Measuring R&D return on investment
in pharmaceutical industry
Abstract
A decrease in R&D productivity has been a major business challenge in the pharmaceutical industry
for years. Today, some companies are seeing improvement as a result of organizational
transformation of R&D functions and external collaborations. Since 2010, Deloitte, in association with
Thomson Reuters, has been quantifying the return on investment of selected life sciences companies.
This paper will examine this improvement based on quantitative analysis of productivity and the return
from compounds in late-stage development.
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Figure 1 presents the impact of each of these
drivers for the same cohort of companies over a
cumulative four-year time period, 2010-13.
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While the number of assets in company late

Over the past four years R&D returns have

stage pipelines has remained stable since 2010,

steadily declined

indicating that pipeline flow has remained intact,
the total projected value of late stage pipelines
has declined from $1,369 billion to $913 billion.
Since 2010, specific aspects of the economics of
value generation (cash outflows versus cash
inflows) that are holding back R&D returns at a
cohort level are:

For the period 2010 to 2013, the positive impact
of revenues from new compounds entering the
late stage pipeline was sufficient to fill the gap
left by the successful commercialization of
assets as they launched. However, the level of
pipeline replenishment has been insufficient to
offset commercialization along with the cost of

 a 43 per cent reduction in projected peak
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investment incurred in late stage pipeline
development) and tax rates was not balanced by
improvements in operating margin and licensing
costs.

billion over the four year period
 an increase in the level of overall R&D
investment as the anticipated impact of R&D
cost saving programs have yet to be realized
in full. The cost to develop and launch a new
medicine has increased 18 per cent to $1.3
billion over the four year period
 phasing of R&D investment, assets are
spending longer in complex and expensive
late stage development, particularly between
2012 and 2013, and total development time
has increased from 13.2 years to 14 years.
Companies are taking longer to collect more
evidence and to decide whether to progress
assets through to the next phase of
development.
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Number and value of late stage compounds

entering the pipeline fell from 78 to 55, leading to
an overall reduction in compound movements.

A detailed analysis of movement in year-on-year
returns is more revealing in terms of drivers of
performance. Three year-on-year time periods

Trends consistent for the time periods 2010-
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11, 2011-12 and 2012-13

to identify trends in dynamic returns (Figure 2).

Comparing year-on-year changes in returns
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remained stable at around 200. The total
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Minor improvements in operating margins and
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reductions in licensing costs had a positive
impact for each of the three time periods

The increase in movement of compounds seen
in 2011 12 was not maintained in 2012-13. While

considered. Increases in overall R&D cost and
tax rates resulted in a small, negative impact on
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declined from 39 to 34 and 22 to 19,
respectively, the number of new compounds
16

Figure 2. Drivers of change in IRR by year, 2010–13
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Cost factors

Dynamic returns in 2012-13 mirrored those of
2010-11

Conclusion
Although the adverse global economic climate

The time periods 2010-11 and 2012-13 exhibited

appears to be easing, market conditions are

similar dynamic trends:

likely to continue to prove challenging for life

 more value was transferred to the
commercial portfolio than was brought into
the late stage pipeline
 an increase in the amount of time and

sciences companies. Payers will continue to
apply downward pressure on price, with premium
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demands for better outcomes data will continue

development exerted a negative impact on

to present the industry with a challenging

dynamic returns, and this was particularly

environment in which to drive improved R&D

pronounced in 2012-13

returns.

 the 2011 and 2013 yearly IRRs exhibited a
significant decline from the previous year, at 2.8 and -2.4 percentage points respectively.

As seen in the result of analysis of the cohort of
12 companies, the situation is not very optimistic.
Readers will understand that there is no single
silver bullet that will improve R&D.

In contrast, for the period 2011 to 2012:
However, it is worth noting that 105 products
 the significant uplift from new compounds

have been launched by the cohort of 12

more than compensated for the value

companies over past 4 years, transferring $770

transferred to the commercial portfolio

billion of projected value into their commercial

 changes in R&D phasing (the amount of time
assets spend in each phase of development)
had a small, positive impact on performance
returns

portfolios. Moreover, the value of individual
products has been drastically increased and
costs other than R&D have been reduced. The
keys to future success will include (1) how to
ensure that enough assets advance to late stage

Overall, R&D organizations are commercializing

development and (2) how to avoid loss caused

effectively, this is particularly apparent over the

by terminations. We hope productivity will be

last year, but they are failing to match this level

improved though all endeavors of

of performance in other drivers of R&D returns,

pharmaceutical companies.

for example cost containment and rate of

For further information, please contact us for a

innovation. Companies need to maintain their

copy of the most recent Deloitte report,

current trajectory in terms of moving compounds

discussing results of competitive analysis for the

into the late stage pipeline and on to

12 cohort companies, strategies for improvement

commercialization. However, the pace of change

in R&D productivity, and recommended methods

in factors underlying the economics of R&D

for measuring asset value and IRR*.

needs to accelerate for the sector to achieve a
sustainable level of returns.

* Please contact to the authors listed in the next page or email to ls_newsletter@tohmatsu.co.jp .
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