Poart 3 The Global Trade and Investment Environment

Generic drugs manufactured by Indian firms help the country
10 emerge as a major exporter of pharmaceuticals.

markets such as the United States, the best that Indian
companies could do was to sell low-cost generic phar-
maceuticals (generic pharmaceuticals are products
whose patents have expired).

In 2005, however, India signed an agreement with
the World Trade Organization that brought the country
into compliance with WTO rules on intellectual prop-
erty rights. Indian companies stopped producing coun-
terfeit products. Secure in knowledge that their patents
would be respected, foreign companies started to do
business with their Indian counterparts. For India, the
result has been dramatic growth in its pharmaceutical
sector. The sector generated sales of close to $30 bil-
lton in 2012, more than two and a half times the figure
of 2005. Driving this growth have been surging exports,
which grew at 15 percent per annum between 2006 and
2012. In 2000, pharmaceutical exports from India
amounted to around $1 billion. By 2012, the figure was
around $14 billion!

Much of this growth has been the result of partner-
ships between Western and Indian firms. Western
companies have been increasingly outsourcing manu-
facturing and packaging activities to India while scal-
ing back some of these activities at home and in places
such as Puerto Rico, which historically has been a
major manufacturing hub for firms serving the U.S.
market. India’s advantages in manufacturing and pack-
aging include relatively low wage rates, an educated
workforce, and the widespread use of English as a
business language. Western companies have continued
to perform high value-added R&D, marketing, and
sales activities, and these remain located in their home
markets.

During India’s years as an international pariah in the

L drug business, its nascent domestic industry set the

foundations for today’s growth. Local start-ups invested
in the facilities required to discover and produce phar- |
maceuticals, creating a market for pharmaceutical sci-
entists and workers in India. In turn, this drove the
expansion of pharmaceutical programs in the country s
universities, thereby increasing the supply of talent
Moreover, the industry’s experience in the generic drug
business during the 1990s and early 2000s has given &
expertise in dealing with regulatory agencies in the
United States and European Union. After 2005, this
know-how made Indian companies more attractive as
partners for Western enterprises. Combined with low
labor costs, all these factors came together to make India
an 1ncreasingly attractive location for the manufacturing
of pharmaceuticals. |
T'he U.S. Federal Drug Administration (FDA'
responded to the shift of manufacturing to India by
opening two offices there to oversee manufacturing
compliance and make sure safety was consistent with
FDA-mandated standards. Today, the FDA has issued
approvals to produce pharmaceuticals for sale in the
United States to some 900 plants in India, giving Indias
companies a legitimacy that potential rivals in places
such as China lack.
For Western enterprises, the obvious attraction of
outsourcing drug manufacturing to India is that it low-
ers their costs, enabling them to protect their earnings
in an increasingly difficult domestic environment
where government health care regulation and increases
competition have put pressure on the pricing of many
pharmaceuticals. Arguably, this also benefits consum- -_
ers in the United States because lower pharmaceutical
prices mean lower insurance costs, smaller copays, ané
ultimately lower out-of-pocket expenses than if those
pharmaceuticals were still manufactured domesticalls. |
Offset against this economic benefit, of course. must _;
be the cost of jobs lost in U.S. pharmaceutical mane-
facturing. Indicative of this trend, total manufacturing

employment in this sector fell by 5 percent betwees
2008 and 2010.%*

Case Discussion Questions

I. How might (a) U.S. pharmaceutical comp: --
and (b) U.S. consumers benefit from the rise ¢
the Indian pharmaceutical industry?

2. 'Who might have lost out as a result of the recel-
rise of the Indian pharmaceutical industry?

3. Do the benefits from trade with the Indian phar-
maceutical sector outweigh the losses? -

4. What international trade theory (or theories) bm

explain the rise of India as a major exporter
pharmaceuticals? '




