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Abstract

Business diversification is regarded as a critical aspect of corporate
sustainability. The wuse of business diversification strategies in
sustaining Nigerian Pharmaceutical and Healthcare Companies has
increase tremendously over the years. Consequently, the paper attempts
to examine critically the business diversification options, objectives,
gains and problems. The paper in conclusion suggests that business
diversification has unprecedented opportunities to transform
pharmaceutical and healthcare companies in Nigeria.

One of the major benefits of globalisation to consumers is the issue of
competition to have easy accessibility to varieties of products of any particular brand.
Pharmaceutical and healthcare companies have diversified and continue to diversifying
their product lines and markets in order to gain competitive advantage (Hill and Jones,
1995; Sturdivand, 1977; Bonne and Katz, 1976; Hartzel, 2006). Nigerian Pharmaceutical
and Healthcare Companies such as Pfizer, May & Baker, Pharma Deko, etc have
invested much on new drugs. This is based on the fact that pharmaceutical and
healthcare companies have been known to develop new drugs have been in a vantage
position.

According to Hill and Jones (1955), Ogbeide et al (2004). Companies can patent
their products as a preventive mechanism to drive away competitors from manufacturing
and selling products (drugs) based on the same strength of chemical compounds.
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Diversification is the process of entering new business markets with new
products. Such effort may be undertaken through acquisition or through extension of the
company’s existing capabilities and resources. The diversification process is an essential
component in the long range growth and success of most thriving companies if it reflects
the major reality of changing consumers’ taste and evolving business opportunity.

With diversification, a company can increase profitability via greater sales
volume obtained from new products and new markets (Peter and Donnelly, 1998;
Ansolf, 1978). Diversification may also benefit the firm’s owners via increasing the
efficiency of the firm. Diversification decision may reflect the preferences of the firm’s
managers.

It is important to mention that investigations by National Agency for Food and
Drug Administration and Control (NAFDAC) revealed that over 180 drugs were
fake/counterfeited between 2001 and 2007, and thus made-in-Nigeria drugs were banned
by other West African Countries (Akunyili, 2007). It was also reported by the same
NAFDAC in 2003 that three children died of fake/counterfeit drugs after an open-heart
surgery. As a result, for pharmaceutical and healthcare companies to continually gain
competitive advantage, diversifying their products becomes imperative.

Theoretical Background

The Portfolio Theory: It has been regarded as a useful framework to managers and in
particular manufacturing companies for assessing growth and market share position in
the industry in which they operate (Peter & Donnelly, 1998). A company should have a
portfolio of products that contains both high-growth products in need of cash inputs and
low-growth products that generate a lot of cash. The Boston Consulting Group (BCG)
product portfolio model thus offer four classes of company’s product portfolio and
describes each as an Strategic Business Unit (SBU).

High
Industry /Mrk. Stars Question marks
Growth Rate Cash Cows Dogs
Lov Low
Relative Market Share
Fig I. BCG Portfolio Model

Source: Peter, P. J. and Donnely, J. H. Jr. (1988) Marketing Management Knowledge

and Skills, 5th ed. Boston: Irwin McGraw-Hill.

a).  Stars — SBUs with long term growth opportunities, potential high market share in
high-growth industry; require large amounts of cash to generate large amounts of
cash, as leader in business.

b). Cash Cows - Have high market share in low-growth market/industry. They
generate more cahs than needed to maintain share (Day, 1977).
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c). Question marks - SBUs operating in potential high-growth rate market/industry,
with relative low market share. They require a substantial net injection of cast to
build share of the market.

d). Dogs — SBUs with low market share, potential in low-growth industry; weak and
cash flow lazy. They may be retained for strategic reasons or divested.

According to Peter and Donnelly (1988) the theory assume that profitability and
cash flow will be closely related to sales volume. This strategic discernment is to cut
cost for increased (ROI) — Return on Investment. Thus, learning and experience curves
become the basis on which organizations seeking increased profit and cost reduction
largely rest. The numerical strength of leaving curves show that the idea that the number
of labour knows a predictable manners the number of units produced increases.

Hill and Jones (1995) Peter and Donnelly (1998), Kotler (1997) opined that an
accurate estimation of how long it takes to produce the 100th unit is possible if the
production time for the 1st and 10th units is known. Hence, experience can be linked to
cost, to price, to market share, a return on investment (Peter and Donnelly, 1998).

Riak and Swan (1979) came up with product life cycle theory that complements
the portfolio theory. The theory argues that every product experiences life cycle through
the stages of introduction, growth, maturity, decline and death. The idea of the life cycle
is predicated on the assumption that a newly introduced product enjoys some
outstanding features until it is duplicated by other producer (Lepson and Darling 1971).

Stage 1 Stage 2 Stage 3 State 4

Introduction high | Period of growth and | Period of maturity Market saturation

investment greatest profitability | sales still rise but and decline

minima profitability commences

slackens
A/—\
\g

Time Scale

Fig. 2: The Product Life Cycle

Source: Elvy B. H. (1982) Marketing Made Simple London: William Heinemam
Limited

It is clear from the above that the success or failure of any company depends on how
well it can effectively manage its portfolio of products.

The Concept of Diversification
Diversification is a form of growth marketing strategy for a company. Holt
(2005) sees it as a very good strategy for pursuing growth. Growth strategies involve a
significant increase in performance objectives beyond past levels of performance. It
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seeks to increase profitability through greater sales volume obtained from new products
and new markets. Diversification can occur in two ways, either at the business unit or at
the corporate level. At the business unit level, the business expand into a new segment
of an industry in which the business already in. At the corporate level, the business
company enters into a growing business outside of the scope of the existing business
unit.

It is pertinent to note that diversification is part of the four main marketing
strategies defined by the product/market Ansoff matrix. According to Ansoff in Elvy
(1982) a diversification strategy stands apart from the other three strategies. The first
three strategies are always pursued with the same technical, financial and merchandising
resources used for the original product line, whereas diversification usually requires a
company to acquire new SUBs, new facilities, and new techniques. Thus, diversification
is regarded to be the riskiest of the four strategies to pursue for a firm.

Companies diversify for a deluge of reasons. One, it is a survival strategy. For
instance, if May & Baker makes bulk of its sales in 2008, it makes sense to consider
diversification. By extending a portfolio of its products, it can be sure of regular revenue
stream from January through December.

Another reason is to extend range of goods or services by selling more products
to existing customers or reach out to new markets.

Third, there is extension of a brand reputation into other markets, with the
knowledge that one “winner” could be the drop of snow that starts the avalanche,
making one’s business bigger than one ever imagined. In the context of growth strategy,
another reason is the view held by many investors and executives that “bigger is better”
growth in sales is commonly used as a parameter for determining performance. Even if
profit remain stable or decline an upsurge in sales satisfies many pay. The presumption
is commonly made that if sales increases profit will eventually follow.

However, when the market for a particular product is becoming saturated due to
the fact that growth in the major business is growing, diversification becomes
imperative.

The Concept of Corporate Sustainability

In recent past there have been major discussion in the academic, business and
popular press about “corporate sustainability”. This term is often used in conjunction
with, and in some instances as a synonym for other terms such as “corporate social
responsibility, sustainable development, stakeholder theory. But what is corporate
sustainability?

Corporate sustainability can be viewed as a new and evolving corporate
management paradigms (Wilson 2003). The term “paradigm” is deliberately used to
show that corporate sustainability is an alternative to the traditional growth and profit
maximization model. Corporate sustainability does not only say that corporate growth
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and profitability are important, but corporations should pursue social goals especially
those concern with sustainable development, environmental protection, equity, social
justice and economic development.

According to Wilson (2003) a review of the activities suggests that the concept
of corporate sustainability borrows elements form for more established concepts (i)
sustainable development (2) corporate social responsibility (3) Stakeholder theory and
(4) Corporate accountability theory. It is thus an evolving concept which managers of
organisations are employing as an alternative to the traditional growth and profit
maximization model.

Pharmaceutical and Healthcare Industry in Nigeria

Nigeria is the most populous and with one of the largest growing economies in
Africa. In addition to its high inadvance of diverse, makes the country a vibrant
pharmaceutical market. Nigeria has a population of 140 million with an average growth
rate of 3% per annum (Federal Bureau of Statistics, 2008). This makes Nigeria to have
the highest demand for sufficient and efficient healthcare at all levels.

According to official statistics, Nigeria has one of the highest incidents of
tuberculosis, malaria, etc. particularly among children between the 0 — 10 year s old
bracket. Efforts have been made by international organizations like UNICEF with the
sole objective to help mitigate the effect of these diseases. However, the demand for
preventive and curative strategies is on the increase due to the spread of HIV/AIDS
epidemic. There is also an increase in the demand for anti-malaria drugs and preventive
vaccines targeted at reducing the growth of widely spread of diseases. Demand for
market diversification as well as product and combine diversification aimed at
sustaining pharmaceutical and health industry in a competitive business environment
would be on the increase.

Despite the company’s efforts to reposition pharmaceutical and health industry,
the healthcare delivery is still a fundamental problem. The pharmaceutical market in
Nigeria has been viewed as the smaller among the East and middle African despite her
population of over 140 million.

Some of the pharmaceutical companies and healthcare providers in Nigeria
cannot adequately compete globally. Examples include Juli pharmaceutical Plc,
Pharmadeko Plc, Ekocop Plc. However, the current state of the Nigerian pharmaceutical
and healthcare companies is punctuated with many problems. These include:

1.  The prevalence of fake and counterfeit drugs especially in the rural areas.

2. Poor infrastructural development with inadequate facilities to meet the increasing
demand for health care.

3. Inadequate foreign investment because of low confidence on growth prospects.

4.  Low drug expenditure and inadequate government funding.

5 High level competition from low-cost generic drug producers in the emerging
Asia markets.
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Lack of an adequate regulatory framework

7. The highest users of medical and pharmaceutical care are mainly low income
earners due to high inequality within the system.

8.  Product proliferation, product adulteration and unhealthy competition among
pharmaceutical and health care companies.

9.  Inability to meet growing demand for complex drugs due to lack of professional

and technical skills.

However, the demand for drugs and medical care will continue to be on the
increase and thus an opportunity for growth and development of the health sector as well
as promoting the growth of domestic producers. Due to the critical nature of the health
sector, government has shown its commitment towards improving the overall standard
and quality of its products and service delivery as well as making the sector self-
sufficient. This will make the constituent companies to compete globally. This led to the
re-energizing the National Agency for Food and Drug Administration and Control
(NAFDAC) which has made spirited efforts at controlling and preventing the presence
of counterfeit and substandard drugs as well as reducing the level of corruption within
the system.

Nigerian pharmaceutical and healthcare industry is highly tempted by the
windows of opportunities opened by its business to develop more new markets and
more new products, not only for high sales volume, increased assets , profitability or
return on investment but particularly, for superiority over one another or very strong
image desirability.

Diversification Options
Pharmaceutical and healthcare companies grow by taking opportunity to
diversify. Diversification can take several forms including:

a). New related products or services to existing customers.

b). New markets for existing products

C). New products for new markets. However, deciding how and when to diversify
depends on :

a. Through market and customer research for the new products or service

b. Sales marketing and supply chain operations that can cope with the added
demands.

C. A clear development strategy — including trying a new line or service for a
shortest period with prototypes and test marketing.
d.

It is important to mention that diversification can create some risks such as
mistakes and costly delays due to a lack of knowledge or expertise in the new area a
firm is wanting to cover. It can also limit the effect of changes in the market. In addition,
diversifying with smaller products or services and selling them to a smaller customer
base is less risky than creating a product for a completely new market.
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Rationale of Diversification

There are two dimensions of rational for diversification (Calori and
Harvatopoulos, 1988). The first one concern the nature of the strategic objective,
diversification may be defensive or offensive. Defensive reason may be due to either
being forced to diversify when current product or current market orientation seem to
provide no further chances for growth or spreading the risk of market contraction.

Offensive reasons may be due to conquering new positions, taking chances that
are pregnant with greater profitability than expansion opportunities or using retained
cash that is more than total expansion needs.

The second dimension concerns the expected results of diversification:
management may expect great economic value (profitability, growth) first of all great
coherence and complementarities with their present activities (Exploitation of known-
how, more efficient use of available resources and capacities). In addition, a firm may
also diversify to enable it get a valuable comparison between strategy and objective.

Hill and Jones (1995) view diversification from the point of value. Their main
stand is that diversification can create value and can dissipate value. They opined that a
diversified industry can create value in three major ways:

1). By acquiring and restructuring poorly on enterprises
2). By transferring competences among business and
3). By realizing economics of scale. In their work, diversification can be related or

unrelated. Thus, related diversification offers an organisation a value chain
opportunities, while value that diversification offers becomes disrupted when its
aims are focused at risk poorly and/or growth.

Diversification Strategies

The mechanisms of diversification can include informal internal development of
new markets or products; alliance with a complementing company, distributing or
importing a products line manufactured by another firm, acquisition of a firm all
licensing of new technologies indeed, the time strategy involves a combination of these
options. This combination is determined in function of available opportunities and
consistency with the aims and the resource of the organisation.
Three types of diversification strategies can be identified:

Horizontal Diversification The organisation adds new products or services that are
technologically or commercially unrelated (but not always) to current products, which
may appeal to present customers. In a competitive business environment, this type of
diversification is desirable if the current customers are loyal to the present products or
services if the new products or services have a good quality and are well promoted and
prices. One of the draw backs is that the new products or services are marketed to the
same economic environment as the existing products or services which may give rise to
rigidity and instability. In addition, the organisation’s dependence on certain market
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segments seems to increase. For instance, May & Baker Nig. Plc was making “Panadol”
earlier, now it was also entering unto “Phensic” market through its new product.

Concentric or Related Diversification It means that there is a technological similarity
between the industries which implies that the firm is able to leverage its technical know-
how to gain some competition advantage. For instance, if Glaxo Smithkline Plc (GSK)
that manufacture “Chemiron Syrup” decides to diversify into Chemiron syrup to be sold
through retailer, concentric diversification has occurred. The technology is the same but
the marketing effort would need to change.

According to Mintizberg and Quinn (1992) there is evident potential synergy
between the new business and the core one based on a common facility, asset, channel,
skill, even opportunity. But they also noted that no matter what its bases, every related
diversification is also fundamentally on unrelated one, as every diversifying organisation
have discovered their regret.

Lateral or Unrelated Diversification The organisation markets new products or
services which have no commercial or technique synergies with present products or
services, but which may be on he interest of new class of customers. Although, this
strategy is very risky, the reason of employing such a strategy is to get a better reception
in capital market in the organisation gets bigger and second to enhance the profitability
and flexibility of the organisation.

Gains and Benefits of Diversification

The health of the pharmaceutical and healthcare companies is vital for
enhancing the growth and development of the country. In most of the developed
economics, diversification has played a major role in enhancing productivity and
efficiency in the healthcare sector.

Companies diversify either by acquiring already existing business or by
expanding their own businesses into new area of production or service and new markets.
Acquisition is commonly employed more frequently by big companies than smaller
ones, because most acquisitions require a degree of financial leverage and health that
only bigger organizations can bring to bear.

Mintzberg and Quinn (1992) opined that “as organizations grow large, they
become inclined to diversify, and then to divisionalize. One of the reasons is protection:
large organizations tend to b e risk averse — they have too much to lose — and
diversification spreads the risk. Another reason is that as organizations grow larger, they
come to dominant their traditional market, and so must often find growth opportunities
elsewhere, through diversification. Diversification also feeds on itself. It give rise to a
cadre of aggressive managers, each running his or her own division or unit or section
who push for further diversification and further growth.
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Diversification by acquisition has been criticized as something killing
innovation (Complete MBA Companion 1997). A firm deploys its resources to acquire
an existing business rather than to pursue new ways of inventing things. On the other
hand, “if driven by visions of diversification, acquisition can serve as innovative
mechanism for that company in pursuing new opportunities and moving in directions
which might otherwise be blocked and which might have greater incremental potentials
than its existing business opportunities” (Complete MBA Companion 1997).

Diversification- by-expansion is much more likely to use by small and medium
sized companies. It involves moving into a market or service/product with who the
business already has at least some pasting acquaintance. It involves a significant up-
front financial requirements.

Conscientious consumers are interested in buying products or services that built
into themselves sustainable practices. Sustainability initiatives also build community by
getting involvement form all of the company’s stakeholders, including all workers from
all departments and levels, community, suppliers and customers. Stakeholders’
participation enhances diversity, creates a better, stronger organisation and builds
loyalty.

According to Drucker (1974) diversification is a way of overcoming the banners
by concentration of business in one technology, one market and one area.

From the foregoing, there is no doubt that pharmaceutical and healthcare
companies in Nigeria have diversified by two fundamental pressure — the internal
pressure and pressure from the external environment. The internal pressure for
diversification is psychological which arises from the need for innovation and change,
because people get tired of using one product or service again and again. Other benefits
include brand extension, to gain synergies, to make use of internal capital markets, to
identify undervalued firms, to diversify shareholder portfolios, to economize on transact
costs, to attain economics of scale and scope, to gain control where there is excess
capacity.

Problems of Diversification as it Relates to Pharmaceutical and Healthcare
Companies in Nigeria

There are numerous problems arising form diversification as it relates to
pharmaceutical and healthcare companies in Nigeria.

Just as diversification takes place for different reasons, it can also have many
different drawbacks. However, the pharmaceutical and healthcare companies experience
too much diversification.

a).  Too much diversification can therefore give rise to difficult situation characterized
by misdirection due to the fact that they have lost track of what they do best by try
to do too much and doing noting well.
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b).  Over diversification in pharmaceutical and healthcare companies have resulted in
product proliferation, product adulteration and unhealthy competition among
diversify healthcare companies, and even gave birth to internal intra-
organisational competition.

c). Diversification has suddenly change the direction of some pharmaceutical and
healthcare companies into searching more of social influences at the expense of
their economic profitability goals.

d). The influx of foreign investors into pharmaceutical and healthcare companies may
result to industrial colonialism in one hand and get the people out of their
traditional industrial orientation on the other hand.

e). Employing many livelihood activities can bring down the economics of scale that
are generated via specializing in a particular activity.

f).  There is also a potential trade off between stability and diversify of income.
Hence, diversified household livelihood can be susceptible to a higher range of
uncertainties and shocks even though they may not happen at the same time.

g). Diversification can put a company on the fast track to growth but if the strategy
fails to achieve its goals, it can also burn up money. Where product range is
expanded and where turnover increases the increase in cost could give rise to a s
slump in profits. When brand are extended into new markets, there is a danger that
it will have no resonance with the newly targeted customers.

h).  Problem also arises:

i. Where there are not right managers to cope with a diversification strategy

ii.  Where one integrate the diversified business into one company or ring fence the
new operation as a business in its own right

iii.  Some pharmaceutical and healthcare companies in Nigeria are not strong enough
to be an umbrella brand where company’s major values resonate across the group.

Conclusion

There is an increasing demand, in both the public and private sectors, to
understand sustainable healthcare service delivery and quality of products available to
consumers. This demand is caused by a realization that sustainable healthcare delivery
and quality of products available to consumers make sense to both the consumers,
manufacturers and the government. Thus, diversification not only help the environment
but can also enhance economic profitability and enhance relationship with stakeholder
groups. Diversification always bring new challenges and pharmaceutical and healthcare
companies are not exceptions.

Recommendations
In view of the aforementioned, the following recommendations are made:

a). Pharmaceutical and healthcare companies should be carry out annual report on
extent to which sustainability initiatives have helped them to realize some of their
long-term benefits of their sustainability efforts.

b). Government should reform rules and framework in which business are able to
compete against each other.
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c). Government should launch sustainable healthcare plan that incorporate
diversification of pharmaceutical and healthcare companies in Nigeria. The plan
must be able to set out a long-term programme of action for delivering sustainable
healthcare delivery in both rural and urban areas.

d). To avoid over-diversification of healthcare companies which can result in product
proliferation, product alteration and unhealthy competition amongst diversifying
companies and/or internal intra-organizational competition. Governments at local,
state and national levels should empower various regulatory agencies such as
NDLEA and NAFDAC.

e)  Pharmaceutical and healthcare companies can mitigate size problem if any by
merger and acquisition, divestment, sale or systematic shrinkage to occupy a
distinct ecological niche.

f).  Problem arising form value creation and growth-based diversification of some of
the pharmaceutical and healthcare companies in Nigeria must be identified and
incorporate the interest of the entrepreneurs, investors, business managers,
government, consumers, and the economy. In this case a diversified healthcare
companies can create value and sustainable growth.

g). To take advantage of the internal factors of diversification, ; pharmaceutical and
healthcare companies must engage in both backward and forward integration, that
IS, wanting to be a marketing force for themselves on one hand and wishing to
supply themselves some necessary inputs needed on the other hand.

h).  Pharmaceutical and healthcare companies should diversified into tax free
businesses or taking advantages of new technologies or emerging markets, e.g.
capital market.
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