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Worries over the current global economic crisis are spilling over to investments in biopharmaceutical infrastructure, project funding, and investments. However, one regional economic engine may be dodging, at least for now, the effects of the downturn. Over the past few years, India’s biopharma sector has been expanding at an estimated rate of more than 25 percent per year
.  Annual growth rates of up to 30 percent have been forecast for the next five years.  Such forecasts, however, predated the credit-bubble bursts that have knocked India’s two best customers – America and Europe – into what could be deep and lengthy recessions.

Given that we may be perched on the edge of a global economic crisis, questions about whether India’s biopharma sector may now run out of steam are growing.  If this results, will Western biopharma suppliers see their sales to India evaporate?  In our report, Advances in Biopharmaceutical Manufacturing in India, and our just-released Top 60 Biopharmaceutical Manufacturers in India
, we’ve evaluated trends suggesting that Indian biopharma could be one of the few bright spots for Western suppliers in the current gloomy economic outlook.

Biopharma Suppliers Seeing Strong Growth 

Biopharma is a global industry, so we assess India’s growth against the global benchmarks from our 5th Annual Report and Survey of Biopharmaceutical Manufacturing
. These data, from 434 biopharma developers and 126 vendors to the industry, indicate that globally, biopharma vendors are seeing growth ranging from 13.9% in services (engineering, CRO, validation, etc) to 21.6% in equipment and instrumentation (see Fig XX).  According to these global respondents, average industry sales growth is expanding at an average rate of 16.8 percent annually. This is up from around 13.5% last year.
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About 40 percent of our respondents indicated that they already supply to India – their fourth most common destination after the USA, Europe and Canada.  India’s prominence as a buyer of biopharma supplies is unsurprising, given the red-hot growth of its biopharma sector, which currently has annual revenues in the neighborhood of $2 billion.

Demand from Indian Biopharma Should Stay Healthy

The most recent forecast predicts that Indian biopharma will expand into a $6 billion a year industry by 2012.
  But about half of Indian biopharma revenues, and most of the growth in those revenues, come from exports, a large chunk of which goes to the US and Europe.  To the extent that US and European purchases of Indian biopharma products and services are discretionary and tied to the overall economic picture, their growth is likely to slow, at least.

But an economic downturn in the West won’t necessarily stop India’s biopharma sector from growing overall.  Indeed, sales to India (as well as to China, Singapore and Korea) could be one of the few areas of continued moderate expansion for Western biopharma suppliers. 

One big reason is that about half of India’s biopharma output involves the production of vaccines.  Growth in demand for those vaccines has been running at more than 20 percent per year, at least pulling its share of overall biopharma sector growth. Thus, growth of vendor sales to India should remain strong. 
Firms including the Serum Institute, Panacea Biotec, Bharat Biotech and Shantha Biotech have made India one of the world’s largest vaccine makers, with about a billion dollars in annual sales, representing about one eighth of the world’s vaccine market in dollar terms, and a much larger proportion by volume.

Although much of the growth in Western vaccine market has come from adult vaccines, such as those against HPV and pneumococcal pneumonia, nearly all Indian vaccines are meant for inoculations of children, primarily in developing countries.  These inoculations are effectively mandatory or are administered freely by global health agencies such as UNICEF.  Moreover, the untapped part of this market lies almost entirely in countries outside the US and Europe, in other words, in Africa, Asia and Latin America. Sales of childhood vaccines are driven by population expansions and the spread of good public health practices. Traditionally they haven’t been a high growth area, but they also haven’t been tied closely to Western business cycles. 
Another big factor could work in India’s favor, not despite the Western economic downturn but because of it.  Over the past decade in the US and Europe, major biopharma companies have begun to shift their R&D, clinical trials and manufacturing operations to India and other countries where costs are relatively low but labor pools, technological infrastructures and legal systems seem adequate.  In a recession, the competition to make this shift offshore wherever possible may get more intense, at least among the firms that can afford the short-term costs of such a move.

Such a shift of resources abroad generally means that old facilities are closed and new facilities are built, which in most cases will cause a net increase in demand for new biopharma products and services – which still generally come from Western suppliers. According to Deepak H, CEO at D2L Pharma Research Solutions in India, “The globalization wave has brought in positive transformation. India is not just a cost benefit centre but also a destiny for quality products.”

Conceivably, the advent of biogenerics in the US market could have a similar impact for those suppliers able to service the Indian market, because it would shut down existing US biopharma capacity, in effect, and replace it with newly built capacity in India.  Of course, legislation to enable the regulation and approvals of biogenerics has twice failed to get through Congress, and amid a recession legislators may be especially reluctant to open the borders to foreign biopharma industries.  But healthcare reform is likely to occur in some form, and the downward pressure it is likely to exert on drug prices could end up having a capacity-offshoring effect.

The bottom line is that the global biopharma industry, in the long run, is moving to countries such as India, and economic troubles in the West could hasten the process.  Numerous Western biopharma suppliers have already opened up shop in India.  Those who haven’t already, but who have a reasonable competitive advantage and the cash to establish a firm presence overseas, should consider doing so soon.
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