











Figure 1 Main distribution models used by MNCs

Model 1: National distribution

Model 2: Regional distribution

other major difficulties given the number of distribution layers that
products need to pass through before reaching the end customer.

As market conditions change, this complex wholesaler model is coming
under further pressure. Additional challenges include the capacity to deal
with expanding markets and channels; the need to extend coverage to
third and fourth tier cities calling for wider geographical operations; the
ability to respond to higher regulatory hurdles and a constantly changing
environment; how to secure accurate, timely and complete market infor-
mation; and increasing logistics costs, among others.

Simplifying the chain
Zuellig Pharma China, established in 1993 and a pioneer from its ear-
liest days as the first licensed foreign distributor in the country, is now
leading the way forward with a strategic approach that leverages its
extensive capabilities in logistics, including national and local direct
distribution, to simplify the distribution channel. The company is the
largest pharmaceutical importer in China, with full import and distri-
bution rights. It was the first foreign distributor to join the top 10 dis-
tributors and wholesalers in the country.

With more than 15 years’ experience in China, Zuellig Pharma has
developed extensive coverage across 400 cities though all channels.

Figure 2 Designing an efficient distribution network example

Through direct distribution and other relationships, the company
reaches over 30,000 hospitals, including community hospitals, and
85,000 pharmacies. Zuellig Pharma China has a national hub in
Shanghai, with local direct distribution in Beijing, Shenyang, Wuhan,
Chongqing, and extension to other provinces planned.

Services cover prescription over numerous categories and therapies
(Figure 3), OTC, import logistics, and specialty distribution, with spe-
cially built, state-of-the-art cold chain facilities and management
located in Guangzhou. National exclusive, regional cluster and local
direct distribution are available to address principals’ different needs
and product categories, with dedicated account management teams
developing customized solutions for both the wide-ranging portfolios
and volume requirements of multinationals and niche product suppli-
ers. Clinical trial and drug study logistics are also provided.

Mr. Eric Zwisler, Chief Executive Officer, Zuellig Pharma Asia
Pacific and former Chief Executive, Zuellig Pharma China, said:
“With healthcare reform set to open up new opportunities and extend
the market beyond major cities, we are seeking to delayer distribution
in China. This will enable principals to get closer to end customers,
speed the time to market and optimize distribution costs.”

Figure 3 Distributing products over numerous categories and therapies
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Development platform

A distributor plays a different role in the supply chain from a wholesaler,
acting as an extended arm of the principal in the market. A distributor’s
success is therefore tied in to a principal’s success, with interests aligned
to a principal’s sales and marketing plan and motivation to drive channel
and price control in line with the principal’s strategy.

“China is a push not a pull market,” Mr. Quoc Phong Chau,
Business Development Director, Zuellig Pharma China, said. “While
the principal creates demand, it is the distributor who actively drives
supply so that goods flow down to the end customer. As a market part-
ner, the distributor invests time in getting to know and understand a
principal’s products and positioning to assist this drive.” Advantages
include greater inventory control, shorter time to collect accounts
receivable and a diminished risk of returns.

In line with this, the Zuellig Pharma China platform takes into
account the challenges of moving into low-tier cities, rural markets
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As bospitals and their services to the general population evolve, so are Zuellig Pharma China’s

distribution models. With this evolution, many bealthcare products, particularly medical devices,

need a unique distribution model

and the community hospital channel in the new healthcare reform era,
as well as major city growth. Remote distribution centers offer logistic
services and direct access to community hospitals; and the company is
continuing to invest, improving economies of scale through mergers
and acquisitions. While seeking to maximize the percentage of prod-
ucts going directly to hospitals and pharmacies, Zuellig Pharma China
also works with a group of carefully selected wholesalers, depending
on the therapeutic class with which products will be sold and which
defined targeted customers will be reached.

Customized solutions

This flexibility allows the company to build customized distribution
solutions for principals that boost efficiency by identifying and
implementing the shortest channel route. “The platform we have
developed is highly adaptable, allowing us to serve the different needs
of principals and rapidly respond to any changes in the China health-
care business environment,” Mr. Chau said. “Our comprehensive
portfolio ranging from pharmaceutical distribution to vaccines and
clinical trial logistics means we can match the extensive portfolios of
leading multinationals and also provide the services required by
smaller, specialized suppliers.”

A regional quality management system operating across all Zuellig
Pharma sites provides pan-Asia operation consistency, including rigorous
quality control, product integrity and business continuity planning.
Redressing is in compliance with GMP.

In addition, Zuellig Pharma China’s delayered distribution strategy
combined with sophisticated I'T systems brings greater transparency to
the supply chain. In line with Zuellig Pharma Asia Pacific’s regional
approach, Zuellig Pharma China has information systems specifically
focused on serving the distribution needs of the pharmaceutical and
healthcare product industry. As a result, principals can keep track of
which products are going where down to the final customer level.
Meanwhile, the availability of timely information on sales, marketing
strategy and inventory creates the opportunity for a pro-active response
to market conditions.

Empowering hospitals

As hospitals and their services to the general population evolve, so are
Zuellig Pharma China’s distribution models. With this evolution, many
healthcare products, particularly medical devices, need a unique distribu-
tion model. Hospital surgeries are frequently complex and need special-
ized tools for a specific sequence in an operation. As operations are not
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Supplying solutions

Zuellig Pharma China’s dedicated focus on
pharmaceutical and healthcare product dis-
tribution offers added value know-how,
logistics and infrastructure support to sup-
pliers seeking to build their presence in the
China market. The company operates at
national, regional and local level to provide a
full range of distribution solutions to stream-
line supply chain management. Business
models are tailored to the demands of each
of the sectors below, with further customiza-
tion available depending on individual prin-
cipal requirements.

Pharmaceutical

Zuellig Pharma China’s flexible operating
platform offers both local direct distribution
and delayered wholesaler distribution mod-
els to provide greater efficiency, cost reduc-
tions, and higher transparency and
traceability of sales and inventory. Six local
direct distribution companies cover hospi-
tals. Parts of foreign and private clinics are
also covered to meet principals’ require-
ments. The company has the capability to
handle a comprehensive range of product
categories and therapies (see Figure 3).

Vaccines

Among the challenges of vaccine distribu-
tion in China are the lack of infrastructure
outside the largest cities and lack of trans-
parency of the whole Center for Disease
Control (CDC) distribution network. Zuellig
Pharma addresses both these concerns
through a distribution model that is flexible
and expanding the number of direct suppli-
ers. Zuellig Pharma is enforcing step-by-
step the delayering model used over the
years for pharmaceuticals to vaccines.
Import procedures can be handled and
warehousing facilities with cold-chain
expertise are available in different locations.
A dedicated vaccine team operates in the
field handling distribution to CDC, including
orders and returns management; data col-
lection; accounts receivable collection; and
non-standard promotion services.

Cold-chain management

Zuellig Pharma China provides reliable, cut-
ting-edge cold chain and storage manage-
ment capabilities, including a custom-built

facility in Guangzhou. All warehouses oper-
ate under the same standardized proce-
dures, with back-up alarm systems and
specially trained personnel. Quarterly tem-
perature mapping is carried out to identify
cold and hot spots while 24-hour tempera-
ture tracking provides monitoring on a con-
tinuous basis. Manual tracking is carried out
six times a day. Inbound quality assurance
includes temperature measurement and
data collection, depending on a principal’s
requirements, while outbound checks
involve packaging protection and cold chain
labeling checks. Trucks are equipped with
GPS systems for long-haul trips for constant
surveillance and timely delivery.

oTC

One of the beneficiaries of urban growth and
rising incomes in China is likely to be OTCs,
with retail pharmacies already establishing
themselves as a key source of future expan-
sion in some parts of the country. At Zuellig
Pharma China, a specific team has been set
up to handle OTC business with 60 retail spe-
cialists and coverage of 85,000 retail pharma-
cy outlets. Direct distribution to retail is
available, with value-added support includ-
ing product launch planning, retail targeting
support, and management of key account
support.

Diagnostics and medical devices

Logistical services are available for all prod-
ucts including import, local direct distribu-
tion (hospital and OTC) and regional
distribution. A specific medical device team
is provided in the field to handle distribution
to dealers, hospitals and retail pharmacies,
data and accounts receivable collection.

Clinical trial logistics

Zuellig Pharma China’s “Clinical Reach
Solution” offers a range of services, including
but not limited to: consultation on importa-
tion and customs clearance, registration and
the regulatory process; storage and inventory
management in a protected and temperature-
controlled warehouse; order management
and dispatch; specialized cold-chain manage-
ment based on -20°C, 2-8°C and 15-25°C; and
clinical supplies returns, supplies destruction
with supervision and report.

always executed exactly to plan, the need for tools or
devices only becomes apparent in surgery. Zuellig
Pharma China provides flexibility to hospitals by
having everything needed for a particular operation
at the time. The company works closely with hospi-
tals to prepare for their needs and provide what
Zuellig Pharma China calls “last mile logistics” to
hospitals. This helps hospitals manage their invento-
ry with fewer overheads and allows them to concen-
trate on saving lives and patient care.

Zuellig Pharma China has been engaging local
hospitals to increase transparency in their forecast-
ing and internal product flows by helping to source,
customize and maintain an internal reporting, ana-
lytic and business intelligence system. This system
has enabled hospitals to look at their raw data in a
new way. By drilling by ward, doctor, and even prod-
uct level, hospitals are able to see their sales on a
daily basis with up-to-date information. With
enhanced analytics, hospitals have been able to drive
efficiency and superior service for their patients
while remaining cost friendly. In helping hospitals
with consolidating their data, Zuellig Pharma China
has been able to understand the customer better and
in turn serve their needs.

Other initiatives for hospitals are also underway,
such as implementing internal ordering systems and
looking at consulting with their operational teams.

Strategic outlook

China is on its way to implementing healthcare
reform throughout the entire system. While details
are not entirely clear for many of its amendments,
Zuellig Pharma is positioned for this change, seek-
ing closer relationships with its customers (hospi-
tals, retail pharmacies and clinics) and working as a
market partner with manufacturers and suppliers.
As the fundamental shift in healthcare management
begins in China, Zuellig Pharma China’s direct
relationship with both parties will help to move the
industry forward.

“Supply chain management in China needs to be
viewed as strategic”, Mr. Zwisler said. “Given the
importance of the China market to the global health-
care market, principals must be able to effectively
address a changing business environment to capital-
ize on the opportunities that are unfolding.

“A distribution partner who can provide flexible,
comprehensive solutions that are tailored to the
needs of individual principals and cut through sup-
ply chain complexity is the kind of solution
provider to meet these needs, today and in the
future,” he said. (7]



Chart source: IMS China Hospital Audit, data as of MAT 2008 Q2.

HEALTHCARE OUTLOOK | market WatCh Ims

Wider vision

Growth opportunities in the China market remain optimistic

China offers exciting prospects for the pharma-
ceutical industry in terms of both size and
growth. The country has witnessed the highest
growth rate among all large pharmaceutical
markets in the past five years. It more than
doubled in value from US$11 billion in 2004 to
US$23 billion in 2008 (ex-manufacturer value),
with the sector expected to continue its upward
trend to US$56 billion by 2013, according to
IMS China hospital audit data (see chart). The
compound annual growth rate from 2004-08
was 20% and is forecast to remain strong at
19% from 2008-13.

Such a stellar outlook is projected to see
China among the leading countries in the
world’s top 10 pharmaceutical markets in 2013
for ethical and OTC drugs at ex-factory level
(excluding traditional Chinese medicine). It
would place China behind the US in first posi-
tion, with an estimated market size of US$372
billion, and Japan in second at US$80 billion.
The country is expected to just edge ahead
of France.

Key forces behind such growth in China
include a sustained GDP growth rate, even in

- -

the current economic turmoil, a rise in dispos-
able income linked to urbanization, an ageing
population and the increasing prevalence of
chronic and lifestyle-related diseases.

The far-reaching government healthcare
reforms are a complicating but nonetheless
highly important factor in market growth. When
fully implemented, these reforms will have a sig-

China pharmaceutical market size (USS bn) and growth

1

nificant effect on many aspects of market devel-
opment and operation.

The key challenge is predicting the degree
and consistency of execution of these reforms.
IMS has been developing scenario models with
quantifiable key trigger points and milestones to
help clients understand how radical the new
market may become and hence how business
operations should adapt.

What can be seen today is that to maintain
high growth, multinationals are looking to drive
forward in two dimensions: to expand westward;
and to achieve deeper penetration in existing
cities, with an increasing contribution to sales
being made by smaller hospitals and community
health centers.

A handful of major cities currently represent a
significant proportion of sales in China. Beijing,
Shanghai, Guangzhou, Hangzhou and Nanjing
comprise 26% of the total China market and
40% of total multinational sales in the country.
IMS research in 2008 found the top 24 cities
represented about 55% of the total China
market and 70% of sales contribution for
multinationals.

The current concentration is in the east of
the country. However, this picture is likely to
change as pharmaceutical companies drive west-
ward and distribution evolves. In the wake of
such moves, percentage of sales contribution
from the five major cities is set to decline.

Retail’s contribution to sales rose from 13%
to 18% in 2007 and 2008 respectively, while
growth in smaller hospitals’ (less than 100 beds)
sales ratio for western drugs increased from 6%
to 8% in 2007 and 2008 respectively. While
change in the concentration on city contribution
is currently limited, such trends are expected to
continue. The healthcare reforms are highly
likely to accelerate change on the supply side. @
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In line with such evolution, IMS is expanding its detailed
sub-city (“brick”) data to 22 cities. It is launching retail Rx
data for 22 cities and developing a smaller hospital audit (100
or less beds). For further information on IMS services or the
China healthcare reforms, please contact: David Twinberrow,
General Manager, Business Lines, Shanghai, tel: 86 6362 011;
or Wang Danhui, Product and Portfolio Strategy Principal,
Beijing, tel: 86 010 65886988 439.



views from the region

A round-up of reports from our offices around the region outlining the news and

events that ave shaping their businesses and redefining the healthcare industry

Hong Kong

Hong Kong has not escaped the world-
wide turmoil resulting from the worst
global economic crisis since the Great
Depression, with the city already sliding
into recession. Financial Secretary Mr.
John Tsang delivered his budget speech
at the end of February, predicting that
Hong Kong could face at least two
tough years before the economy begins
to show signs of recovery. Mr. Tsang
forecast a 2.5% increase in GDP in
2008, lower than the trend growth rate
over the past 10 years; a 2% to 3% de-
crease in GDP for 2009; and an annual
average growth rate of 3% to 5% for
2010-13. The inflation rate for 2008 was
4.3% and is expected to be 1.6% in
2009. Unemployment may increase
from 4.6% in 2008 to 8% in 2009.

The government will be giving top
priority to creating and preserving jobs.
Revenue concessions, such as a waiver
of salaries tax and rates, and a freeze
on government fees and charges, will
be introduced to stimulate the econo-
my. As a result, the government will

have a budget deficit of HK$96.9 billion
(US$12.4 billion) over the next five
financial years, but hopes to balance
the books by 2013-14.

The measure that will have the most
impact on the pharmaceutical industry
is an increase in the recurrent subven-
tion for the Hospital Authority. The sub-
vention will rise over the next three
years by about HK$870 million (US$110
million) a year. In 2011-12, it will be
approximately HK$2.6 billion (US$0.33
billion) higher than at present. An extra
HK$840 million (US$108 million) has
been set aside for the next three years
to strengthen primary care services and
support to chronic patients, to promote
public-private partnership and to devel-
op a territory-wide electronic health
record system.

It is expected that support for chron-
ic patients at public hospitals, such as
services for kidney, cancer, mental and
heart patients will be enhanced. The
public-private partnership will be fos-
tered in areas such as renal dialysis.
The Hospital Authority will create more
than 1,000 permanent jobs in 2009 and
nursing schools are being reopened to
offer 550 training places. In addition,
the Hospital Authority will look into the
possibility of providing patients with
more expensive drugs free of charge.

The funding increase will definitely
be welcomed by the pharmaceutical
industry. In 2008, sales growth for
pharmaceutical products in the govern-
ment hospital sector was a mere 3.6%
versus growth of 11.2% for the total
pharmaceutical market. A rise in the
use of generics and the restricted use
of new products helped to account for
this. With the funding boost, it is
hoped that more innovative pharma-
ceutical products will be included in
the Hospital Authority’s drug formulary.

The Food and Health Bureau is cur-
rently preparing for the second stage
of healthcare reform consultation. A
Working Group on Primary Care has
been set up to put forward specific
proposals on primary care. Healthcare
expenditure will be increased to 17%
of recurrent expenditures by 2012.
When the supplementary financing
arrangements are finalized, HK$50
billion (US$6.4 billion) will be drawn
from the fiscal reserves to implement
the reform.

Frederick Tsang
ftsang@zuelligpharma.com
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The Hospital Authority’s recurrent
subvention will be increased over the
next three years.

Challenges continue as GDP decreased
from 13% in 2007 to 9% in 2008. This
is due mainly to the export and proper-
ty slowdown. Q4 2008 saw growth of
6.8%, the weakest since 2001. On a
brighter note, inflation cooled to its
lowest level in three years, with con-
sumer prices increasing just 1% in
January. However, producer prices fell
3.3%, the largest decline in seven
years. Trade shipments in January
decreased by 14% from the previous
year, with the hardest hit areas in the
south, more specifically Shenzhen.
December shipments fell 2.8%, accord-
ing to a February report by Bloomberg.

With over 20 million unemployed,
focused spending by the government
to provide a stimulus to the financial
sector has become more urgent.
Lending has surged with the US$585
billion stimulus package coming to
fruition in state-owned banks. The
China Securities Journal reported in
January an estimated US$175.5 billion
in new loans. Analysts hope the down-
turn has bottomed out and recovery is
beginning. Slowing inflation has
enabled the central bank to cut inter-
est rates further, with the one-year
lending rate at 5.31% after a total of
2.16 percentage point reductions in
2008.

On January 21, the State Council
passed the highly anticipated medical
reform plan. The plan calls for spend-
ing up to US$123 billion by 2011 to
provide universal healthcare. The
reform plan, in development since
2006, intends to address issues in
increasing medical fees, lack of acces-
sibility, and low medical insurance
coverage. The plan has five major
components to cater to these needs.
Itis due to:
= Provide increased coverage for both
rural and urban populations through
either the basic medical insurance sys-
tem or the new rural cooperative med-
ical system. Each person under either
system will receive a subsidy of
RMB12o0.



= Establish a national essential drug
system. All essential drugs will be
included in the national drug reim-
bursement list for basic medical insur-
ance programs.

= [mprove the primary medical service
system, concentrating on county level

hospitals, township clinics and commu-

nity health centers.
= Promote fair access to basic public
health services by developing and
implementing national basic public
health service programs.
= Implement a pilot program this year
to reform public hospitals by increas-
ing operational efficiency and service
standards. Funding mechanisms for
hospitals will be included in the pilot.
Beijing has already initiated a
mandatory policy for residents covered
under the basic medical insurance,
who must first seek a referral diagno-
sis from community medical institu-
tions to be eligible for reimbursement.
Shanghai has also implemented a zero
markup policy for prices of basic drugs
dispensed through 232 Community
Health Service Centers (CHCs). This
came into force in some CHCs at the
end of December and is scheduled to
be rolled out to the entire city by the
end of 2009.
Elsie Lim
elim@zuelligpharma.com
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The State Council has passed the
long-awaited medical reform plan.

The alleged money laundering, bribe
and embezzlement case involving
former president Chen Shui-bian and his
family is perceived as a test for
Taiwanese democracy and its judicial
system, as fears of political interference

in due process for the trial are mounting.

It is expected to last several months.
President Ma Ying-jeou and his
administration’s tax cuts, shopping
vouchers and extra spending on infra-
structure, totaling close to NT$500
billion (4.1% of 2009 GDP), are gener-

ally perceived as a strong stimulus
package which will partially soften the
contraction of the economy. Exports
plunged a record 42% in December as
demand for IT products has been
severely affected by the global finan-
cial crisis. The final figure for GDP
growth in 2008 is expected to be
below 2%, a significant drop compared
with previous forecasts, reflecting a
Taiwanese economy in worse shape
than anticipated. Many analysts
believe GDP will contract in 2009 at
around -2% and that growth will only
resume from 2010. Taiwan’s unemploy-
ment rate climbed sharply in the last
four months of 2008 and reached 4.6%
in February, with expectations for 2009
averaging 6%, much above govern-
ment’s latest forecasts of 4.5%.
Inflation dropped significantly to 1.2%
in December and may well turn to
deflation in 2009.

Taiwan has become the 17th econo-
my to ban smoking indoors in public
facilities. The Department of Health is
also lobbying the Legislative Yuan to
pass a bill to increase the health tax
on tobacco products from the current
NT$10 to NT$20 per pack. It is estimat-
ed this could raise NT$11 billion for
National Health Insurance and partially
cover its current deficit.

The National Health Conference,
organized by the Department of Health
on December 31, produced some con-
troversial conclusions, especially on
generic product pricing. The recom-
mendation was to give the same price
to drugs with the same ingredients
and same quality, effectively leveling
prices of original off-patent drugs with
generics.

The sixth Price Volume Survey initi-
ated by the Bureau of National Health
Insurance and its corresponding price
cuts on drugs are expected to be com-
pleted and implemented by September
1, 2009 at the latest, in line with the
Legislative Yuan Health Committee’s
binding resolution passed in
December.

Yves Hermes
yhermes@zuelligpharma.com
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The sixth Price Volume Survey is due
to be implemented by September
2009 at the latest.
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Singapore

In the midst of deepening crises in the
world’s major financial markets,
Singapore’s economy continued to
deteriorate in Q4 2008. Preliminary
indicators point toward a contraction
of real GDP by 3.7%, following a
decline of 0.2% in the preceding quar-
ter. For 2008 as a whole, the economy
is estimated to have grown by only
1.2% compared with a recent forecast
of 3% for the year and 7.7% in 2007.

Projecting forward, the Ministry of
Trade and Industry (MTI) expects the
economic downturn to continue in
2009. The weaker outlook for the
Singapore economy compared with
earlier forecasts reflects two factors:
global economic activity has declined
faster and deeper; and the spillover
effects on key sectors of the economy
will be stronger. Taking these factors
into account, MTI has revised
Singapore’s economic growth forecast
to between -5.0% and -2.0%.

Singapore’s medical tourism indus-
try has not escaped the global finan-
cial turmoil, with a drop in foreign
patients seeking medical services.
One of the largest private healthcare
providers reported a reduction of 5%
to 7% in foreign patients in Q4 2008,
especially those from neighboring
countries. The medical tourism indus-
try attracted over 571,000 medical
tourists last year and was worth more
than $1.7 billion in 2007. Despite the
gloom, long-term confidence in the
industry remains. ParkwayHealth, the
largest private healthcare provider, is
proceeding with plans to build a 350-
bed hospital due to be completed by
2011. The government has also
pledged to invest $4 billion in health-
care infrastructure over the next five
years. This will include the redevelop-
ment of older hospitals, medical cen-
ters and a new hospital in the west, as
well as expediting the construction of
a new public hospital.

As part of the government’s effort to
buffer the full impact of the recession,

the Health Ministry has announced
plans to speed up recruitment for
jobs for those who may be
retrenched. The ministry is now look-
ing to fill 4,500 positions in the public
health sector over the next two years
and another 1,700 later. These range
from jobs for healthcare professionals
such as nurses and pharmacists, to
administrative positions for counter
staff and telephone operators. To aid
those interested in a mid-career
switch to the healthcare sector, the
ministry and Workforce Development
Agency have announced plans to sub-
sidize training to enable 250 people
with no prior experience to become
nurses or allied health professionals.
The number of scholarships for allied
health programs has doubled to 250
this year. The Health Ministry has
taken further steps to assist patients
during the recession, with the budget
for Medifund extended to $74 million,
almost 50% more than last year.
Medifund is a national health pro-
gram that provides subsidies to
needy Singaporeans aged 65 and up
for treatment of minor ailments at pri-
vate general practitioner clinics. The
program will expand to cover more
chronic diseases this year.

Ng Yong Tjoon
ytng@zuelligpharma.com
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The government is boosting health-
care recruitment and training to
counter effects of the recession.

Malaysia
& Brunei

With financial markets under stress
and global output and trade plummet-
ing, Malaysia will not be spared the
fallout. About 80% of its exports go to
10 countries which are currently suf-
fering an economic slowdown. Despite
the assurance of the central bank,
Bank Negara Malaysia (BNM), that the
local financial system will remain
strong, the government has revised
GDP growth for 2009 downward from
5.4% to 3.5% and unveiled a RM7



views from the region

billion (US$1.94 billion) stimulus pack-
age to drive growth, spur domestic
spending and generate more activity in
segments of the economy.

With a slew of negative data, includ-
ing contraction in exports, industrial
production and concerns over job
stability, BNM slashed its benchmark
overnight policy rate in January by a
record 75 basis point from 3.25% to
2.5% in an aggressive move to further
lower borrowing costs. Many took this
as a sign that the economy may be
getting to a delicate stage.

The bleak global outlook will have
an impact on the pharmaceutical
industry. However, international con-
sultants Frost & Sullivan reported sev-
eral factors which will serve the
Malaysian pharmaceutical industry
well. These include the increase in var-
ious death-related illness, for example
heart disease and cancer, that will
drive demand for specialist drugs and
treatments; the rising young middle-
class who have increased healthcare
expectations; an ageing population;
and medical tourism.

The pharmaceutical market in
Malaysia was valued at RM3.5 billion
(US$972 million) in 2008, and is
estimated to grow to RM3.8 billion
(US$1.05 billion) in 2009. According
to the Pharmaceutical Association of
Malaysia (PhAMA) Turnover Survey,
the overall pharmaceutical sector grew
9.77% in 2008 compared with the
previous corresponding period.
Participating multinational corpora-
tions reported total sales of RM2.40
billion (US$667 million). For Zuellig
Pharma Malaysia’s principals, total
sales reported were RM2.43 billion
(US$675 million) in 2008 while overall
annual market growth was 9.33%. In
terms of ethical growth, PhAMA post-
ed good growth of 9.2% for 2008
while Zuellig Pharma’s principals saw
ethical sales increase by 8.8%.

At Zuellig Pharma Malaysia, we are
proud to welcome Abbott Laboratories.
The company came on board in
February.

In Brunei, 2008 brought several pos-
itive developments, with the Sultanate
buffered against the current economic
turmoil due to strong global crude oil
prices. Oil and gas make up 90% of
Brunei’s export revenues. More press-

ing issues for the government are to
reduce reliance on oil, the increasing
burden of subsidy provision and food
insecurity. Brunei has a self-sufficiency
rate of 3% for rice. The remainder is
mostly imported from Thailand.
Brunei also faces the challenge of
increasing healthcare costs and needs
doctors to play a greater role in bring-
ing down costs through prevention,
wellness, early detection and treat-
ment. The Ministry of Health approved
the establishment of the Brunei
Medical Association as a representa-
tive body to take on these tasks. In
working to ensure services are readily
available and accessible, the ministry
is also evaluating the building of a
new hospital, establishing a cancer
center, and a renal transplant service.
Jessie Tang
jtang@zuelligpharma.com
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The newly established Brunei Medical
Association will help doctors to reduce
Brunei’s healthcare costs.

Indonesia

President Susilo Bambang Yudhoyono
enjoyed a good start to 2009, with his
best poll results in two years and a
growing lead over main rival Megawati
Soekarnoputri. Timely fuel price cuts
and plans for a major stimulus have
boosted his popularity as voters focus
on the parliamentary elections in April
and the first round of the presidential
elections in July. President Yudhoyono’s
Partai Demokrat (PD), bolstered by his
popularity as well as an effective cam-
paign, has also moved ahead of its
two main competitors, Ms. Megawati’s
PDIP and Golkar.

Bank Indonesia lowered its bench-
mark interest rate by 25bp to 9.25% in
December and further reduced the
rate to 8.75% in January. The 50bp
rate cut and the launch of a US$3.5 to
US$5 billion government stimulus
package underscores the increased
focus on supporting the economy. This
includes boosting domestic demand

amid prospects of major layoffs and
projections of a slowdown in GDP
growth to 4% to 5% maximum in 2009,
down from around 6.2% in 2008.

Easing inflation concerns and a rela-
tively stable rupiah are likely to allow
the central bank to implement further
monetary easing to encourage con-
sumption. The currency has strength-
ened over 10% against the US dollar
since last year’s low in mid-November
while other financial proxies, such as
the stock and bond markets, have also
risen substantially during this period
with noticeable foreign capital inflows.

In the third week of January, govern-
ment banks decided to reduce credit
interest rates. This was a response to
the reduction of Bank Indonesia’s
benchmark interest rate at the begin-
ning of the month. The decision to
reduce credit interest rates is a com-
mitment from banks to continually
align their credit interest rates with
the bank capability and the condition
in the market.

Bank Indonesia also noted that the
fall in oil and other commodity prices
that is helping to ease inflationary
pressures was likely to follow through
into 2009, and indicated that annual
inflation next year could fall to the
lower-end of its 6.5% to 7.5% inflation
projection. With slower growth and
large-scale layoffs on the horizon,
most analysts now expect Bank
Indonesia to join central banks
around the world and move more
aggressively, with monetary easing
over the coming months in an effort
to reduce borrowing costs and boost
domestic consumption.

Indonesia currently has over 200
pharmaceutical manufacturers.
Leading foreign players are estimated
to account for around half of the mar-
ket share in value terms, although
many are critical of the numerous bar-
riers to entry and government bias
toward generic products. Some con-
solidation is likely in the face of
increased competition, pricing pres-
sures and regional harmonization ini-
tiatives, with the government outlining
plans to merge a number of state-
owned producers. Indigenous R&D
efforts are hampered by the lack of
finance and widespread counterfeit-
ing. However, in recent months some

foreign companies have started
investing, with Singapore-based
Novartis Institute for Tropical
Diseases creating a research partner-
ship with two of Indonesia’s hospi-
tals. Despite some regulatory and
intellectual property rights shortcom-
ings, Indonesia has potential for clini-
cal research given its low cost and
epidemiological profile.

While Indonesia has overhauled its
regulatory system, the pharmaceuti-
cal sector is still in a difficult position.
Inadequate patent laws, uncertain
government pricing policy and strong
domestic capacity are largely to
blame. As a result, foreign presence is
low, though regional harmonization
and an improvement in business con-
ditions will stimulate growth. Some
multinationals have local plants,
while others import through distribu-
tors. A new decree banning registra-
tion of pharmaceuticals by principals
without manufacturing facilities has
been issued. Thirteen multinational
companies have been affected and
must take necessary action within the
given transition period.

Industry Minister Fahmi Idris said in
October 2008 that he was considering
removing pharmaceuticals from the
negative investment list. Inclusion
means that foreign entities can only
provide up to three-quarters of the
funds invested in a pharmaceutical
concern. It must be noted that the
politician gave no timeframe for the
transition. Unsurprisingly, the plan
has the support of the International
Pharmaceutical Manufacturers Group
and the Pharmaceutical Companies
Association.

In February, increasingly higher pre-
cipitation became visible in the capi-
tal Jakarta. Some easily inundated
areas started to experience mild to
high-level flooding. APL took precau-
tionary action, with its water rescue
team carrying out all necessary
preparations.

Santiago Garcia
santiago.garcia@aplcare.com
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Novartis Institute for Tropical
Diseases has established a research
partnership with two Indonesian
hospitals.



The ongoing credit crisis has hit Korea
severely, with the economy shrinking
by 5.6% in Qg, its worst performance
in a decade. Korean exports in Q4 fell
by close to 12% from the previous
three-month period, the largest
decline in almost 30 years. In January,
the situation worsened with exports
plunging 32.8%. More recent data
shows the economic slowdown has
accelerated. This gloomy picture puts
more pressure on the government to
expand its stimulus plans, and for the
central bank to take additional mone-
tary-easing steps. The Bank of Korea
has lowered the benchmark interest
rate to 2% and the government is
scrambling to provide stimulus pack-
ages, including tax cuts and expanded
fiscal spending.

The credit crunch has taken its toll
on the pharmaceutical market.
Wholesalers in Korea are highly
dependent on short-term uncollateral-
ized loans for cash flow and several
have been forced to declare bankrupt-
cy when loans were not renewed.
Limited access to capital has also
forced wholesalers to reduce invento-
ry levels.

The Ministry of Health, Welfare and
Family Affairs continues to enforce
policies to control expenditure. It has
announced that the drug price reduc-
tion planned for this year is being
reexamined to take into account the
current economic downturn. Minister
Jeon Jae Hee has also expressed
strong interest in a transparent drug
distribution system, and the ministry
has implemented the revised
Pharmaceutical Act enforcement regu-
lation. This focuses on punishing both
provider (wholesaler/manufacturer)
and receiver (pharmacists/doctors) for
illegal rebates or incentives of any
kind. The punishment may take the
form of fines or license suspension.
Previously, the provider was punished.

At Zuellig Pharma Korea we are
pleased to welcome Allergan as a

distribution principal. We have also
added further clinical trial principals.
Tom Vanmolkot
tvanmolkot@zuelligpharma.com
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The credit crunch is taking its toll on
the pharmaceutical market.

Philippines

The Philippine economy (GDP) grew
4.6% in 2008, down from the 7.2%
growth in the prior year. Export volume
flattened, reflecting depressed
demand as the major world economies
experienced a recession. Investment in
plant and equipment slowed sharply
as most companies put expansion
plans on hold due to short-term
business uncertainties.

The few bright spots in the economy
were private construction, which
remained on an upswing, growing by
11.4%, and business process outsourc-
ing (BPO) and information technology-
enabled services (for example, call
centers), which sustained growth of
35%. BPOs provided a boost to the
office space segment of property
development. Government pump-
priming also commenced in the
second half of 2008.

As the global challenges become
more formidable, domestic growth
sources will likely be less effective in
counterbalancing the external shocks
and in propping up the economy.
Hence, Philippine GDP is forecast to
grow between 2% and 3% in 2009. The
only major difference in policy thrust
from 2008 is the relaxation of monetary
policy in an effort to lower the cost of
borrowing to stimulate corporate and
consumer spending.

After a brief strengthening in the
early part of 2009, the peso-dollar
exchange rate is likely to resume its
depreciation until the end of the year,
reflecting adverse market reaction to
the deepening recession in the world’s
major economies. The exchange rate
should average P48-48.5:$1 in 2009.
Inflation should fall below 7%, as world

oil prices stabilize and commodity
prices, especially food and raw materi-
als, remain soft.

In 2008, the Philippine pharmaceuti-
cal market grew 10% in value, and now
totals US$2.27 billion. Ethical products
grew 11.6% driven by the double-digit
growth of the antihypertensive, dia-
betes and respiratory therapeutic
areas. The OTC market expanded 5.4%,
driven by cough and cold preparations
(13.9%) and analgesics (9.3%) but off-
set by a weak vitamins market (3.7%).
Branded products, which account for
95% of the market, grew 9.8% and
unbranded products grew 14.6%.
Drugstores, which account for the
lion’s share of channel sales in this pre-
scription market, increased 11%, and
hospitals grew 5%.

During 2008, local companies grew
14% and multinational companies
(MNCs) by 8%. MNCs began to exe-
cute more innovative market expansion
programs, clever pricing strategies,
effective patient compliance and usage
programs, and better channel manage-
ment programs, in order to protect
their brands.

Mike Becker
mbecker@zuelligpharma.com
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Multinationals look to innovative
market expansion programs to safe-
guard brands.

L

.» Vietnam
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After ever-increasing inflation rates for
most of 2008, the year ended with a
strong reduction of month-on-month
rates, bringing the annual average to
just below 20%. In January 2009,
rates dropped further to 17.5% com-
pared with January 2008, with only a
small increase compared with
December 2008. This is notable since
Tet (Vietnamese New Year) fell in
January this year. Tet is usually accom-
panied by large price increases. The
drop in inflation rates has been driven
by lower gasoline prices, which
dropped from a peak of 19,000 dong

(US$1.09) to 11,500 dong (US$0.66)
per liter, as well as lower food and
foodstuff prices.

Several analysts have reduced their
forecasts substantially for both infla-
tion and GDP growth. Vietnam’s econo-
my relies heavily on exports (“Exports
of goods and services are equivalent
to over 80% of GDP [in nominal
terms].” Source: EIU country report,
December 2008.) Hence, the slowdown
in Europe and the US will have a
strong effect on GDP growth in 2009.
This is of major concern since a large
number of Vietnamese are employed
by export-driven industries, including
furniture, garment, seafood, and
handicrafts, among others.

The government has adopted vari-
ous measures to support local com-
panies, including a stimulus package
and lower interest rates. The State
Bank of Vietnam dropped its rate from
a peak of 14% in June 2008 to half
that in January 2009. The implemen-
tation of the personal income tax law
has been postponed to help ailing
companies as well as employees,
although it remains to be seen
whether it will be implemented in
coming months.

The dong was devalued by 3% in
December, with a further devaluation
possible in 2009. Companies in
Vietnam are also concerned about the
availability of US dollars via commer-
cial banks to settle import bills, main-
ly due to the slowdown of exports.
Stefan Heitmann
sheitmann@zuelligpharma.com
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Slowdown in Europe and US expect-
ed to have strong effect on GDP
growth in 2009.

Thailand

The end of 2008 saw the election of
a new Prime Minister, Mr. Abhisit
Vejjajiva, an Oxford-educated opposi-
tion leader, ending a seven-year
dominance of electoral politics by
parties loyal to former Prime Minister

the market partner
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views from the region

Mr. Thaksin Shinawatra. By-elections
in January saw the government suc-
cessfully pass its first stability test.
The results lifted the government’s
majority to 48 seats in the 480-seat
parliament. The cabinet quickly
approved a supplementary budget of
US$3.2 billion (equal to 1.2% of 2008
GDP), bringing the overall economic
stimulus package to US$8.2 billion.

Q4 2008 saw GDP growth slow
down dramatically and almost stop.
This was partly due to the occupation
of Thailand’s main airports which con-
tributed to a sharp fall in the tourism
sector, a major contributor to
Thailand’s GDP. GDP is expected to
contract in Q1 2009, putting Thailand
in a technical recession. The govern-
ment and Bank of Thailand projec-
tions for 2009 GDP growth are now
close to 2%. Most local analysts pre-
dict little growth until late 2009.
Exports plunged 17.7% in November
2008, the biggest drop since the Asian
crisis 11 years ago and unemployment
is expected to rise to between 4% to
5%. The Central Bank announced a
rate cut in January, taking the bank
policy rate to 2% as inflation pres-
sures ease.

On the healthcare front, Mr. Wittaya
Kaewparadai has been appointed
Minister of Public Health. The introduc-
tion of the product liability law on
February 20 generated much concern
among manufacturers. Unlike many
countries around the world, the onus is
on the manufacturer or supplier to
prove that their product is not defective.
Yves Hermes
yhermes@zuelligpharma.com

% Fast Fact

The introduction of product liability
legislation has caused concern
among manufacturers.

Mumbai, and India, were thrown into
turmoil in November by terrorist
attacks on various sites in South

Mumbai, including the historic Taj
Mahal Hotel and the prestigious
Oberoi/Trident Hotels complex. With
evidence indicating the attacks origi-
nated in Pakistan, tension has

increased between India and Pakistan.

Tension is likely to remain high for
most of 2009 while Pakistan address-
es India’s demand to arrest and pun-
ish the suspected instigators of the
Mumbai attack. There has also been a
backlash against politicians for their
perceived inability to protect people.
Senior politicians at national and
state levels have been held account-
able and forced to resign.

Despite the attacks and increased
tension with Pakistan, India is still on
track for stable general elections in
May. Of the four major states holding
elections recently, Delhi, Madhya
Pradesh and Chhattisgarh were
retained by the party in power. The
incumbent Congress-led national
coalition also seems likely to be
returned although a change to a
Bharatiya Janata Party-led coalition
government is not expected to have
significant impact on the economy
and business environment.

While still reeling from the global
financial crisis, India has been shaken
by the Satyam Computer Services
scandal. The founder and former
chairman of Satyam, the fourth
largest Indian computer services
company, B. Ramalinga Raju Satyam
admitted he inflated the company’s
cash balances and profits to cover up
the diversion of funds to two real
estate firms owned by his family
members.

The issue of data exclusivity
remains a hot topic between the gov-
ernment, local generic manufacturers
and multinational manufacturers. In
India, the drug regulator approves
cheaper local drugs if the second
applicant can show it is chemically
equivalent to an already approved
drug. Marketing approval relies on the
fact that the same chemical was
approved earlier by itself or another
regulator with no clinical trials
required. Multinationals take the view
that India should provide an effective
period of exclusivity for clinical
dossiers that are independent of
patent protection and have been pres-

surizing the government not to
approve me-too versions of their
medicines by Indian companies.
While the Health Ministry has yet to
make a call, a parliamentary standing
committee on commerce has told the
government not to change the cur-
rent practice of approving cheaper
Indian versions of multinational
company drugs.

Mike Hampton
mhampton@zuelligpharma.com
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Data exclusivity continues to be a
hot subject between government,
multinational companies and local
generic manufacturers.

Bangladesh

A national election was held on
December 29 resulting in a landslide
win for the Awami League-led Grand
Alliance and bringing a return to a
democratic form of government. The
election was held in a peaceful
atmosphere, achieving a voter
turnout of more than 80%, with 25%
voting for the first time. Both local
and international observers pro-
nounced the election free and fair,
countering the allegations of the los-
ing Bangladesh Nationalist Party
(BNP) that the results were rigged.
The BNP previously held power and
appears to have been punished by
voters for the perceived economic
mismanagement and rampant corrup-
tion which characterized their time in
power. Sheikh Hasina commenced
her second term as Prime Minister
with a clear mandate to enact elec-
toral promises to reduce the price of
essentials, wind back oil and gas
price increases, continue anti-corrup-
tion measures, and implement much-
needed infrastructure projects to
support the economic development
of the country.

Bangladesh continues to weather
the global economic storm. However,
concerns are beginning to be raised.
While exports of US$7.76 billion

showed growth of 19.4% for the first
half of financial year 2008-09,
December saw a 10% decline in the
country’s total export earnings over
the same time the previous year —
although much of this drop is seen
as reflecting fewer working days in
the month due to the Eid festival and
national election. The ready-made
garment sector is nervous, and
frozen foods, particularly shrimp, are
facing downward price pressure.
Leather exports were 28% below
the export target for the six months
ending December. Concerns over
overseas foreign worker (OFW)
remittances have yet to be realized.
The January inflow was a record
US$865 million, contributing to the
July 2008-January 2009 growth rate
of 29.4% over the same time the
previous year.

The pharmaceutical industry in
Bangladesh had another strong year,
recording double-digit growth in
2008. IMS reported that sales
exceeded US$580 million, although
local estimates suggest sales over
US$700 million for the year, with
growth driven predominantly by local
manufacturers. The base of manufac-
ture for export was further diversi-
fied with a number of local
manufacturers receiving internation-
al accreditation which will see them
exporting to developed markets in
the future in addition to the predomi-
nantly least developed countries
(LDC) markets they serve today.

Zuellig Pharma Bangladesh
Limited celebrated its second year
of operations in February. The year
saw the expansion of the Tejgaon
Distribution Center, the implementa-
tion of an outsourced disaster
recovery plan site together with
Thakral Information Systems Limited,
the preparation of a business contin-
gency plan with particular focus on
avian influenza, and a number of
operational and quality infrastruc-
ture upgrades to branches.

Brett Marshall
bmarshall@zuelligpharma.com
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The pharmaceutical industry
enjoyed strong double-digit growth
in 2008.
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The Market Partner: company background

ZUELLIG PHARMA

ASIA PACIFIC

Zuellig Pharma Asia Pacific

With a history of more than 60 years in Asia, Zuellig
Pharma has forged a reputation as the leading provider of
distribution solutions for the pharmaceutical industry in the
region. Our cutting-edge services cover end-to-end supply
chain management, including inventory management, ware-
housing, distribution and customer order management,
among others. Taking advantage of our extensive expertise,
pioneering technological innovations and state-of-the-art
facilities allows manufacturers to focus on their own core
expertise. A scalable infrastructure supports the marketing
drives of our principals and our collection services reduce
country risks for individual principals.

We provide the largest direct account coverage in all
healthcare channels in Asia Pacific, employing over 1,000
sales representatives to support the activities of our princi-
pals in the trade channel. Advanced information technology
tools, such as zip-online, an innovative sales and inventory
tool, give principals full transparency for all transactions.

Our world-class facilities operate in strict accordance with
rigorous quality management standards, setting industry
benchmarks of excellence. We continuously refine and
implement the latest technological advances in our on-going
drive to offer the best services to our principals and clients.

V

ZUELLIG PHARMA Specialty Solutions Group

The Specialty Solutions Group (SSG) is a pioneering
regional consultancy and bio-logistic services division of
Zuellig Pharma. Strategically based in Singapore, SSG
leverages Zuellig Pharma’s cutting-edge Regional
Distribution Center and pan-Asia coverage

to provide customized, added-value bio-logistics for
pharmaceutical, clinical trial, medical device, diagnostic
and other healthcare-related companies.

For more information about Zuellig Pharma,
please contact: jleung@zuelligpharma.com

*m zip-online

zip-online® is our regional
principal information
platform offering timely
sales and inventory
information, best practices
in analysis and reporting,
and diverse forms of

benchmarking.

AsiaRx

AsiaRx® is our exclusive
regional Internet-based
pharmaceutical marketplace
that connects customers
and principals in innovative
ways. For principals, it is a
new connection to cus-
tomer behavior, integrated
with other channels and
offering complete supply
chain information. For cus-
tomers, it saves them time
and money, and gives them
the control necessary to run
their businesses better.

Affiliated Companies
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hid Your Market Partner in Manufacturing

Pharma Industries has a
long-established history in
providing contract manu-
facturing services to the
Asian pharmaceutical
healthcare industry through
its operations in Thailand
and the Philippines. With
a client base of over 50
multinational companies,
and over 1,200 formula-
tions currently in produc-
tion, the Philippines plant
of Pharma Industries is

the largest, most advanced
contract manufacturing
facility in Asia. The group’s
Thai operations are certi-
fied to the same top GMP
standards, providing manu-
facturing services to over 30
research-based companies
from around the globe.

pharma

PharmaLink is a leading
pharmaceutical and health-
care marketing specialist in
the Asia Pacific region. The
company is a wholly owned
subsidiary of Asia Pacific
Pharmaceutical Holdings,

a joint venture between
Interpharma Investments
Ltd, Quintiles Transnational
Corp and Temasek
Holdings (Private) Limited.





