
Health care spending continues to surge at
rates that are, for most governments, unsus-
tainable. As a result, a growing priority for
governments today is increasing the effecti-
veness of their health care systems. Many
countries, from the US to Europe and Japan to
the emerging markets, have made health care
reform a top priority.
In efforts to cut costs, pharmaceutical spen-

ding, has been a highly visible target for cost
containment. This impact has been most evi-
dent in the price-cutting plans that have spre-
ad across Europe in recent months, accelera-
ted by the sovereign debt crisis.
Yet a common ground of these reform

efforts is to make these systems sustainable
on the long-term by reshaping their “curren-
cy.” To accelerate change, policymakers need
to move away from costs or budget conside-
rations and turn to changes in patient or popu-
lation health status, or health outcomes, as
their main focus.
Beyond the short-term cost-cutting initia-

tives that the pharmaceutical industry is navi-
gating with diversification strategies, the
opportunity is clear for the industry to beco-
me more visible in demonstrating the value
it brings to the health care system.

Pharma 2.0

The fundamentals of the pharmaceutical
industry are strong. A steadily growing and
aging world population is expanding the
potential patient base, and rising incomes in
emerging countries are contributing to boost
the global demand for higher-quality health
care.
However, industry players concur that they

are facing a number of pressure points —
changing market realities such as pricing and
regulatory pressures, thinning drug pipelines,
efficacy issues, shifting demographics, globa-
lization and more. Such macro changes have
forced pharma companies to move away from

their monolithic blockbuster business model,
dubbed “Pharma 1.0”, to becomemore innova-
tive, collaborative, diversified, global and value-
driven, – the model we call “Pharma 2.0”.
Today,most pharmaceutical companies are

in the midst of their transformation to 2.0. The
strategic choices underlying this transforma-
tion have been built on the individual compa-
nies’ view of the changing business environ-
ment, their core competencies and their poten-
tial competitive advantages.
TThhee  sscciieennccee – With more than $70 billion

USD worth of drugs set to lose patent protecti-
on over the next five years, the need to rein-
vigorate pipelines is more pressing than ever.
Pharmaceutical companies are taking a stra-
tegic approach to “the science” — therapeutic
categories, organizational realignment, bio-
technology and personalized medicine. They
have recognized the need for new approaches
to increase the quality and effectiveness of
their portfolios. Efforts are made to prioritize
therapeutic and disease categories, break down
silos and increase collaborations with start-
up companies and academia. As scientists
advance to understand diseases at the mole-
cular level, they are becoming increasingly
empowered to develop treatments more spe-
cific and efficient, matched to patients’ gene-
tic profiles with the potential of a greatly dimi-
nished risk of adverse reactions.
TThhee  ccuussttoommeerr  – Customer segments in

mature markets have been expanding beyond
the traditional base of physicians to include
a broad range of additional customers, such
as governments, insurance companies, public
agencies, pharmacists, hospitals and patients.
To adapt to these evolving customer profiles,
pharma companies are transforming their
approach to brand, marketing and sales
management. At the same time, they are
moving from a transactional model of inter-
action with customers to a more systematic,
customer-facing model where all levels of the
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organization, not just the sales force, are focu-
sed on the customer. Most companies are dis-
mantling their large sales forces in the field,
traditionally focused on physicians, and ins-
tead developing sales approaches and more
specialized sales teams tailored to new custo-
mers and products. 
In many cases, the industry is counting on

emerging markets to extend the life of matu-
re products as well as to develop new markets
for their prescription drugs. It is targeting deve-
loping countries’ growing ranks of the middle
class — a strategy that has obvious benefits
in the near and long term. Here, the industry,
while it is dismantling its sales infrastructu-
re in mature markets, is rapidly building up a
sales force needed for growth in what are
highly physician-driven markets. Yet, an emer-
ging markets strategy represents an enormous
challenge for an industry that has focused so
much of its past efforts on selling to the top
of the income pyramid. International expan-
sion demands a certain degree of finesse and
a more holistic view that takes into account
the dynamic environment in emerging mar-
kets. There is also a growing urgency to crea-
te a more satisfying and sustainable approach
to the patients at the base of the income pyra-
mid in the developing world.
TThhee  ooffffeerr – Services represent an area where

pharmaceutical companies — with 99% of
revenues tied up in products — are notably
absent today. Interestingly, the evolution of
nearly all product-based industries shows us
that the best way to create loyal, long-term
relationships and critical feedback loops with
customers is through services and improve-
ments in the customer experience. And phar-
maceutical companies are in an ideal positi-
on to participate in the entire value proposi-
tion for better health as we will see later in
this article. 
TThhee  ppeeooppllee – The pharmaceutical industry

is constantly fine-tuning its approach and
dedicating a wealth of resources – in money
and time – to the discovery, development and
lifecycle management of products. But the
industry is still in its infancy when it comes
to applying the same level of strategic focus
to the discovery, development and lifecycle
management of people. While all recognize
that innovation comes from innovative people,
not products, companies have not yet fully exe-
cuted on the potential to transform themsel-
ves by transforming the way they recruit, train,
mentor and advance the staggeringly diverse
workforce of the 21st century.
TThhee  oorrggaanniizzaattiioonn – The focus on the custo-

mer is driving decisions around “the organi-
zation.” After years of building complex busi-
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Figure 1 Business model transformation: Pharma 1.0 to Pharma 2.0



nesses with large bureaucracies, the industry
strives to build and manage businesses nim-
ble enough to meet global demands. The deba-
te about centralizing versus decentralizing
certain business functions has been joined by
a parallel discussion on aggregating versus
disaggregating company assets and business
units. On both fronts, speed, nimbleness and
agility are winning out. Industry leaders once
known for consolidating assets to form large
divisions are now carving out smaller busi-
ness units to serve each market. This is enab-
ling them to make decisions faster, a key attri-
bute of a successful global business.
TThhee  vvaalluuee  ccrreeaatteedd – The industry is increa-

singly realizing the need to focus on “financi-
al strategy” as a means of creating value and
managing for risk-adjusted return, not just
revenue. One area of progress is in the realm
of cost management. For years, many compa-
nies relied on instant cost-cutting campaigns
that paid little attention to, and in some cases
jeopardized, long-term growth plans. Today’s
finance directors are taking a more strategic
and sustainable approach by aiming to crea-
te a long-lasting cost advantage within the
industry. Outsourcing and shared services are
becoming the norm, and they are generating
significant cost savings. While most directors
admit that they have a long way to go to “grow
lean,” this new emphasis on efficiency initia-
tives that contribute to long-term profit growth

represents a notable shift in thinking. The
focus is now turning to building the systems,
tools, metrics, processes and reports that can
provide a more sophisticated approach to capi-
tal allocation.

Pharma 3.0

As the industry is in the midst of this Phar-
ma 2.0 journey, new and sweeping trends have
emerged that are again transforming the busi-
ness environment. Changing incentives are
reshaping the health care ecosystem with an
emerging need to deliver a sustainable value
proposition centered on health outcomes. This
shift will require the industry to revisit its
business model with a move towards Pharma
3.0 -- business models focused on health out-
comes. Pharma 1.0 and Pharma 2.0 were focu-
sed on developing and marketing drugs; Phar-
ma 3.0 is a reconfiguration of the model with
a focus on health outcomes where the tradi-
tional product – a drug – is only one part of
pharma’s value proposition.

HHeeaalltthh  oouuttccoommeess

The primary agents of change are the payor-
and the government-led reform initiatives
underway in most major markets, from the US
and Europe to emerging markets. A common
theme throughout these initiatives is creating
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more efficient systems by focusing on health
outcomes. In this context, systems will reward
stakeholders for the perceived value deliver-
ed to the system, with price cuts and rebates
applied on most existing treatments and value-
based approaches for innovative drugs. 
Health information technology is further

enabling and accelerating an outcomes-driven
industry. The digitalization of health data,
electronic health records and associated eHe-
alth platforms offers the promise of enhan-
cing efficiency, increasing safety and reducing
costs. Mobile health technologies provide live
and real-time access to digital health infor-
mation, supporting diagnosis and monitoring,
as well as driving compliance in medication.
Social media platforms are enabling patients
to share health information. The convergen-
ce of social media and health information pro-
vides the benefit of empowering patients in
health literacy. People are empowered to
improve their health as they can access and
understand information that in the past was
available only to their healthcare providers.
This tremendous expansion of availability

of health data will empower payors to make
better decisions as reform initiatives drive
value-based choices and outcomes-based pri-

cing and reimbursement. 
The same transformation is happening on

the patient’s side. Traditional patients are beco-
ming “superconsumers,” capable of making
real, value-based decisions based on their
health outcomes. 

NNoonn--ttrraaddiittiioonnaall  ppllaayyeerrss

This emerging ecosystem is attracting many
new, non-traditional players, from e-health
and mobile health firms to consumer electro-
nics companies, large retailers to medical tech-
nology firms and information aggregators.
These companies are rushing in to fill the gaps
and capitalize on the potential returns of an
outcomes-centered world. 
In Ernst & Young’s latest Progressions

report, we surveyed business development and
innovation leaders and found overwhelming
agreement that these new entrants will play
an increasingly important role in the health
outcomes ecosystem. Looking at total respon-
ses across all categories of potential entrants,
92% of the respondents said it was likely that
new entrants will enter the ecosystem. Ana-
lyzing the categories, the most likely entrants
(as well as the most potentially highly disrup-
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tive) are e-health/m-health and new medical
technologies companies.

DDeelliivveerriinngg  oonn  hheeaalltthh  oouuttccoommeess

Delivering on health outcomes will requi-
re the pharma industry to engage in the cycle
of care around the patient, from predispositi-
on testing, prevention, diagnosis and therapy
to patient monitoring. The industry’s 2.0 busi-
ness model is not equipped to deliver on such
a value proposition. To do so, the pharmaceu-
tical industry will need to collaborate with
non-traditional players, bundling business
models in symbiotic interaction. It will requi-
re also co-creating value for key stakeholders,
from patients, payors and governments to busi-
ness partners.
In the Pharma 3.0 business model, pharma

companies seeking to deliver health status
improvements need to reach new patients by
tackling underserved markets, meet unmet
medical needs and do a better job of serving
existing patients by managing patient outco-
mes. As such, companies planning to develop
new business models for Pharma 3.0 will need
to build their models around some combina-
tion of three core value propositions:

11..  MMaannaaggiinngg  ppaattiieenntt  oouuttccoommeess. Outcomes
management could include, for example, fos-
tering compliance through patient engage-
ment, engaging in health care delivery either
directly or by enabling a more targeted deli-
very through patient population stratificati-
on. Leading-edge examples include the part-
nership between Novartis and Proteus Biome-
dical, a Californian start-up, for developing a
“smart-pill” technology. When one of these
pills is taken, it sends wireless signals through
the body to another chip worn as a skin patch.
That, in turn, can upload data to a smart-phone
or send it to a doctor through the internet. It
ensures that the patient is taking their medi-
cation at the right time, a critical factor in suc-
cessful treatments.
In another approach, Bayer Diabetes Care

introduced DIDGET, a blood glucose meter for
children with diabetes that connects directly
to Nintendo gaming systems. The DIDGET
meter is designed to help young patients
manage their diabetes by rewarding them for
building consistent blood glucose testing
habits and meeting personalized glucose tar-
get ranges. Bayer’s DIDGET meter reinforces
consistent testing by awarding points that
kids can use to unlock new game levels.
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22..  EExxppaannddiinngg  aacccceessss  ttoo  hheeaalltthh  ccaarree  iinn  uunnddeerr--
sseerrvveedd  mmaarrkkeettss,,  iinn  ddeevveellooppiinngg  ccoouunnttrriieess  aanndd
iinn  mmoorree  mmaattuurree  mmaarrkkeettss  ffoorr  uunniinnssuurreedd  ppaattiieenntt
ppooppuullaattiioonnss.. Examples of collaborations to
expand access include partnerships between
pharmaceutical companies, governments
and/or non-profit organization. For example,
Roche joined forces with Novo Nordisk and
the World Diabetes Foundation (WDF) in a pro-
gram called “Changing Diabetes in Children”
for humanitarian activities in emerging eco-
nomies.
In their "SMS for Life" initiative, Novartis,

IBM, Vodafone and the Roll Back Malaria Part-
nership have developed a combination of mobi-
le phones, short messaging service technolo-
gies and intuitive websites to track and mana-
ge the supply of anti-malaria drugs in remo-
te areas of Tanzania.
33..  MMeeeettiinngg  uunnmmeett  mmeeddiiccaall  nneeeeddss,,  iinn  ccoomm--

pplleexx  iinnddiiccaattiioonnss  ssuucchh  aass  oonnccoollooggyy  oorr  iimmmmuu--
nnoollooggyy  aass  wweellll  aass  iinn  uunnddeerrsseerrvveedd  tthheerraappeeuuttiicc
ffiieellddss  ssuucchh  aass  mmaallaarriiaa,,  ddeenngguuee  ffeevveerr  aanndd  oorrpp--
hhaann  ddiisseeaasseess.. A leading-edge example demons-
trates that these initiatives are not reserved
to big pharma. MondoBiotech, a Swiss-based
innovative company focusing on neglected
diseases, has entered a partnership with
23andme, a personal genetics company inves-

ted in by Google, Inc. and others, to advance
genetic research for patients with rare disea-
ses. MondoBiotech is sponsoring the enroll-
ment of patients with rare diseases to the plat-
form, in exchange for access to the genetic
data for research.
The industry is witnessing a surge of ini-

tiatives between the private and public sectors
aimed at meeting unmet medical needs in the
field of neglected diseases. The Medicines for
Malaria Venture brings together multiple
public and private partners, with the aim of
discovering, developing and delivering new
affordable anti-malaria drugs.
The pharmaceutical industry is also increa-

singly collaborating with peers, in “pre-com-
petitive partnerships” such as Enlight Biosci-
ences, which includes several pharma multi-
nationals, focusing on developing transforma-
tional enabling technologies with an impact
on the drug discovery process. Also, in the Inno-
vative Medicines Initiative, Roche and Novar-
tis are collaborating to develop solutions for
overcoming the research bottlenecks in the
drug development process.

BBuussiinneessss  mmooddeell  iinnnnoovvaattiioonn

In our discussions with pharmaceutical exe-
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cutives about evolving business models, we
find that they understand and embrace the
promise of Pharma 3.0 , yet change continues
to be difficult.
Three main challenges have emerged in our

conversations:
11..  TThhee  ccuurrrreenntt  bbuussiinneessss  mmooddeell  iiss  wwoorrkkiinngg.

It is still delivering high margins and solid
growth in its current configuration and is fore-
casted to continue to do so in the short or mid-
term.
22..  TThhee  iinndduussttrryy  wwiillll  nneeeedd  ttoo  eexxpplloorree  uunncchhaarr--

tteedd  tteerrrriittoorriieess  ttoo  ddeevveelloopp  bbuussiinneessss  mmooddeellss
aarroouunndd  hheeaalltthh  oouuttccoommeess.. Companies will need
to develop partnerships with players from
other industries, which are beyond their cur-
rent “comfort zone.” Developing a partnership
with a technology player, for example, holds
the potential for deal-breaking clashes over
different goals, operating principles and cul-
tures.
33..  PPhhaarrmmaa  ccoommppaanniieess  wwiillll  nneeeedd  ttoo  aaddaapptt  ttoo

tthhee  ppaaccee  ooff  aa  sswwiiffttllyy  cchhaannggiinngg  eeccoossyysstteemm. The
industry‘s product development lifecycle is
notoriously long. In the new ecosystem, the
business environment is rapidly evolving, as
new technologies appear almost daily.
We believe that business model innovati-

on should be supported by commercial trials,
with the five following principles:
11..  PPiilloottss.. Once a company has identified a

strategic area in which it wants to focus, the
next step is to identify different ways in which
it can play in that space and to test those in
early pilot versions. 
22..  RRaappiidd  pprroottoottyyppiinngg. Succeeding in the futu-

re will require more than seizing opportuni-
ties; it will mean ending failing experiments
and leveraging lessons learned through rapid
prototyping. This will require new cultural
mindsets and a different “tone at the top” —
one that provides incentives for speed, flexi-
bility and experimentation.
33..  OOppeenn  iinnnnoovvaattiioonn.. Delivering new outco-

me-based products and services in the Phar-
ma 3.0 ecosystem will require combinations
of competencies that no individual firm pos-
sesses. Companies will need to bring an out-
side-in, open approach.
44..  FFlleexxiibbllee  ccoonnttrrooll.. Alliance structures will

need to be sufficiently well defined to main-
tain the focus of the collaboration but flexi-
ble enough to allow for quick response to new
challenges and opportunities.
55..  PPoorrttffoolliioo  mmaannaaggeemmeenntt.. Companies will

need to look across their alliance portfolios so
that partners can learn from each other, iden-
tify synergies and increase the overall value

they deliver.

Execution

It is far from clear which players will thri-
ve and which will fail to capitalize on the new
health outcomes ecosystem. But much of the
answer will lie in the ability to execute and
manage creative collaborations and transac-
tions. To succeed, companies will need to
assemble capabilities they don’t currently have
to build products and services that don’t yet
exist. In some cases, this might be done
through acquiring companies or assets, but in
most situations, we expect firms to enter alli-
ances in which they will join assets and capa-
bilities to co-develop new offerings.
Pharma 3.0 represents a significant shift

from Pharma 2.0’s “contractual” collaborative
approach, where pharma companies have been
in the driver’s seat in managing collaborati-
ons with business partners and controlling
and commercializing most of the value crea-
tion. In Pharma 3.0, companies will need to do
a better job of fitting into the changing busi-
ness models of other key players in the eco-
system. They will need to step outside the
familiar and relinquish control – seamlessly
combining capabilities, resources, channels
and customer relationships with those of their
business partners.
The life sciences industry has become quite

proficient at executing traditional research
and development collaborations with peers or
biotechs. Partnering with non-traditional play-
ers from other industries - including techno-
logy, insurance, internet services, food and
retailing – may require assimilating a host of
differences in operations and cultures.  
Inter-industry collaborations will face chal-

lenges at every stage of the process. Our sur-
vey of business development leaders at major
pharmaceutical companies and non-traditio-
nal entrants canvassed the opinion of the key
executives most likely to be at the forefront
of these changes. Their self-assessments reve-
al surprisingly wide-spread capability gaps in
areas that will become increasingly important
for the Pharma 3.0 ecosystem.
The scatter plot below summarizes the

responses to two questions: “what will be more
challenging?” and “how well are you prepa-
red?
Along the left axis we graph the portion of

respondents who believe each execution ele-
ment will be more challenging for non-tradi-
tional collaborations. Across all deal-related
functions, an average of 50% of respondents
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expects deals to become more challenging.
The tasks expected to be especially chal-

lenging reflect the unique nature of the jour-
ney ahead. Since it is fundamentally about
developing new business models, it is not sur-
prising that corporate and deal strategy as
well as offer and market positioning are near
the top of the list (with 75% and 64%, respecti-
vely, of respondents saying these functions
will become more challenging).
Most expect the same of due diligence and

valuation and modeling (75% each). Reflecting
the critical roles of data security and intel-
lectual property, 62% of respondents, for each
category, expect challenges to increase. The
same is true for change management and
talent.
The bottom axis in the scatter plot provi-

des the responses to the second question,
which asked executives to rate how prepared
they were to address each challenge. The
greatest gap between the level of challenge
and the degrees of preparedness is in valua-
tion and modeling, where 75% of respondents
think the issue will become more challenging.
Other issues with large preparedness gaps
have a high degree of overlap with the list of

most challenging issues. These include talent,
offer and market positioning, reputation, due
diligence, change management and data secu-
rity and privacy.

Guiding principles for Pharma 3.0

Regardless of which strategic alternative is
chosen, the ultimate competitive advantage
will come through a company’s ability to exe-
cute its plan for delivering health outcomes. 
Transformation is an evolutionary process.

Each business model fuels the next, and sub-
sequent models draw from the strengths of
their predecessors. Pharma 1.0 has been and
is still today a highly successful model that
has driven the industry’s growth, producing
margins unmatched by other sectors. Pharma
2.0 has helped the industry change its approach
to customers, alleviating some of today’s pres-
sures and laying the ground for Pharma 3.0
and a collaborative, outcomes-centered per-
spective.
Depending on each company’s strategy,

these models may co-exist at different times.
A company may continue to be rooted in inno-
vation around its product and market growth
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Figure 6 Challenges and readiness for executing nontraditional alliances



while morphing gradually into new way of
doing business. 
As companies begin to embrace the

changing ecosystem with strategies to derive
new growth, we propose four guiding princi-
ples to successfully capture the Pharma 3.0
opportunity.

11..  DDeeffiinnee  yyoouurr  PPhhaarrmmaa  33..00  bbrraanndd..

The ecosystem is becoming more complex,
incentives are changing, and nontraditional
players are entering the market. To define your
brand in the new environment, ask yourself
these questions:

Are your front-line executives focused on
these trends?
How will these changes impact your busi-
ness?
What is your strategic focus, and what will
be your competitive advantage in this more
complex reality?

22..  CCoo--ccrreeaattee  vvaalluuee  wwiitthh  ppaarrttnneerrss  aanndd  ppaattiieennttss..

More than ever, firms will need to combi-
ne unique assets and attributes to build rele-
vant offerings for the healthy outcomes eco-
system.
How open is your (business model) inno-
vation?
Are you focused on being a partner of choi-
ce for nontraditional players?
What is your network strategy to become
a critical player by intentionally co-crea-
ting value for partners and patients?

33..  EExxppeerriimmeenntt..  TThhiinnkk  ssmmaallll..  FFaaiill  ffaasstt..

There is no single right answer. Companies
will develop solutions by experimenting with
large numbers of “commercial trials” — and
culling those that don’t work.
How well does your organization encoura-
ge experimentation and “outside-in” lear-
ning (and accept failure as an inevitable
by-product?)
How much are you investing in business
model innovation (versus product innova-
tion?)
How rigorous is your pipeline of commer-
cial trials for business model innovation?

44..  PPrreeppaarree  ffoorr  ssuucccceessss..

Our survey and interviews indicate that
pharma companies aren’t fully prepared for

the challenges that these creative new alli-
ances will bring.

What gaps do you have in your skill sets
and capabilities, and what are you doing
to fill them?
How are you monitoring and addressing
the new and heightened risks in Pharma
3.0 deals?
Have you identified and empowered a lea-
der for business model innovation?

Note: this article contains excerpts from
the Ernst & Young Global Pharmaceutical
Reports, Executing for success: powering new
business models and Pharma 3.0
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