Change in pharma? Not optional.
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AN INDUSTRY IN TRANSITION

The pharmaceutical
industry is caught between
a blockbuster-driven past
and a future comprising
precision medicine, curative
therapies, and payment
for outcomes. The years
of consistent double-digit
growth and unconstrained
pricing power are fading
into memory.
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The challenges are significant and widespread. Between
2009 and 2014, the annual growth rate for the top 25 life
sciences companies slowed from the prior decade’s doubledigit average to only 1 percent annually. Declines in many
developed markets were barely offset by gains in emerging
ones. Big Pharma’s profitability has eroded, with operating
income falling an average of 1 percent annually over the past
five years. At the brand level, more than 70 percent of recent
launches have underperformed analyst forecasts, many quite
significantly.1

Pharma’s challenges
by the numbers

Despite the recent struggles, most pharmaceutical companies
have not yet embarked on broad transformations, particularly
in their commercial organizations.

The 2014 annual growth rate for top
25 life sciences companies, down from
double digits five years ago

Of course, pharmaceutical companies have not stood still
over the past five years. They have made numerous strategic
and operational adjustments, including narrowing areas of
therapeutic focus, increasing reliance on external sources
of innovation, outsourcing critical activities, consulting with
health plans, and reducing the number of sales representatives
in the field. Yet, the business model transformations they
have undertaken do not rival those in many other industries.
This hesitancy is of particular concern given the dramatic
changes underway in the healthcare ecosystem, including
declining access to physicians, increasing scrutiny by health
plans, growing regulatory complexity, and the rising role of
patients in care decisions. Despite Big Pharma’s intent to reach
the frequently cited ideal of being customer-centric, lean, and
nimble, there is little evidence to suggest that many of the top
industry players have taken a holistic and strategic approach to
getting there.

1%

70

Percentage of recent
brand launches that have
underperformed analyst
forecasts

1 Based on KPMG’s analysis of companies’ 10-Ks,
EvaluatePharma, Cowen and Company, FDA.
gov, and Med Ad News.

What is commercial transformation?
“Commercial transformation” is one of those phrases that has different meanings to different
people. It reflects more than a set of independent, strategic initiatives aimed at creating leaner,
more customer-focused organizations. True commercial transformation requires that pharmaceutical
companies take steps to become high-performance organizations that successfully navigate the
evolving interrelationships between healthcare stakeholders. To achieve this, there are 10 imperatives
companies should consider, which are designed to be implemented as part of an integrated and wellorchestrated change program.
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The 10
Imperatives for
Commercial
Transformation
To achieve true commercial
transformation in the evolving
healthcare environment,
companies should:

1

Use commercial tactics, not clinical data,
to differentiate new products

The hurdles for differentiation of a new drug are rising. In the past, if a product met
clinical efficacy standards, a certain number of physicians would be compelled to
prescribe it, driven in large part by share of voice. Now, with more competition in
each product category and the need to prove positive outcomes, even getting on a
formulary is difficult enough, let alone standing out from the pack. And yet, in most
categories, it is no longer sufficient to base commercial differentiation and marketing
tactics on clinical data alone. The reality is that, on a clinical data basis, a particular
drug may not be very different from others in the same class in the eyes of health
plans and providers. The length of time even first-in-class drugs can be considered
clinically differentiated is often only a matter of months, as fast followers quickly
enter the market. Instead, differentiation must focus more on commercial factors,
including evolving treatment paradigms; the characteristics of patient subsegments;
and, most important, physician and patient behaviors. And when it comes to tactics,
pharmaceutical companies could take some lessons from successful players in
other industries, especially related to the customer experience, brand identity, and
innovative pricing.
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CASE STUDY
Factoring Commercial
Considerations into Pipeline
Decisions
Challenge: The leadership of a top 15
global pharmaceutical company was
concerned that it was not ensuring
appropriate market access for certain
drugs under development. In particular,
the portfolio was overweighted toward
indications that were under intense
health plan scrutiny. And market
access for other assets was less than
favorable, especially in Europe.
Solution: The company developed
a framework that comprised fair and
consistent comparisons of pipeline
assets’ access readiness, investment
in the development of solid economic
evidence, and robust health plan
value propositions for products that
were assessed to be most at risk. The
framework was ultimately integrated
into the company’s new product
planning process.
Benefits: With greater understanding
of the access risk exposure of the
assets under development, the
company was able to optimize market
access investment across the portfolio,
and build the case for a significant
increase in the overall budget.

2

Elevate pricing and contracting within the organization

Innovative pricing has been an underexploited strategic lever at most pharmaceutical
companies, especially when compared to other industries. Future approaches could
include product bundling, outcomes-based contracts, or annuity-like payments. When
deciding upon a pricing approach, commercial organizations need to allocate more
resources to strategy and the garnering of robust economic evidence to support
their decisions. This includes gathering clinical data, conducting careful analysis of
that data, and creating messaging geared toward key decision-makers and industry
influencers. While pharmaceutical pricing and contracting groups have historically
been understaffed and lacking in strategic capabilities, they need to play a more
strategic role in the future, with increased investment and upskilled team members.
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CASE STUDY
Segmenting Go-to-Market Efforts to
Align with Local Markets

3

Take a more holistic approach to
stakeholder mapping and prioritization

In today’s converging healthcare landscape, there are a
growing number of influencers with the ability to impact care
decisions, including what drugs get prescribed to whom and
when. This starts with health plans, who have ever-increasing
power to decide which drugs get included in a formulary,
which are considered the preferred treatment for any particular
disease state, and what the reimbursement rate will be based
on a drug’s track record of improved outcomes. Outreach
needs to extend beyond health plans and physicians to include
the broad and complex network of additional stakeholders
who can directly or indirectly influence care decisions.
Particular attention should be paid to how stakeholder
influence varies geographically. In the United States,
stakeholder influence maps reflect considerable differences
among major metropolitan areas. In Europe, pricing and
reimbursement decisions can vary dramatically across regional
health authorities in countries like Spain and Italy. It is critical
that commercial organizations become adept at assessing,
targeting, and prioritizing activities for different stakeholder
landscapes as they go to market.

Challenge: The way healthcare reform is being
implemented is inconsistent across the United States, and
there are also varying degrees of adoption when it comes
to value-based care delivery and reimbursement models.
Given this environment, the U.S. subsidiary of a top 10
pharmaceutical company was concerned that its go-tomarket efforts were not aligned with the diverse needs of
varying local markets, particularly the most sophisticated
ones.
Solution: The company segmented the most critical
metropolitan areas, representing over half of current U.S.
sales, into market archetypes. These were based on a
number of critical factors, including degree of health plan
control, provider consolidation, adoption of value-based
reimbursement models, generic prescribing trends, and
physician access. The team developed a playbook for
each market archetype, covering the critical commercial
resources, capabilities, and strategies needed for success.
Then, through a collaborative process, the guidance in the
playbooks was adapted by the local market teams into highly
tailored, local go-to-market strategies and key account plans.
Benefits: “Above-plan” volume increases were achieved
in more than 70 percent of the targeted markets, along with
increases in customer satisfaction scores.
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Base sales models on a collaborative
approach to improving outcomes

As direct physician detailing becomes less prevalent and
impactful, pharmaceutical commercial organizations must
transition from traditional transactional sales activities to
more collaborative relationships. Big Pharma and the provider
community share a commitment to improving quality
and outcomes in the healthcare ecosystem. Therefore,
conversations around drug attributes and prescribing
preferences should shift in both tone and substance to reflect
this common concern. The ideal would be for commercial
organizations to embrace the philosophy of “helping their
customers’ customer.” In other words, providers are focused
on reorganizing into Accountable Care Organizations (ACOs)
and other risk-sharing models to improve the patient quality
ratings they receive and offer more affordable care. In turn,
pharmaceutical commercial organizations should help providers
achieve these goals by becoming more solutions-oriented,
e.g., by recommending product bundles and providing
supporting services that enhance the products. Such a shift
in the selling model also requires a change in marketing
strategy to de-emphasize brand-specific messaging and place
more emphasis on “above-brand” messages that reflect the
strengths of the entire enterprise.

5

Play a larger role in the industry
transformation from “volume to value”

Pharmaceutical companies are narrowing their areas of
therapeutic focus, increasing scale, and building greater
expertise in target disease areas. Therefore, their insights into
the patient journey, the limitations of current care models, and
how to improve patient outcomes are further deepening. The
industry as a whole has the ability—and the responsibility—
to leverage the wealth of insight at its disposal to refine
disease diagnoses, better understand patient behavior within
population segments, and analyze the relative effectiveness
of treatment modalities. Further, an increasing number of
pharmaceutical companies are pursuing collaborations with
health plans and providers on disease research, data sharing
to improve outcomes and reduce the cost of care, and
patient education and engagement programs. In these ways,
pharmaceutical companies can play as large a role as providers
and health plans do in moving the industry toward enhanced
patient outcomes at lower costs.

6

Support providers in improving quality
and patient satisfaction

Pharmaceutical commercial organizations, particularly those
developing and commercializing products in hotly contested
disease areas, are well positioned to assume a larger role in
delivering not only improved outcomes, but enhanced patient
satisfaction. This can take many forms, but most impactful
are enhanced “beyond-the-pill” solutions, such as support
for medication adherence, patient engagement activities, and
wellness counseling. The methods and channels by which
pharmaceutical companies communicate with patients and
the providers who serve them should expand to include
not only traditional advertising, direct sales, and medical
affairs activities, but, increasingly, digital, mobile, and social
networking tactics as well. As they pursue new tactical
approaches, commercial organizations must keep a close eye
on how customers prefer to receive information and leverage
that insight to develop customized communication and
engagement strategies.

7

Leverage data and analytics to
enhance commercial strategies

The pharmaceutical industry has long been a data-rich
environment, and its commercial organizations are highly
skilled at using analytics to target high-prescribing physicians,
identify and respond to rapidly changing competitive dynamics,
and customize brand messages. In addition to historical
data, the availability of current and even real-time data is
exploding, stemming from clinical trials, electronic health
records, and self-monitoring devices and activities among
patients. However, the insight generated from that data
continues to lag. Commercial organizations that can take the
lead in harnessing data to inform commercial strategy, improve
commercial effectiveness, and enhance efficiency will have
significant advantages in the competitive environment.
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Allocate commercial resources
optimally across markets and brands
In many cases, last year’s commercial budget is used as the
baseline for future resource allocations, with only incremental
adjustments and too little focus on measurement and
“bang for the buck.” Too much money is spent on trying to
differentiate “me too” drugs or capture a broader share of
voice, instead of trying to increase brand profitability, return
on investment, and value for shareholders. Although the
industry certainly recognizes that the role of the individual
prescribing physician is diminishing in many disease
areas and geographies, a disproportionate amount of
commercial investment is still focused there. It is critical that
pharmaceutical commercial organizations develop more robust
frameworks for commercial resource allocation that take into
account brand maturity, competitive intensity, health plan
scrutiny, and regulatory developments, while optimizing return
on commercial investment.

9

Evolve performance metrics and
incentives to reflect new realities

Most commercial organizations, including both the sales force
and brand teams, are still measured and incented on share
and volume growth. Limited attention is paid to profitability,
regardless of a drug’s degree of differentiation, competition,
or maturity. There is also insufficient focus on increasingly
critical but less quantifiable factors, such as brand awareness,
stakeholder engagement, relationship quality, and customer
satisfaction. As commercial organizations transform from
the class transactional model to more strategic, collaborative
approaches, performance metrics and incentives need to
evolve in turn.
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10

Drive the transformation agenda
throughout the enterprise

Finally, it is not only the commercial organization’s inner
workings that need to transform, but also the manner
in which the group interacts and collaborates with the
rest of the organization. It is surprising how siloed many
pharmaceutical organizations remain, with insufficient—and
too often counterproductive—interactions between the
commercial organization and other functions, and between
global and local teams. Pharmaceutical companies must
encourage collaboration of the commercial function with
other departments to ensure that the whole enterprise is
moving in the same direction, with a common vision and
sense of purpose, typically starting with the customer. The
commercial organization can play a critical role in helping the
broader organization adopt more of a customer mindset, which
can then help inform and align activities related to new drug
development, sales, marketing, manufacturing, distribution,
and even finance.

other departments to ensure
that the whole enterprise is
moving in the same direction,
with a common vision and
sense of purpose, typically
starting with the customer.
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How much change, how fast?

T

Taken individually, most pharmaceutical companies show some level of activity against each
of these imperatives, including pilots to test new and innovative ideas. However, many are
only ready for incremental change and are not yet prepared to take more aggressive action.
Few, if any, pharmaceutical companies have made the holistic and integrated changes to
their commercial models that will be required to win in tomorrow’s healthcare landscape.
This is understandable as, with any major transformation effort, change is not easy. However,
with the right frameworks, processes, resources, and committed leadership, commercial
transformation is achievable.
As the word “imperative” implies, each of the 10 directives outlined above is critical to a successful
commercial transformation. However, it is important to note that each company’s strategy, competitive
landscape, areas of therapeutic focus, and geographic footprint are unique. Therefore, each priority will
not be of equal urgency to all. For example, the relative criticality of the 10 imperatives will vary between
a leading oncology player and a company with a portfolio that consists of primary care brands. Adding
further complexity, a large global company may not undergo a single commercial transformation program,
but more likely will embark on multiple programs with an overarching theme, as well as varying priorities,
designs, and implementation road maps for different geographies and business units.
Pharmaceutical companies need to transform their commercial models so that they can continue to thrive.
In our evolving healthcare ecosystem, power centers are shifting, quantifiable outcomes are expected,
and companies must demonstrate value for every healthcare dollar spent. We are approaching a tipping
point when pharmaceutical companies, no matter the size or therapeutic focus, will no longer be able to
view commercial transformation as an aspiration. Instead, they will need to recognize that it is a critical
imperative.
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KPMG helps companies transform
The path to true commercial transformation is clearly a
challenging one, with numerous moving parts. Each of
these parts must transition in a purposeful, coordinated
way to a new model, all while ensuring that the business
as a whole continues to deliver the near-term financial
results shareholders expect. This can be an imposing task
for pharmaceutical organizations, particularly in risk-averse
environments.
KPMG LLP’s (KPMG) perspective is that the pharmaceutical
industry is quickly approaching an inflection point where
incremental change will no longer be the less risky option.
Instead, the rapidly changing healthcare environment is making
commercial transformation an imperative, with slower moving
companies likely to fall irrevocably behind.

KPMG has broad and deep experience helping pharmaceutical
companies with large-scale transformation engagements
from strategy to execution. We help companies cross the
chasm of commercial transformation and significantly mitigate
associated risks and challenges. We work with companies to
define the vision for a new commercial model, cultivate the
supporting business processes and metrics, develop a stepby-step road map, and execute a forward-looking business
transformation. With know-how in commercial strategy, sales
enablement, compliance, and organizational transformation,
KPMG brings the capabilities and experience needed to
help pharmaceutical companies define and achieve robust
new commercial models and thrive in the future healthcare
environment.
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