
	5 %

	Japan
	2 %
	3 %
	3 %
	8 %
	7 %

	Rest of Asia
	7 %
	5 %
	7 %
	9 %
	13 %

	
	
	
	
	
	

	Total Asia
	38 %
	25 %
	19 %
	25 %
	37 %


Table 1: Asia’s share of the World GDP (at PPP in %). In 1820 Asia had 59% of global GDP with India 16% and China 33%1.
	Rank
	Origin of fake products (all products including pharmaceuticals) seized in EU in 200424
	Countries where fake pharmaceutical products were seized in 200525

	1
	China
	Russia

	2
	Thailand
	China

	3
	Hong Kong
	South Korea

	4
	Turkey
	Peru

	5
	USA
	Columbia


Table 2: Origin and place of seizure of counterfeit pharmaceuticals
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