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Biotechnology and pharmaceutical are one of the strongest growing
industries of the twenty-first century. Since the inception of Genentech
— which is often referred to as the first modern biotechnology firm
- in 1976, many thousands of new biotechnology ventures have
been founded, and some of these ventures have been extraordinarily
successful [1]. For example, Genentech’s market capitalization was $100
billion in 2012, and the firm employed more than 11,000 people.

There is a steady increase in the number and scope of strategic
alliances between biotechnology and pharmaceutical companies [2],
because in an increasingly cost-conscious environment pharmaceutical
companies need innovative products to achieve premium pricing and
gain market share. Biotechnology companies continue to invest heavily
in research and development and, by this, serve as a source of products,
technologies and know-how for pharmaceutical companies. Besides
M&A (Mergers and acquisitions), strategic alliances are considered as a
very important and widespread possibility in order to gain access to the
knowledge incorporated in biotechnology companies [1,3]. Powell et
al. [4] points out that the core capabilities of organizations are derived
from knowledge-seeking and knowledge creation.

It becomes obvious, that pharmaceutical companies need to follow
different tracks in order to survive in a highly-dynamic and innovation-
driven environment. Although there is a lot of literature about either
M&A activities between pharmaceutical or biotechnology companies
or about strategic alliances between these companies, there is no study
that tries to link and compare these two perspectives and that analyses
why and how pharmaceutical companies go for alliances in some cases
and prefer M&A in others. There is a clear need to close that gap by
providing some insights about (1) the strategic decision-making process
of what option to choose under what circumstances and (2) of what
gains pharmaceutical companies can expect from collaborations with
other pharmaceutical companies, on the one hand, and collaboration
with biotechnology companies, on the other hand.

The research design of such a study is best described in a 2x2
matrix (Figure 1) determined by pharmaceutical and biotechnology
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Figure 1: Research framework.

companies as potential partners on one axis and by strategic alliances
or acquisitions as a mean for collaboration on the other axis. Basically,
pharmaceutical companies can choose between other pharmaceutical
partners, on the one hand, and biotechnology companies, on the other
hand, in order to realize their innovation strategy. Moreover, this
study design makes a distinction between two different collaborative
strategies. First, strategic alliances comprise any kind of partnership
such as licensing or R&D agreements, through which the company can
gain access to the required knowledge. Strategic alliances - based on
the commitment of two or more partner firms — can be considered as
a fast and flexible way to get access to complementary resources and
skills residing in other companies [5,6]. Second, M&A is considered
as a powerful mean in order to integrate companies which possess the
necessary knowledge and capabilities [7,8].

Throughout the last decade, many pharmaceutical companies
felt the pressure from slowing sales, the looming expiration of patent
protection and eroding profit margins. e.g., in early December 2001,
Merck & Co. announced that its earning would be flat in 2002 and
Bristol-Myers Squibb predicted that its 2002 earnings will be below
2001 levels.

Moreover, an increasing number of strategic alliances as well as
further M&A activities could be observed. E.g.:

*  Bristol-Myers Squibb Co. promised $2 billion to ImClone
Systems Inc. for an equity stake in the New York firm and the
co-commercialization rights to its anti-cancer therapeutic.

* CuraGen Corp. signed a $1.34 billion deal with Bayer for the
discovery and development of small molecule drugs for treating
obesity and diabetes.

*  PerkinElmer completed the acquisition of Packard BioScience
in a deal worth $650 million.

*  Merck acquired Rosetta Impharmatics for $540 million.

These few examples show that both strategies, strategic alliances
and M&A, are considered as a useful mean in order to support the
innovative engine of pharmaceutical companies [3]. In fact there is a
continuous increase in the number of alliances as well as M&A activities
between pharmaceutical and biotechnology companies [1]. Besides
this, there has also been an increase in collaborative and M&A activities
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between pharmaceutical companies themselves. However, it remains
unclear under what conditions pharmaceutical companies engage in
collaborations or M&A with other pharmaceutical companies or with
biotechnology companies in order to support their innovation strategy.

Outlook: Research questions and research methodology:

Future research should try to provide some insights in order to
answer the following questions:

*  How are strategies shaped within the pharmaceutical company
and who is involved in the strategic decision-making process?

* Is there a certain development path from one innovation
(collaboration) strategy to another?

*  What factors do influence the decision to use alliances instead
of acquisitions in order to realize the best innovation strategy?

*  What role does the location of the potential partner play when
deciding about the appropriate innovation strategy?

Such a study does not only ask ‘what’ questions, it also asks ‘why’
and ‘how’ questions. The appropriate research methodology for a
study that attempts to extend theory by description and analysis is the
comparative case study research methodology [9-11]. Thus, based on
a semi-structured questionnaire interviews should be carried out with
executives from different pharmaceutical and biotechnology firms,
such as e.g. Novartis, Bayer, Genentech, or Merck. Moreover, secondary
data such as analysts’ reports, press articles as well as annual reports
should be included in order to answer these research questions.
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