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Fundamental analysis helps to identify the future trend of the industry which will help to identify the key
factors to be considered before making an investment. The industry analysis on pharmaceutical industry
which is a part of fundamental analysis is useful to choose companies among the drugs and pharmaceuticals
industry for investment and to devise an optimum portfolio which would increase the return to the investors
and reduce the risk involved. The fundamental analysts believe that the market price tends to move around
intrinsic value of the scrip. A difference between the current price and the intrinsic value is the return to the
investor. The trend analysis, SWOT analysis and ratio analysis have been used in this study. The impact of
economic factors on pharmaceutical industry is also analyzed. The analysis shows that the pharmaceutical
industry is growing industry which will provide good investment opportunity to the investors. The key
indicators for profitability, solvency, liquidity and efficiency indicate that the investors’ money will be safe
and will provide good return.

INTRODUCTION
The fundamental analysts believe that the share prices depend on the value of the security.

The value of a share depends on economic, industrial and company factors. The profitability
(earnings), the growth rate of sales and profit and the extent of deviation (risk exposure) in the
earnings have a direct impact on the share price of the company. These factors, in turn, rely on
the host of other factors such as the economic environment in which they function, the industry
they belong to and the company’s own performance. The sole purpose behind investing in
securities is to get higher rate of return. However, the risk factor associated with the return often
does not fulfill the purpose of investment. A large body of research demonstrates that
economically significant abnormal returns spread over several years can be obtained by
implementing fundamental analysis trading strategies. This study aims at assessing financial
health of the business. The study tries to analyze the present scenario of drugs and
pharmaceuticals industry in India.

REVIEW OF LITERATURE
Sharma and Sharma (2009) examined whether fundamental analysis signals (traditional

and growth) on growth stock differentiate the extreme performers. The study found that the
traditional method signals firm’s profitability, cash performance, operating efficiency and
liquidity and growth signals related with the firm’s earnings, growth, research and development,
capital expenditure and advertising expenditure. Finally, the study concludes fundamental
analysis based on growth signals is very successful in differentiating firms.

Madanmohan and Krishnan (2007) studied the adaptive strategies in the Indian
pharmaceutical industry. The pharmaceutical industry’s adaptation to change is rather
multifaceted both horizontal and vertical at product and process end. Scale economies seem to
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be the predominant strategy, while an attempt to stabilize and control the environment through
alternative technology routines seems to be the other preferred strategy.

Lars (2011) studied the key drivers and success factors for mergers and acquisitions
strategies in the biotechnological and pharmaceutical industry and analyzed the mergers and
acquisitions and post-merger integration activities in the biotechnological and pharmaceutical
industry. To start with, the development of the pharmaceutical and biotechnology industry is
analyzed from a more theoretical, literature-based point of view which leads to the conclusion
that a strategic consolidation results in fewer but stronger, larger and more market capitalized
companies. After that, the mergers and acquisitions activities in both industries are described in
numbers in a more specific, empirical way in order to support the first conclusion.

Ou and Penman (1989) in their study evidenced that financial statement capture
fundamentals that are not reflected in prices. They found that the predictive association between
earning predictions and future stock returns capture a good deal of contemporaneous association
between earnings and stock returns.

Nevin and Amado (2008) stated that the moral justification of intellectual property is often
called into question when placed in the context of pharmaceutical patents and global health
concerns.

Majumder and Rahman (2011) attempted to assess the financial performance of drug
industry and to test its strengths and weaknesses. The study found that majority of the selected
pharmaceuticals firms were not in safer position with regard to financial and operational
performance; this may be due to the inefficiency of financial management.

OBJECTIVES OF THE STUDY
The primary objective of the study is to carry out the fundamental analysis of the drugs and

pharmaceuticals industry. The following are the objectives of the study:
 To study the present scenario of drugs and pharmaceuticals industry in India using trend

analysis, ratio analysis and SWOT analysis.
 To study the impact of various economic factors on the performance of the industry.
 To study the financial performance of the companies in drugs and pharmaceuticals industry.
 To have an insight into the trend patterns and to forecast growth potential of the drugs and

pharmaceuticals industry.

RESEARCH METHODOLOGY
In this study, a purposeful research design has been adopted in order to carry out the

fundamental analysis of drugs and pharmaceuticals industry. The study is purely based on
secondary sources. The data is collected from the publications, journals and websites of CMIE
(Center for Monitoring Indian Economy), OPPI (Organization of Pharmaceutical Producers of
India), RBI handbook of Indian economy. In this study, Judgment sampling is used to select the
sample. In Judgment sampling, the researcher’s judgment is used for selecting the sample unit
which he/she considers as the representative of the population. Here, the sample is a list of ten
pharmaceutical companies which are operating in India and across globe and those ten
companies chosen are the representative of the drugs and pharmaceuticals industry in our
country. The ten companies are Cipla, Ranbaxy Laboratories, Dr. Reddy’s Laboratories, Sun
Pharmaceutical Industries, Novartis India, Merck Pharmaceuticals, Cadila Healthcare,
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GlaxoSmithKline Pharmaceuticals, Orchid Chemicals and Pharmaceuticals, Glenmark Pharma.
The study is carried out from December 18, 2010 to April 18, 2011.

RESULTS AND DISCUSSION
Trend Analysis

Table 1 presents the total drugs and pharmaceuticals import from across the world for the
period from 2001 to 2010.

TABLE 1
Total Drugs and Pharmaceuticals Import across the World

Year Import (Rs. in Crores) Year Import (Rs. in Crores)
2000-01 1711.81 2005-06 4550.87
2001-02 2026.58 2006-07 5851.64
2002-03 2865.20 2007-08 6712.93
2003-04 2958.04 2008-09 8674.80
2004-05 3169.35 2009-10 9960.38

There is a consistent increase in imports over a period of time. There is no fall in imports
witnessed at least one year during 2000 to 2010. Trend analysis can be used to fit a trend line and
predict the future import of drugs and pharmaceuticals.

FIGURE 1
Total Drugs and Pharmaceuticals Import across the World

Using the trend line y=909.55x – 154.36, the import of drugs and pharmaceuticals is
predicted to be Rs. 9850.69 crores for the year 2011 as shown in Figure 1. If this trend in import
continues, the actual import will be more than the estimated import.

TABLE 2
Total Drugs and Pharmaceuticals Export across the World

Year Export (Rs. in Crores) Year Export (Rs. in Crores)
2000-01 8757.47 2005-06 22115.72
2001-02 9834.68 2006-07 26895.18
2002-03 12826.10 2007-08 30759.64
2003-04 15213.24 2008-09 40421.71
2004-05 17857.80 2009-10 42091.90
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Table 2 shows that there is a continuous rise not only in imports but also in exports during
the study period. This indicates that there is a continuous growth in the entire industry. There is a
substantial rise in exports in the year 2008-09. The import is around Rs. 10000 crores during
2009-10 whereas export is Rs. 42000. This means that pharmaceutical industry is bringing net
forex earnings to India.

FIGURE 2
Total Drugs and Pharmaceuticals Export across the World

Using the trend line y = 3897.5x +1241, the export of drugs and pharmaceuticals for the
year 2011 is predicted to be Rs. 44113.5 crores. The actual is more than estimated during 2008-
09 because there is a substantial rise in exports during that year as shown in Figure 2. As there is
steady continuous consistent rise in exports, both actual and predicted are much closer.

TABLE 3
Sales Growth of Drugs and Pharmaceuticals Companies

Year Sales Growth (%) Year Sales Growth (%)
2000-01 15.75 2005-06 19.3
2001-02 11.46 2006-07 22.26
2002-03 12.73 2007-08 18.18
2003-04 11.57 2008-09 15.15
2004-05 5.91 2009-10 12.06

Sales is an important indicator of performance of any company. Absolute sales figure is
important but growth in sales is much more important. Table 3 indicates that there is no negative
growth in any period. There is a growth in sales every year but the percentage of growth is
varying. Except 2004-05 there is a double digit growth in sales every year. There is a peak
growth in the year 2006-07 after that the growth rate is declining. Though there is a tremendous
rise in exports during 2008-09, the overall growth in sales is less than the previous year.

FIGURE 3
Sales Growth of Drugs and Pharmaceuticals Companies
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Using the sales growth trend line y= 0.3959x + 12.259, the sales growth percentage of
drugs and pharmaceuticals companies can be predicted. The estimated line is slightly flat around
12 to 17 percent as shown in Figure 3. The actual growth line is varying. Sometimes it is above
predicted line and sometimes it is below. There is a heavy fall in the growth rate in the year
2004-05 and there is substantial raise in the year 2006-07. For the year 2011, the sales growth
percentage is 16.61 percent.

TABLE 4
Expenses Growth of Drugs and Pharmaceuticals Companies

Year Expenses Growth (%) Year Expenses Growth (%)
2000-01 16.99 2005-06 17.39
2001-02 6.87 2006-07 20.08
2002-03 11.96 2007-08 17.15
2003-04 11.27 2008-09 24.92
2004-05 8.98 2009-10 3.9

The expenses is the another indicator of performance. Table 4 indicates how effectively the
factors of production are managed. Like sales, there is growth in expenses every year. The
growth in expenses is less in the year 2004-05 and more in the year 2006-07 which is in similar
line with sales. So there is some amount of correlation between sales and expenses. Trend
analysis can be used to predict the future expenses growth percentage of drugs and
pharmaceuticals.

FIGURE 4
Expenses Growth of Drugs and Pharmaceuticals Companies

Using the expenses growth trendline y = 0.4202x + 11.64, the expenses growth percentage
of drugs and pharmaceuticals companies is predicted as 16.26 percent as shown in Figure 4. The
estimated line is flat around 12 to 17 percent as like sales line. The actual line is fluctuating
around predicted line. But there is steep fall in expenses in the year 2009-10. This may due to
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fuller utilization of resources or due to increase in productivity of input factors which is good
sign for the industry.

TABLE 5
Price-to-Earnings Ratio of Drugs and Pharmaceuticals Scrip’s

Year Price-To-Earnings Ratio Year Price-To-Earnings Ratio
2000-01 23.4 2005-06 31.5
2001-02 22.2 2006-07 23
2002-03 13.1 2007-08 19.4
2003-04 21.5 2008-09 32
2004-05 28 2009-10 21.6

Price-to-Earnings (PE) ratio is the very important factor considered for investment decision.
Table 5 shows that PE ratio is around 20 (times) which is more than the PE ratio of Nifty and
sensex based companies. This shows that pharmaceuticals stocks are preferred. There is a steep
rise in PE in the year 2008-09 to 32 which is more than overall situation in the nation.

FIGURE 5
Price-to-Earnings Ratio of Drugs and Pharmaceuticals Scrip’s

Using the Price-to-Earnings ratio trend line y=0.557x+20.507, the Price-To-Earnings ratio
of drugs and pharmaceutical scrip’s ratio for the year 2011 is estimated to be 26.634 times as
shown in Figure 5.

TABLE 6
Total Trading Volumes of Drugs and Pharmaceuticals Scrip’s

Year Trading Volumes (Rs. in Lacs) Year Trading Volumes (Rs. in Lacs)
2000-01 2134529 2005-06 6938574
2001-02 2550020 2006-07 7251769
2002-03 1420923 2007-08 7708020
2003-04 5275048 2008-09 8816411
2004-05 6272304 2009-10 10305614
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The trading volume indicates the extent of preference given by the investors. There is a fall
in trading volume in the year 2002-03. So there is fall in not only PE during 2002-03 but also in
trading volume. There is a tremendous rise in volume during the last two years. Trend analysis
can be used to predict the total trading volumes of drugs and pharmaceuticals scrip’s with the
help of Table 6.

FIGURE 6
Total Trading Volumes of Drugs and Pharmaceuticals Scrip’s

The total trading volumes trendline y=942039x+686107, the total trading volumes of drugs
and pharmaceuticals scrips is estimated to be Rs. 11048536 lakhs as shown in Figure 6. There is
steep rise in volume over a period of time. The variance in actual from estimated is very less.

Sales Forecast
The sales figures of drugs and pharmaceuticals industry for the period 2000-01 to 2009-10

is used to analyze the trend in sales over the past years. Model fit is a tool used where regression
equation is formed using non linear regression. Table 7 presents the total income or earnings
growth percentage of drugs and pharmaceuticals industry for the period 2000-01 to 2009-10.

TABLE 7
Total Sales Growth

Year Sales (Rs. in Crores) Year Sales (Rs. in Crores)
2001 23547 2006 51971
2002 26034.7 2007 63536
2003 28975.6 2008 74904
2004 33621.4 2009 85515
2005 43902 2010 92956

The above information is presented in the model fit as shown in Figure 7.

FIGURE 7
Model Fit of Total Sales
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The regression equation using the above model is as follows:
Y = 0.434795386938754*x^8+-18.7185781406462*x^7+334.376265330993*x^6+-
3207.78225782932*x^5+17858.7850415503*x^4+-
58210.3907067668*x^3+107664.795063933*x^2+-100210.317293359*x+59329.469999845 S

Using the above regression equation, the sales of drugs and pharmaceuticals industry for
the next five years can be predicted (Table 8).

TABLE 8
Forecasted Sales

Year Sales (Rs. in Crores)
2011 98112.6
2012 106406.5
2013 114700.4
2014 122994.3

The above prediction indicates that in the following years, the sales of drugs and
pharmaceuticals industry will continue to be on the uptrend. Thus, the drugs and pharmaceuticals
industry in our country continues to be in the maturity stage and it may move to stabilization.
Increased investments spent by the drugs and pharmaceuticals companies in research and
development also increases sales and withstand from competition.

Relationship between Sales and GDP, Interest, Inflation and Consumer Expenditure
Correlation is used to analyze the relationship between sales of drugs and pharmaceuticals

industry and the GDP of the economy.

TABLE 9
Correlations between Sales and Economic Factors

Factor Correlation Significance
GDP .083 .038
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Interest -.114 0
Inflation .157 .019
Consumer Expenditure .142 .041

Table 9 indicates that sales and GDP are positively correlated and the correlation is 0.083.
The significant value is 0.038 which is less than 0.05. This helps us to arrive at an inference that
there is a significant relationship between sales and GDP. The sales and interest rate are
negatively correlated with r value as -0.114. The significant value is 0 which is less than 0.05.
So, there is a significant relationship between sales and interest rate. There is a positive
correlation between sales and inflation. The significant value is 0.019 which is less than 0.05.
Hence there is a significant relationship between sales and inflation. The sales have positive
correlation of 0.142 with consumption expenditure. The significant value is 0.041 which is less
than 0.05. Therefore, it can be inferred that there is a significant relationship between sales and
consumption expenditure.

Impact of Economic Factors on Sales
Multiple regression is used to find out the impact of economic factors on sales of

pharmaceutical companies as shown in Table 10. The variables considered are sales of the drugs
and pharmaceuticals industry and the companies chosen, GDP of the economy, interest rate,
inflation and consumption expenditure. A regression equation can be formed, having the sales as
dependent variable. The various macro economic factors such as GDP, inflation, interest rate and
consumption expenditure are considered as the independent variables.

TABLE 10
Coefficients

Model
Unstandardized Coefficients

Standardized
Coefficients

t SignificanceB Std. Error Beta
GDP 188.408 1057.769 .023 .178 .043
Inflation 579.656 972.911 .111 .596 .032
Consumption .003 .024 .026 .143 .011
Interest -720.417 2946.943 -.034 -.244 .024

The significant value for the variables GDP and sales is 0.043. It is less than 0.05. So,
there is a significant relationship between sales and GDP. The significant value for the variables
sales and inflation is 0.032 which is less than 0.05. Therefore, there is a significant relationship
between sales and inflation. The significant value for sales and consumption expenditure is 0.011
which is less than 0.05. There is a significant relationship between sales and consumption
expenditure. The significant value for sales and interest rate is 0.024. There is a significant
relationship between sales and interest rate. A regression equation can be formed using the
standardized coefficients or beta values.
Sales = 0.023 GDP + 0.111 Inflation + 0.026 Consumption expenditure – 0.034 Interest.

When the GDP increases by 1 percent, it leads to 23 percent increase in the sales of drugs
and pharmaceuticals industry. When inflation increases by 1 percent, it leads to 11.1 percent
increase in the sales of drugs and pharmaceuticals industry and vice versa. When the
consumption expenditure increases by 1 percent, it leads to 2.6 percent increase in the sales of
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drugs and pharmaceuticals industry. Interest rate has inverse relationship with the sales of drugs
and pharmaceuticals industry. Thus, when the interest rate falls by 1 percent, it results in increase
in sales of drugs and pharmaceuticals industry by 3.4 percent and vice versa.
Performance Analysis

The performance of pharmaceuticals industry is analysed by using ratio analysis.
Profitability ratios, solvency ratios and turnover ratios are used for the study. Turnover ratios are
useful to test the efficiency of the firm.
Profitability ratios: Profitability ratios relate the firm’s profit with factors that generate the
profits. The investor is very particular in knowing net profit to sales, net profit to total assets and
net profit to equity. The profitability ratios measure the overall efficiency of the firm.

TABLE 11
Profitability Ratio (ROE)

Year Dr.
Reddy

Glaxo Novartis Orchid Cadilla Cipla Merck Glenmark Ran Sun

2000-01 26.11 17.88 24.99 9.17 11.99 24.71 29.24 13.20 11.53 29.05
2001-02 31.53 7.85 31.30 1.92 12.15 26.41 29.71 17.75 15.68 31.98
2002-03 21.69 16.93 25.45 4.86 16.61 23.15 22.76 21.75 33.12 33.24
2003-04 13.83 25.80 44.47 7.41 26.49 24.26 20.19 17.87 34.23 27.99
2004-05 3.16 36.04 22.89 6.58 21.39 26.36 28.60 22.14 21.02 27.65
2005-06 9.33 52.93 31.96 10.56 22.39 30.64 26.43 21.11 8.92 31.49
2006-07 26.91 45.66 22.78 19.28 23.20 20.64 15.76 29.94 16.19 25.68
2007-08 9.88 39.51 21.68 26.82 22.41 18.68 16.27 37.83 24.34 24.10
2008-09 10.66 37.41 20.15 -8.89 21.57 17.85 13.96 17.72 28.11 24.56
2009-10 14.31 29.12 19.54 33.23 31.03 18.29 14.01 7.24 13.83 15.72

According to Table 11, the return on equity of Dr. Reddy’s Laboratory has declining trend
till 2004-05 where it is 3.16 percent. It increases to 26.91 percent in 2006-07 and comes down to
14.31 percent in 2009-10. The return on equity of GlaxoSmithKline pharmaceuticals has an
increasing trend till 2005-06 at 52.93 percent. It comes down to 45.66 percent in 2006-07 and
subsequently reaches 29.12 percent in 2009-10. The return on equity of Novartis India is 24.99
percent for the year 2000-01. It increases to 44.47 percent in 2003-04 and comes down in the
following years. It follows downward trend and is 19.54 percent in 2009-10. The return on
equity of Orchid chemicals and pharmaceuticals is 9.17 percent in 2000-01. It has decreasing
trend and comes down to 4.86. It has increasing trend from 2004-05 and reaches 26.82 percent.
It is negative in the year 2008-09 with -8.89 percent. In 2009-10, it is 33.23 percent. The return
on equity of Cadila Healthcare is 11.99 percent in 2000-01. It has increasing trend and reaches
26.49 percent in 2003-04. It comes down to 21.39 percent in 2004-05 and increases up to 23.20
percent in 2006-07. It is 31.03 percent in 2009-10. The return on equity of Cipla is 24.71 percent
in 2000-01. It increases to 26.41 percent in 2001-02 and comes down to 23.15 percent in 2002-
03. It increases in the following years and reaches 30.64 percent in 2005-06. It comes down in
the latter years and reaches 18.29 percent in 2009-10. The return on equity of Merck
pharmaceuticals is 29.24 percent in the year 2000-01. It has decreasing trend and reaches 13.96
percent in 2008-09. It is 14.01 percent in 2009-10. The return on equity of Glenmark
pharmaceuticals is 13.20 percent in 2000-01. It increases to 21.75 percent in 2002-03. It comes
down in 2003-04 to 17.87 percent and increase to 29.94 percent in 2006-07. It has highest ratio
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of 37.83 percent in 2007-08. It comes down to 7.24 percent in 2009-10. The return on equity of
Ranbaxy laboratories is 11.53 percent in the year 2000-01. It has increasing trend and reaches
34.23 percent in 2003-04. It comes down to 21.02 percent in 2004-05 which increases to 28.11
percent in 2008-09. It is 13.83 percent in 2009-10. The return on equity of Sun pharmaceuticals
industry is 29.05 percent in the year 2000-01. It increases to 33.24 percent in the year 2002-03.
It comes down to 27.65 percent in the year 2006-07. It has decreasing trend from the year 2005-
06 where it comes down from 31.49 percent to 15.72 percent in 2009-10.

TABLE 12
Overall Analysis

Companies
Ratios

Sun
Pharma

Dr.
Reddy

Cipla Ranbaxy GSK Glenmark Cadila Merck Novartis Orchid

Gross Profit
Ratio 46.82 37.4 40.09 36.36 46.13 58.41 37.96 38.54 44.13 34.62
EBITDA Margin 30.54 55.15 26.88 23.81 42.46 23.5 34.65 21.58 29.04 69.18
Net Profit Ratio 19.25 18.7 19.29 11.96 11.65 12.48 26.69 13.59 18.58 26.89
Return on
Assets 13.06 15.64 18.27 7.64 29.03 5.08 22.71 14.01 19.54 12.61
Return on Equity 14.31 15.72 18.29 13.83 29.12 7.24 31.03 14.01 19.54 33.23
Current Ratio 2.96 1.18 2.66 0.91 1.18 2.12 0.57 2.11 1.08 1.5
Liquid Ratio 0.48 0.4 1.37 0.51 0.4 1.46 1.28 0.92 1.07 1
Debt Equity 0.005 0.0005 0.0009 0.809 0.003 0.43 0.37 0 0.0005 1.63
Inventory
Turnover 3.24 4.89 3.71 3.89 17.37 6.85 3.11 5.41 12.15 3.06
Receivable
Turnover 3.33 4.14 3.61 3.12 81.81 3.11 4.7 10.97 13.48 1.72
Fixed Assets
Turnover 2.49 3.34 2.79 3 47.36 5.41 1.98 7.67 80.03 0.84

The gross profit ratio for the companies in pharms are ranges from 34 to 58 percent. This is
very good sign. Glenmark is having the highest of 58 percent and Orchid is having the lowest of
34 percent. The net profit margin is around 11 percent to 26 percent. Orchid is having the highest
margin of 26.89 percent and GSK is having the lowest margin of 11.65 percent. Orchid is having
the lowest GP but highest NP. Glenmark is having highest GP but very low NP. This shows that
some firms have very high level of administrative expenses. The Return on Equity is ranges from
7 percent to 33 percent. Glenmark is having lowest ROE and Orchid is having the highest ROE.
So there is a relationship between NP and ROE. The current ratio ranges from 0.57 to 2.96
which inidates the liquidity position of the companies. The debt to equity ratio ranges from 0 to
1.63. This shows the solvency position of the company. Very low debt to equity ratio indicates
that the firms do not have the risk of insolvency. The companies are very reluctant to use debt.
The turnover ratios of the companies are good. Table 12 indicates that the firms are efficient in
utilisation of assets.

Ranking of Companies and Benchmarking with the Industry
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According to Table 13, Novartis is in 9th rank in net worth and investment and 10th rank in
sales and paid up capital. Ranbaxy is in first position in paid up capital and second position in
sales, investment and fixed assets. Cipla is in no. 1 position in sales and fixed assets and no. 2
position in networth and paid up capital. This indicates that the Cipla is in no. 1 position in main
parameters. Therfore Cipla can be termed as no. 1 pharmaceutical company. Ranbaxy can be
given second rank and Sun pharmaceuticals and Dr.Reddy may follow the order.

TABLE 13
Ranking of Companies and Benchmarking with the Industry

Companies Sales Rank Net
Worth

Rank Paid up
Capital

Rank Investment Rank Fixed
Assets

Rank

Industry 92956 71703 4855 22892 36346

Sun Pharma 1905.52 4 5,717.98 3 103.56 3 3,951.69 1 740.52 6
Dr. Reddy’s 1,845.09 7 5,914.60 1 84.4 5 2,652.70 3 1,315.60 4
Cipla 5,605.69 1 5,914.09 2 160.58 2 265.1 6 2,011.17 1

Ranbaxy 4,781.59 2 4,134.60 4 210.21 1 3,833.69 2 1,593.40 2

GSK 1,884.14 6 1,759.15 6 84.7 4 190.91 7 92.81 8

Glenmark 1,029.56 9 1,773.41 5 26.98 8 992.92 4 190.41 7

Cadila 1,885.60 5 1,622.10 7 68.2 7 598.9 5 950.4 5

Merck 3,252.06 3 146.92 10 25.45 9 4.73 10 89.14 9

Novartis 624.27 10 593.46 9 15.98 10 15.75 9 7.8 10

Orchid 1,232.07 8 997.25 8 70.44 6 123.57 8 1,463.42 3

Note: The table gives the summary of amount of Sales, Net worth, Paid up equity capital, Investment made and
Fixed assets maintained by the top ten drugs and pharmaceuticals companies chosen. They are assigned ranks
comparing with peers and having the industry as the benchmark. The figures are shown as Rupees in Crores.

Multi Dimensional Scaling Technique
The profitability, liquidity, leverage and turnover ratios of the ten drugs and

pharmaceuticals companies are used to group the companies using the multi dimensional scaling
technique.

FIGURE 8
Relationship among Companies

Figure 8 depicts that the four drugs and pharmaceuticals companies i.e,. Novartis India,
Merck pharmaceuticals, GlaxoSmithKline pharmaceuticals and Sun pharmaceuticals industry are
grouped together as similar companies. This grouping of companies is done based on the ratios
computed.
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SWOT Analysis of Drugs and Pharmaceuticals Industry
SWOT (Strengths, Weaknesses, Opportunities, Threats) analysis helps in determining the

distinctive competencies, competitive weaknesses and relevant business opportunities. The
SWOT analysis of Drugs and Pharmaceuticals Industry is as follows.
Strengths

 The industry registered double digit growth rate in many years irrespective the economic
slowdown.

 The export is more than import in bulk drugs and formulations.
 There is a patent protection available on key products for many years.
 The expenditure involved in process development and research and development is

comparatively less.
 Many companies enjoy good marketing network in major geographical areas.
 Availability of skilled labour with low cost.
 The Govt. has liberalized the policies and no control pricing and output.
 Efficient technologies available to produce at less cost.

Weaknesses
 Discontinuation of products at the advanced stage of development.
 Existing of many firms with minimal capacity.
 No. of intermediaries in bulk drugs is very less.
 Existence of operational complexity.

Opportunities
 With increase in purchasing power, health care expenditure would increase.
 Development in Research and Development activities through collaborations and internal

efforts.
 Integration of global markets and globalization of products.
 Patent law facilitates consolidation of industry.
 Wider opportunities for merger agreements among companies to capitalize their strengths.

Threats
 A number of major products may lose patent protection.
 Ambiguity regarding the timing and content of the patent protection.
 Increased competition for core products.
 Increase in the number of safety issues.
 High entry cost for rural and niche markets.

RECOMMENDATIONS TO THE INVESTORS
Since the drugs and pharmaceuticals industry in India is in the growth stage, there is an

increased demand for drugs and medicinal products. This witnesses good profit potential and
huge market to serve. Hence, choosing this industry to make an investment is recommended.
The ten companies chosen in this study are the major players in Indian drugs and
pharmaceuticals industry. Notable among them are Dr.Reddy’s laboratories, Cipla, Orchid
chemicals and pharmaceuticals, GlaxoSmithKline and Ranbaxy laboratories. The investor can
choose the above companies to construct an optimum portfolio. The ten drugs and
pharmaceuticals companies chosen have the history of continuous and growing dividend, bonus
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share issue and rights issue, stock splits. The drugs and pharmaceuticals companies’ scrips bring
more return and less risk to the long term investors than short term investors and day traders.
The investors are recommended to invest in the securities of the above chosen drugs and
pharmaceutical companies with a minimum investment origin of 5 years. The investors are
recommended to invest in shares of only listed companies.

RECOMMENDATIONS TO THE COMPANIES
The growing phase of the drugs and pharmaceuticals industry in India is a sign of increased

profit potential for the drugs and pharmaceuticals companies. However, the companies suffer
from severe competition from the giant drugs companies and foreign ventures that operate in
India. The companies need to take effective measures to overcome the problem of import of
drugs from China and other foreign nations. For long term sustainment and profit, the companies
should go for continuous innovation. Investment made in Research & Development should be
increased and new drugs formulations and bulk drugs should be introduced into the market. To
overcome the problem of competing with giant drugs corporate, the small drugs firms can be
recommended to form joint ventures and merger strategies. This enables the companies to share
and capitalize their strengths and overcome the weaknesses. The companies need to design right
product mix for future sustained growth. Recent advancements in biotechnology and information
technology should be fully utilized.

CONCLUSIONS OF THE STUDY
The fundamental analysis provides valuable information to the shareholders, creditors,

prospective investors about the overall operating efficiency and financial performance of the
company. This enables the investors to make effective decisions. The fundamental analysis thus
provides both quantitative and qualitative aspects of the investment analysis. pharmaceutical
industry is as such growing industry promising good return to investors. The export from
pharmaceutical industry is more than imports and export is increasing continuously over a period
of time which provides promising future not only to the investors but also country as a whole.
Many indicators such as gross profit ratio, net profit ratio, current ratio, debt to equity ratio,
inventory turnover ratio and fixed asset turnover ratio show that the pharmaceutical companies
are good to make investment because they are solvent, liquid, efficient and high performance
oriented companies. The pharmaceutical companies have both strengths and weaknesses but their
strengths are more than weaknesses so the investors may get negative return in the short term but
will get positive return in the long run.
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