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Critical Success Factors |weight |Rating |Weighted Score |Rating |Weighted Score |Rating |Weighted Score
Acquisition 0.1 3 0.3 1 0.1 4 0.4
Product Diversification 0.1 4 04 3 0.3 4 04
Product Quality 0.2 2 0.4 2 04 4 0.8
Marketing 0.15 3 0.45 4 0.6 4 0.6
R&D 0.15 2 0.3 3 0.45 4 0.6
Patents 0.15 3 0.45 2 0.3 3 0.45
Transparency 0.1 3 0.3 3 0.3 3 03
Profit Margin 0.05 4 0.2 3 0.15 2 0.1
Total 1.00 2.8 2.6 3.65
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Overview of Merck & Co Inc.

Case Abstract



Merck and Company Inc. was incorporated in New Jersey and trades on the New York Stock Exchange (NYSE: MRK).  It is a research-driven pharmaceutical company that discovers, develops, manufactures and markets a broad range of products used to improve consumer and animal health, generating sales of $27.4 billion with an operating profit of $2.4 billion as December 31, 2009.

Headquartered in Whitehouse Station, N.J., Merck provides its products through wholesale, retail drug and food chain, and mass merchandiser outlets in the United States and worldwide.  In addition, the company has production facilities for its human health products at locations in the United States, Puerto Rico, as well as plants in Australia, Canada, Japan, Singapore, South Africa and other countries in Western Europe, Central and South America, and Asia.

The company operates in three segments: the pharmaceutical, animal health and consumer healthcare segments. The Pharmaceutical segment provides human health pharmaceutical products, such as therapeutic and preventive agents for the treatment of human disorders in various areas across the body.  The Animal Health segment offers antibiotics, anti-inflammatory products, vaccines, products for the treatment of fertility disorders, and parasiticides for cattle, swine, horses, poultry, dogs, cats, salmons, and fishes. The Consumer Health Care segment provides over-the-counter products, including antihistamines, products for constipation, cold/flu medicines, nasal decongestant sprays, and laxative tablets among others.  Among Merck’s major brands are Singulair, Fosamax, Zocor, Gardasil and Varivax.

In its drug manufacturer industry, Merck’s major competitors are Johnson & Johnson, Pfizer, Novartis, GlaxoSmithKline as well as other smaller companies.   In terms of market capitalization, Johnson & Johnson leads the industry at $162.9 billion, while Merck ranks 4th at $106.7 billion
Based on analysis of Merck’s dividend growth rate the stock is priced above its valuation.  However, due to concerns about Merck’s drug pipeline, revenue growth, and generic competition already being reflected in its current stock price, the stock is rated a hold.   Further, Merck’s low P/E and attractive yield relative to the industry and S&P 500 provide investors with a margin of safety while waiting for an improvement in the drug pipeline.

Merck is the third largest manufacturer of human healthcare pharmaceuticals.  Merck sells its products to drug wholesalers, retailers, hospitals, government agencies, and managed care providers.  The company’s products address drug therapies to treat atherosclerosis (Zocor), hypertension / heart failure (Cozaar, Hyzaar, and Vasotec), anti-inflammatory / analgesics (Vioxx, Arcoxia), osteoporosis (Fosamax), asthma / allergy (Singulair), pediatric vaccines, anti-bacterial / anti-fungal, and HIV.  Merck’s dedication to research is stated in its mission statement and demonstrated.  Merck currently sells 23 drugs developed through their R&D efforts.

Source: Merck Annual Report

History

Merck was started in 1887 when German chemist Theodore Weicker came to the U.S. to set up a branch of E. Merck AG of Germany.  In 1891 George Merck, (grandson of the German company’s founder) formed a partnership with Weicker.  At first the firm imported and sold drugs and chemicals from Germany, but in 1903 it opened a plant in Rahway, New Jersey, to make alkaloids.  Weicker sold out to Merck the next year and bought a controlling interest in competitor Squibb.  During WWI, Merck gave the U.S. government 80% of the company stock owned by the family in Germany (George kept his shares).  After the war, the stock was sold to the public setting the foundation for today’s company.

Timeline of Important Milestones

1927 - The firm merged with Powers-Weightman-Rosengarten of Philadelphia, a 
producer of antimalarial quinine.

1933 - Merck opened its first research lab.

1944 - Scientists at Merck develop Cortisone (first steroid).

1953 - Merck merged with drug maker Sharp & Dhome of Philadelphia for its strong 
sales force.

1958 - Merck introduces Diuril, an antihypertensive drug.

1976 - John Horan takes over and accelerates R&D efforts to introduce new drugs.  By 
the late 1970’s Merck introduces Clinoril (antiarthritic), Flexeril (muscle relaxant), and Timoptic (for glaucoma).

1985 - Biochemist Roy Vagelos becomes CEO.  He continues the commitment to R&D,

 introducing 10 new drugs in the 1980’s, including Vasotec (for high blood 
pressure).

1993 - Merck buys pharmacy benefits manager Medco Containment Services.

1994 - Begins joint venture in China to manufacture and market its products.

1995 - Company brings eight new drugs to market including, Cozar (hypertension), and 
Pepcid AC (heartburn).

1997 - Merck and Rhone-Poulenc merge their animal health units to from Merial.

1999 - Introduces Recombivax HB (hepatitis B vaccine).

2000 - Fosamax gets FDA approval for use as male osteoporosis treatment.

2003 – Merck spins off Medco Health Solutions to shareholders in a tax-free transaction.  
Medco accounted for 58% of Merck’s revenues in 2002, but only for a small 
percentage of profits.
2009 – Merck and Schering-Plough combine to create the world’s second-largest 
pharmaceutical company by market share

Vision Statement



We will create an innovative, successful pharmaceuticals business with global reach by leveraging our core strengths. We want to build a company being recognized as "best pharma." Our success will benefit patients and reward employees and owners.

Mission Statement



The mission of Merck is to provide society with superior products and services by developing innovations and solutions that improve the quality of life and satisfy customer needs, and to provide employees with meaningful work and advancement opportunities, and investors with a superior rate of return. Source: Merck & Co. website
External Audit

Opportunities
1. Increasing elderly population worldwide

2. Strategic Acquisitions

3. Focus on R&D for chronic diseases vs. acute disease

4. Driving out competitors with lower prices

5. Potential higher drug revenues after a competitor’s patent expired
6. Penetration of vaccines and biologics for emerging international markets (Gardasil)

7. Diversification into biologics, diabetes & infectious market segments
8. Constant growth of pharmaceutical & health care industry by 10%

9. Educate staff to promote loyalty through relationships from distribution channels
10. Product diversification (Scholl’s  & Coppertone)

Threats

1. Risk of expensive class action law suits

2. Loss of patent protection

3. Tightening of FDA Regulatory Oversight
4. Increased global competition

5. Price of prescription drugs increase which is reducing Medicaid drug benefits

6. Failure to identify risks due to lack of time & study of long-term effects
7. Compete with smaller generic company along with other larger firms
8. Expensive Research & Development costs

9.  Industry marked by rapid advances
10. Hard to forecast external factors
External Factor Evaluation (EFE) Matrix

The external audit analyses factors that the company does not have control of but can forsee and use the internal capacity and to overcome any threats and utilize any opportunities. Some factors that influence the external analysis are economy, changing demographics, and government regulation

The EFE is a strategic-management tool often used for assessment of current business conditions. It takes all of the factors in the External audit and first weight them in accordance with each other as a whole. Secondly rates the by importance to the company and strategies and lastly multiplies the two scores to give the company a score in which to compare with competitors.

	Key External Factors
	Weight
	Rating
	Weighted Score

	Opportunities
	
	
	

	1. Increasing elderly population worldwide. 
	0.03
	3
	0.09

	2. Strategic Acquisition
	0.09
	4
	0.36

	3. Focusing on Research & Development for Chronic diseases vs. Acute diseases
	0.07
	4
	0.28

	4. Driving out competitors with lower prices
	0.03
	3
	0.09

	5. Potential drug revenues after a competitor’s patent expired.
	0.03
	3
	0.09

	6. Penetration of Vaccine and Biologics for emerging international markets (Gardasil)
	0.04
	4
	0.16

	7. Product Diversification through Acquisitions
	0.07
	4
	0.28

	8. Diversification into biologics, diabetes, oncology, and infectious market segments
	0.06
	3
	0.18

	9. Constant growth of pharmaceutical and Health Care Industry by 10%
	0.08
	3
	0.24

	10.Educate staff to promote loyalty through relationships from distribution channels
	0.07
	4
	0.28

	
	
	
	

	Threats
	
	
	

	1. Risk of expensive class action law suits
	0.06
	1
	0.06

	2. Loss of patent protection
	0.08
	1
	0.08

	3. Tightening of FDA Regulatory Oversight
	0.04
	1
	0.04

	4. Increased global competition
	0.02
	2
	0.04

	5. Price of prescription drugs increase which is reducing Medicaid drug benefits
	0.03
	2
	0.06

	6. Failure to identify risks due to lack of time & study of long-term effects
	0.02
	2
	0.04

	7. Compete with smaller generic company along with other larger firms
	0.03
	1
	0.03

	8. Expensive Research & Development costs
	0.04
	1
	0.04

	9. Industry marked by rapid advances
	0.03
	2
	0.06

	10. Hard to forecast external factors
	0.08
	2
	0.16

	Total
	1
	
	2.66


CPM
[image: image1.wmf]
Competitive profile matrix is an essential strategic management tool to compare the firm with leaders the industry, such as Pfizer. It shows the firms strong points and weak points relative to their competitors. Unlike the Internal and External audits which are more detailed the CPM compares both in the same Matrix.

Internal Audit

 Strengths

1. Brand Image and Awareness 

2. Merck Lobbies for Healthcare reforms
3. Highest Profit Margin in the industry 

4. High volume of product approval by FDA

5. Diversified Product Portfolio
6. Knowledge of benefits of risks offered
7. Sophisticated Online Search Tool (mercksource.com)

8. IPhone application 
9. Transparency
10. Expansion to developing countries (Access)
Weaknesses

1. High Layoffs (Response to loss of revenues)

2. Vioxx ( Product Liability ($750 million)
3. Highest R&D with historically increasing expenses

4. Low innovation in response to weak economy

5. High salary of skilled pharmaceutical representatives

6. Revenue drop at $347 million
7. Weak core portfolio (Overly dependent on joint venture)
8. Growth rate unstable (Hard to forecast future revenues)

9. Aggressive marketing open to scrutiny by government agencies

10. High institutional Ownership (IO)

Financial Ratio Analysis

· From the financial performance of Merck & co. in 2006 to 2008, they have historically done well generating their profits through operations and finance. According to Merck & Co.’s quick ratio from 2006 to 2008, Merck & Co. has been successfully maintaining its financial health and has kept its ability to pay off its short-term obligation.

· Merck & Co.’s debt-to-total asset ratio from 2006 to 2008 shown on Table 1 indicates that a majority of the company’s assets were financed through equity. Merck & Co. ‘s debt-to-equity ratio is lower than the industrial average of 1.88, which implies Merck & Co. is relatively conservative in financing its growth with debt compared to other companies in the industry. Less leverage maintains low risk in Merck & Co.’s financial health. 

· Furthermore, Merck & Co. has high return on its asset. 16.54% of its ROA in 2008 indicates that even though Merck & Co. has relatively lower debt-to-equity ratio, the company still efficiently uses its assets to generate capitals.

· Merck & Co. has steady growth on its earnings per share (EPS) from 2006 to 2008. The company maintains a well operation and profit generation under the down term economy. Although in 2007 Merck & Co reported a decline on net income with an increase of sales at the same time, the company still maintained a good financial health and approached the use of effective strategies to pull profits upward, resulting in an increase in net income by 138% in 2008.

· Merck & Co. has effectively generated its capital through stock financing. In 2007, Merck & Co. had a growth rate of 27% in earnings per share and 6.87% in 2008.
Table 1: Key Financial Ratios

	Key Financial Ratio

	 
	2008
	2007
	2006

	Quick Ratio
	1.188767
	1.073926
	1.058014

	Debt-to-total asset ratio
	0.600635
	0.6239
	0.606018

	Debt-to-equity ratio
	1.51599
	1.658867
	1.538187

	Gross Profit Margin
	76.59%
	74.62%
	73.49%

	Return on Total Asset (ROA)
	16.54%
	6.77%
	9.95%

	Earnings Per Share (EPS)
	$3.42 
	$3.20 
	$2.52 

	 
	 
	 
	 

	Growth Ratio:
	 
	 
	 

	Sales
	-1.44%
	6.90%
	 

	Net income
	138.40%
	-26.13%
	 

	Earnings per share
	10.69%
	27%
	 


Company and Industry Performance

Table 2 Company & Industry Performance

	October 2010 (in million)

	VALUATION
	MRK
	GLAXF.PK
	PFE
	Industry Avg.
	Sector Avg.
	S&P 500

	Price/Earnings (TTM)
	7.95
	15.48
	16.59
	14.72
	23.1
	18.4

	Price/Cash Flow
	17.24
	10.65
	21.16
	12.08
	11.99
	11.3

	Price/Sales (TTM)
	2.77
	1.99
	1.83
	0.55
	0.47
	0.37

	Price/Book
	1.88
	6.51
	1.53
	3.05
	2.51
	3.58

	FINANCIAL STRENGTH
	 
	 
	 
	 
	 
	 

	Quick Ratio (MRQ)
	1.04
	1.09
	1.14
	--
	--
	--

	Current Ratio (MRQ)
	1.81
	1.45
	1.66
	2.16
	2.36
	1.92

	LT Debt to Equity (MRQ)
	27.25
	147.79
	48.02
	49.27
	61.26
	69.22

	Total Debt to Capital (MRQ)
	29.94
	162.49
	54.1
	60.1
	66.67
	93.54

	Return On Equity
	39.41
	62.32
	12.51
	1
	1
	1

	Return On Assets
	16.74
	15.81
	5.87
	11.37
	1.37
	7.7

	Return On Invested Capital
	24.69
	23.67
	8.81
	16.87
	3.48
	13.11

	ASSETS
	 
	 
	 
	 
	 
	 

	Asset Turnover
	0.25
	0.7
	0.24
	0.57
	0.46
	0.79

	Assets per Employee
	$1.1M
	$405.2K
	$1.8M
	$967.6K
	$692.6K
	$2.4M

	Inventory Turnover
	1.12
	1.45
	0.81
	2.8
	3.5
	12.05

	PROFITABILITY
	 
	 
	 
	 
	 
	 

	EBITDA
	$13.5B
	$8.6B
	$12.1B
	$4.0B
	$29.9M
	$3.2B

	Operating Margin
	15.10%
	30.10%
	32.00%
	-9.90%
	8.70%
	17.30%

	Profit Margin
	46.90%
	19.50%
	17.30%
	-13.60%
	4.30%
	11.20%

	Gross Profit Margin
	67.50%
	73.70%
	76.80%
	64.20%
	45.60%
	44.10%

	 
	 
	 
	 
	 
	 
	 

	Merck & Co INC.
	 
	 
	 
	 
	 
	 

	Shares Outstanding
	3.1B
	 
	 
	 
	 
	 

	Institutional Ownership
	76.00%
	 
	 
	 
	 
	 

	Market Cap
	111.6B
	 
	 
	 
	 
	 

	Last Stock Split None
	None
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 

	GLAXF.PK (GlaxoSmithKline)
	 
	 
	 
	 
	 
	 

	PFE (Pfizer)
	 
	 
	 
	 
	 
	 


Info from http://moneycentral.msn.com/
· The price-to-earning of Merck & Co.’s stock is relatively low compared to its major competitors GlaxoSmithKline and Pfizer, which indicates that the investors of Merck & Co. have paid less for each unit of net income than the two major competitors. This is promising for investors as it shows a high chance of return. Again, this ratio shows that the price-to-earnings ratio of Merck & Co. is way lower than the industry average, which also implies Merck & Co. has a better capital structure than most of its competitor.

· Compared to the two major competitors mentioned above and the industry average, Merck & Co. has higher price-to-cash flow ratio. This implies that although Merck & Co. has a better capital structure, the company may have paid out too much in dividends (higher dividend expense). The company may have lost the potential to generate profit with the capital that they have paid out.  

· The current ratio and the quick ratio show that Merck & Co. has a higher inventory rate than it major competitor which results in a higher current ratio but lower quick ratio. Merck & Co. still maintained a good shape in financial health to pay off its short-term obligation to keep the company running smoothly, and therefore, it still gives its investors some faith in the company.

· Merck & Co. has a fair long-term debt-to-equity ratio, which indicates they are not aggressively financing growth with debt. This shows investors that there is lower risk to invest in Merck & Co. due to the fact that they are less likely to have financial problems.

· The ROA, ROE, and ROI show that Merck & Co. has more effectively used capital and assets to generate profits than its competitors. It also shows the potential of the company’s future success in the industry because Merck & Co. has higher ROA, ROE, and ROI although they have overall lower current ratio and debt to equity ratio than its competitors, which shows that the company may have approached a better strategy and operation management in the industry that may potentially drive the stock price up in the future.
EPS/EBIT Analysis
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From the above table, we can see that common stock financing is more favorable to Merck & Co. Inc. However in order to reduce the risk that stockholder may gain exceeding control over the company, it is important to maintain a safe amount of debt within its financing plans and forecasts. Therefore we figure the best approach if the company were to seek additional funding is to acquire the capital with a combination of 80% of the common stock and 20% of debt. 

Net Worth Analysis

	Net Worth Analysis (October 2010 in millions)

	Stockholders' Equity + Goodwill
	$68,073.60

	Net Income 
	$33,050.20

	Share Price
	$80,892.10

	Number of Shares Outstanding X Share Price
	$108,500.00

	Method Average
	$72,628.97


Internal Factor Evaluation (IFE) Matrix
Unlike the External analysis the Internal analysis targets the company’s Strengths and weaknesses these are factors that the company is leading in or struggles with however each of these factors are influences by the firms decisions. Factors affecting this are brand awareness, image, organizational structure and policies, relationship with employees, social responsibility, etc.
	Key Internal Factors
	Weight
	Rating
	Weighted Score

	Strengths
	
	
	

	1. Brand Image and Awareness 
	0.05
	3
	0.15

	2. Merck Lobbies for healthcare reforms
	0.05
	3
	0.15

	3. Highest Profit Margin in the industry 
	0.08
	4
	0.32

	4. High volume of product approval by FDA
	0.07
	4
	0.28

	5. Diversified Product Portfolio
	0.07
	4
	0.28

	6. Knowledge of benefits and risks
	0.06
	3
	0.18

	7. Sophisticated Online Search Tool (mercksource.com)
	0.04
	4
	0.16

	8. IPhone application 
	0.05
	4
	0.2

	9. Transparency
	0.03
	3
	0.09

	10. Expansion to developing countries (Access)
	0.07
	3
	0.21

	
	
	
	

	Weaknesses
	
	

	1. High Layoffs (Response to loss of revenues)
	0.03
	1
	0.03

	2. Vioxx - Product Liability ($750 million)
	0.08
	1
	0.08

	3. Highest R&D with historically increasing expenses
	0.07
	2
	0.14

	4. Low innovation in response to weak economy
	0.06
	2
	0.12

	5. High salary of skilled pharmaceutical representatives
	0.03
	2
	0.06

	6. Revenue drop at $347 million
	0.02
	2
	0.04

	7. Weak core portfolio (Overly dependent on joint venture)
	0.02
	1
	0.02

	8. Growth rate unstable (Hard to forecast future revenues)
	0.07
	2
	0.14

	9. Aggressive marketing open to scrutiny by government agencies
	0.02
	2
	0.04

	10. High institutional Ownership (IO)
	0.03
	2
	0.06

	TOTAL
	1
	
	2.75


SWOT Matrix

The SWOT matrix puts together the internal and external audits to focus on each aspect and how they can influence new strategy. It can also be a helpful way of finding new ideas.

A SWOT analysis should not only result in the identification of a corporation’s core competencies, but also in the identification of opportunities that the firm is not currently able to take advantage of due to a lack of appropriate resources.
	
	Strengths
	Weaknesses

	 
	1. Brand Image and Awareness 
	1. High Layoffs (Response to loss of revenues)

	 
	2. Merck Lobbies for healthcare reforms
	2. Vioxx - Product Liability ($750 million)

	 
	3. Highest Profit Margin in the industry 
	3. Highest R&D with historically increasing expenses

	 
	4. High volume of product approval by FDA
	4. Low innovation in response to weak economy

	 
	5. Diversified Product Portfolio
	5. High salary of skilled pharmaceutical representatives

	 
	6. Knowledge of benefits and risks
	6. Revenue drop at $347 million

	 
	7. Sophisticated Online Search Tool (mercksource.com)
	7. Weak core portfolio (Overly dependent on joint venture)

	 
	8. IPhone application 
	8. Growth rate unstable (Hard to forecast future revenues)

	 
	9. Transparency
	9. Aggressive marketing open to scrutiny by government agencies

	 
	11. Expansion to developing countries in an attempt to provide access


	10. High institutional Ownership (IO)

	Opportunities
	S-O Strategies
	W-O Strategies

	1.Increasing elderly population worldwide. 
	1. Create product knowledge program geared towards older people who
	1. Higher staff salary to encourage learning and effectiveness

	2. Strategic Acquisition
	     May not be a technology savvy as the average customer, also in different languages geared toward different cultures
	   (W1, W5, W10, O10)

	3. Focusing on Research & Development for Chronic diseases vs. Acute diseases
	     (S1, S2, S6, S7, S9, S10, O1, O6, O9)
	2. Human Resource restructure geared towards higher morale and loyalty

	4. Driving out competitors with lower prices
	 2. Utilize all acquired companies and their products to emerge in combined markets
	      (W10, O10)

	5. Potential drug revenues after a competitor’s patent expired.
	         (S5, S6, S7, S8, O2, O7, O10)
	 

	6. Penetration of Vaccine and Biologics for emerging international markets (Gardasil)
	3. Make access problems known to public and set up convenient ways for people to donate
	 

	7. Product Diversification through Acquisitions
	     (S2, S3, S10, O1, O6)
	 

	8. Diversification into biologics, diabetes, oncology, and infectious market segments
	4. Utilize Combined capacity to stay ahead of competition and exceed industry growth of 10%
	 

	9. Constant growth of pharmaceutical and Health Care Industry by 10%
	      (S5, O2, O8, O10)
	 

	10.Educate staff to promote loyalty through relationships from distribution channels
	5. Utilize not only products and product knowledge/ Research to better both companies’ products. Combine research to make new products 
	 

	 
	       (S4, S5, O2, O3, O7, O10)
	 

	 
	 
	 

	Threats
	S-T Strategies
	W-T Strategies

	1. Risk of expensive class action law suits
	    1. Focus research on stable Top sellers (Innovation)
	1. Form a layoff plan that will clearly show how employees to be layed off are 

	2. Loss of patent protection
	        (S4, S9, T2, T7, T9, T10)
	    Chosen  (W1, W2, W5, W10, T1, T2)

	3. Tightening of FDA Regulatory Oversight
	2. Human resource restructure geared at providing more programs for employees 
	2. Increased research on growing epidemics and new illnesses

	4. Increased global competition
	    And a better sense of team and belonging
	      (W3, W6, W8, W9, T8, T9)

	5. Price of prescription drugs increase which is reducing Medicaid drug benefits
	(W1, W5, O9, O10)
	 

	6. Failure to identify risks due to lack of time & study of long-term effects
	 
	 

	7. Compete with smaller generic company along with other larger firms
	 
	 

	8. Expensive Research & Development costs
	 
	 

	9. Industry marked by rapid advances
	 
	 

	10. Hard to forecast external factors
	 
	 


SPACE Matrix

The space Matrix gives us a clearer way to see which directions our strategy should be headed in based on where we are. It coincides with the above matrices and gives a sense of guidance.

	Financial Strength (FS)


	Score


	Environmental Stability


	Score



	Return on Investment 7,808,400/47,195,700 = 16.54

*Highest Profit Margin
	6


	Technological Changes


	-5



	Quick Ratio


	3


	Price Elasticity


	-4



	EPS


	4


	Competition


	-5



	Sales Growth


	1


	Barriers to Enter


	-1



	Average


	3.5


	Average


	-4




	Competitive Advantage


	Score


	Industry Strength


	Score



	Market Share


	-2


	Growth Potential


	5



	Product Quality


	-1


	Profit Potential


	3



	Brand Awareness


	-2


	R&D costs vs. Risk


	2



	Information


	-2


	Patent protection


	2



	Average


	-1.75


	Average


	3
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Grand Strategy Matrix






Strategies:

Market Penetration/ Development

Product Development

Horizontal Integration 

Related Diversification

Factors:

Market Growth - 10% Annual Growth (exceeds 5%)

Competitive Position - 2nd largest industry

The Internal-External (IE) Matrix

The IE Matrix compares the scores from the IFE and EFE and puts them on a grid to show where a company is within quadrants 1-9. It is used to analyze working conditions and strategic position of a business.
This IE matrix tells us that our company should hold and maintain its position. The company should pursue strategies focused on increasing market penetration and product development

 
            Strong


     Average

             Weak


           3.0 – 4.0
    
    2.0 – 2.99


1.0 – 1.99

	I


	II


	III



	 IV


	V


	VI



	VII


	VIII


	IX




Quadrant V:
(EFE = 2.66  
 IFE = 2.75)

Strategies:

Hold & Maintain 

Market Penetration

Product Development
Balanced Score Card (Figure 1)
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Balanced Scorecard

The balanced scorecard is created for Merck with a focus on four main perspectives: Financial, Customer Business Process and Learning and Growth. Each four quadrant explains how Merck should use this strategic performance management tool to focus on developing their core vision. Each action from the four perspectives are coupled with measures to ensure that Merck to keep track of the execution of their staff by Senior Managers. This would allow the managers to control and monitor the implementation to work towards their core vision of the company which is simply to be responsible for their customers, employees, environment and shareholders. See Figure 1.

Benchmarking

As Merck continue to evolve towards integrating and restructuring of Schering-Plough to its main headquarters, it is important that both companies share ideas and their cultures in order to improve their line of business. This can be done by benchmarking in which Merck can compare its core business processes and performance metrics with best practices from other industries. 

Here are the steps to create a benchmarking methodology for Merck and Schering Plough.

1. Identify the problem areas: Using focus groups, informal conversations with employees and customers, or vendors by using marketing research, surveys or questionnaires
2. Identify organizations that are leaders in the industry: Sometimes it is good to copy the wheel and improve on it instead of just reinventing the wheels. Seek out other competitors like Pfizer to analyze what they are doing in order to improve the business process.
3.  Identify other similar industries with similar business process: Since the new acquisition with Merck and Schering Plough will be a complementary business to one another, it is highly recommended that managers from the two different companies discuss how to improve their working efficiency by working together.
4. Implement new and improved business practice: Engage with employees and customers from both Schering Plough and Merck in order to find the best business practice that supports the core vision and culture of its workforce.  

Outsourcing

As globalization continues to grow in rapid speed, Merck is not susceptible to the changing global climate. As shareholder’s demand to earn a high interest on their investment, huge companies like Merck needs to find creative solutions to create an efficient and cost-effective measures which include cutting down on operational cost. 

The most popular way for a company to quickly reduce its operating cost is to outsource their workload usually to a third-world country in which labor, manufacturing costs and goods are simply much cheaper than in the US. However, it is imperative that Merck look at these following implications when planning to outsource labor, goods and services to a foreign country. 

1. Quality of service: Merck should not place its core business into the hands of a foreign country. Additional monitor should be applied when dealing with staff members from a foreign country to ensure that the quality is deemed fit for use in its global markets.

2. Language skills: Customer service should not be outsourced to a call center in India. This is to avoid difficult language and culture barriers that might affect the quality of customer service. 

3. Security: Before outsourcing to another country, it is important to realize that an organization is responsible for the actions of their staff and liable for their actions. Merck need to implement proper strategies to include these security measures to prevent outsourced employees from stealing customer identities and secure highly regulated measures to prevent from unwarranted tendencies.

Industry Analysis Based on Porters Five Forces

Supplier Power: Supplier power in this industry is very small. Raw materials for the medicine (chemicals) are readily available. The cost of raw materials is a relatively small portion of the end product cost. One area where supply might be a constraint is the scarcity of donor organs for the purpose of R&D.

Buyer Power: Buyer's include customers, doctors, and hospitals. All of them rely heavily on the producers of the medicine. Also the buyers of medicine are not price sensitive. Hence the buyer power in this sector is very poor.

Threats of new entry: Potential Barriers to entry such as Patents, R&D Costs, Government Regulations, etc are common in the industry. However, huge profits continuously attract new companies into this highly profitable and lucrative area.

Substitute Competition: There is hardly and competition to pharmaceutical companies from substitute. Potential Substitute includes alternative therapies, auyrveda, alternative medicines, acupunctures etc.

Industry Rivalry: The Pharmaceutical Industry is highly fragmented with large number of firms. This is evidenced by the fact that the world largest pharmaceutical company contributes to a very small percentage of the annual sales. Therefore because of large number of companies, this industry is highly competitive. One of the major characteristic is the first mover advantage (Patents) companies get in this sector.

QSPM

The QSPM is designed to determine how feasible and attractive possible strategies are and to weight them against each other. It Co-insides with Internal and External Analysis as well as the SWOT Matrix.
	 
	 
	Strategic Alternatives

	
	
	1
	2

	
	
	Utilize all aspects of strategic Acquisitions for
	Better employee programs to heighten perceived 

	 
	 
	For maximum expansion and diversification
	Value of salary, benefits, and self recognition

	Key External Factors
	Weight
	AS
	TAS
	AS
	TAS

	Opportunities
	
	
	
	
	

	1. Increasing elderly population worldwide. 
	0.03
	2
	0.06
	0
	0

	2. Strategic Acquisition
	0.09
	4
	0.36
	2
	0.18

	3. Focusing on Research & Development for Chronic diseases vs. Acute diseases
	0.07
	4
	0.28
	3
	0.21

	4. Driving out competitors with lower prices
	0.03
	0
	0
	0
	0

	5. Potential drug revenues after a competitor’s patent expired.
	0.03
	2
	0.06
	0
	0

	6. Penetration of Vaccine and Biologics for emerging international markets (Gardasil)
	0.04
	4
	0.16
	2
	0.08

	7. Product Diversification through Acquisitions
	0.07
	4
	0.28
	2
	0.14

	8. Diversification into biologics, diabetes, oncology, and infectious market segments
	0.06
	4
	0.24
	2
	0.12

	9. Constant growth of pharmaceutical and Health Care Industry by 10%
	0.08
	2
	0.16
	3
	0.24

	10.Educate staff to promote loyalty through relationships from distribution channels
	0.07
	0
	0
	4
	0.28

	
	
	
	0
	
	0

	Threats
	
	
	0
	
	0

	1. Risk of expensive class action law suits
	0.06
	0
	0
	4
	0.24

	2. Loss of patent protection
	0.08
	1
	0.08
	0
	0

	3. Tightening of FDA Regulatory Oversight
	0.04
	2
	0.08
	0
	0

	4. Increased global competition
	0.02
	3
	0.06
	2
	0.04

	5. Price of prescription drugs increase which is reducing Medicaid drug benefits
	0.03
	0
	0
	0
	0

	6. Failure to identify risks due to lack of time & study of long-term effects
	0.02
	0
	0
	0
	0

	7. Compete with smaller generic company along with other larger firms
	0.03
	3
	0.09
	2
	0.06

	8. Expensive Research & Development costs
	0.04
	3
	0.12
	1
	0.04

	9. Industry marked by rapid advances
	0.03
	3
	0.09
	3
	0.09

	10. Hard to forecast external factors
	0.08
	0
	0
	2
	0.16

	Total
	1
	
	0
	
	0

	
	
	
	0
	
	0

	Strengths
	
	
	0
	
	0

	1. Brand Image and Awareness 
	0.05
	3
	0.15
	2
	0.1

	2. Merck Lobbies for healthcare reforms
	0.05
	0
	0
	1
	0.05

	3. Highest Profit Margin in the industry 
	0.08
	0
	0
	3
	0.24

	4. High volume of product approval by FDA
	0.07
	4
	0.28
	1
	0.07

	5. Diversified Product Portfolio
	0.07
	4
	0.28
	1
	0.07

	6. Knowledge of benefits and risks
	0.06
	3
	0.18
	3
	0.18

	7. Sophisticated Online Search Tool (mercksource.com)
	0.04
	0
	0
	0
	0

	8. IPhone application 
	0.05
	0
	0
	0
	0

	9. Transparency
	0.03
	1
	0.03
	2
	0.06

	10. Expansion to developing countries (Access)
	0.07
	0
	0
	0
	0

	
	
	
	0
	
	0

	Weaknesses
	
	
	0
	
	0

	1. High Layoffs (Response to loss of revenues)
	0.03
	0
	0
	4
	0.12

	2. Vioxx - Product Liability ($750 million)
	0.08
	0
	0
	1
	0.08

	3. Highest R&D with historically increasing expenses
	0.07
	3
	0.21
	3
	0.21

	4. Low innovation in response to weak economy
	0.06
	3
	0.18
	0
	0

	5. High salary of skilled pharmaceutical representatives
	0.03
	0
	0
	4
	0.12

	6. Revenue drop at $347 million
	0.02
	3
	0.06
	1
	0.02

	7. Weak core portfolio (Overly dependent on joint venture)
	0.02
	3
	0.06
	0
	0

	8. Growth rate unstable (Hard to forecast future revenues)
	0.07
	1
	0.07
	0
	0

	9. Aggressive marketing open to scrutiny by government agencies
	0.02
	0
	0
	0
	0

	10. High institutional Ownership (IO)
	0.03
	0
	0
	0
	0

	TOTAL
	1
	 
	3.62
	 
	3.2


Recommendations



 3 yr strategic plan

Year 1
· Ensure that we have marketing collateral which include knowledge based information geared towards our non-speaking English customers by translating the information in different languages or cultures. Provide easy to understand technology access towards non savvy customers.

· Implement the benchmarking procedures by integrating ideas and resources from both companies, Merck and Schering-Plough in order to utilize the different products for different market segments such as consumer health care, human health, animal health and manufacturing.

· Focus on researching top product sellers to keep up with product innovation in the health care industry.

· Stay ahead of the competition by finding replacements for products that face expiration of patents.

· Layoff Plan: Explain to employees 6 months in advance that they will be terminated which enable them to find a replacement job. To prevent employees from discrimination lawsuits, ensure that Merck hire the best law firm to protect their interest by explaining why they are chosen to be laid off.

Year 2
· Focus on developing vaccines and increase research by working with medical experts on growing epidemics and illnesses. 

· Focus on building employee morale by providing them training programs to acquire new skills and qualities.

· Provide a great working environment by encouraging employees to thrive by learning and providing leadership, management and communication skills.

· Eliminate cannabalizing of similar product categories. 

· Plan for an effective and reliable inventory system.

· Expand into newly develop countries and create partnerships in Europe.

Year 3
· Use resources of its own laboratories to research new medical findings.

· Acquire smaller generic drug companies to stop them from competing with Merck’s product line.

· Prevent lawsuits by eliminating defected products from the market as soon as possible.

· Provide sophisticated online tools to educate customers which will increase market share and brand awareness.

· Reduced operating costs by carefully outsourcing labor or manufacturing goods in Asia.

· Work with marketing department to enable consumers and employees to participate in the social responsibility programs by allowing the public to learn more about the causes and allowing the public to donate.

EPS / EBIT Analysis

	Capital acquisition
	$7,000,000,000 
	
	Price per stock
	$35 
	Shares needed
	200,000,000 shares
	
	

	Interest rate
	$0 
	
	Outstanding shares
	$2,142,000,000 
	
	
	
	
	

	Tax rate 
	$0 
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Common Stock Financing
	Debt Financing
	Combination Financing (50-50)

	
	Recession
	Normal
	Boom
	Recession
	Normal
	Boom
	Recession
	Normal
	Boom

	EBIT
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 

	Interest
	$0 
	$0 
	$0 
	$2,450,000,000 
	$2,450,000,000 
	$2,450,000,000 
	$1,225,000,000 
	$1,225,000,000 
	$1,225,000,000 

	EBT
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 
	$1,550,000,000 
	$4,550,000,000 
	$7,550,000,000 
	$2,775,000,000 
	$5,775,000,000 
	$8,775,000,000 

	Taxes
	$400,000,000 
	$700,000,000 
	$1,000,000,000 
	$155,000,000 
	$455,000,000 
	$755,000,000 
	$277,500,000 
	$577,500,000 
	$877,500,000 

	EAT
	$3,600,000,000 
	$6,300,000,000 
	$9,000,000,000 
	$1,395,000,000 
	$4,095,000,000 
	$6,795,000,000 
	$2,497,500,000 
	$5,197,500,000 
	$7,897,500,000 

	Shares
	$2,342,000,000 
	$2,342,000,000 
	$2,342,000,000 
	$2,142,000,000 
	$2,142,000,000 
	$2,142,000,000 
	$2,242,000,000 
	$2,242,000,000 
	$2,242,000,000 

	EPS
	$2 
	$3 
	$4 
	$1 
	$2 
	$3 
	$1 
	$2 
	$4 

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	Combination Financing (60-40)
	Combination Financing (70-30)
	Combination Financing (80-20)

	
	Recession
	Normal
	Boom
	Recession
	Normal
	Boom
	Recession
	Normal
	Boom

	EBIT
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 
	$4,000,000,000 
	$7,000,000,000 
	$10,000,000,000 

	Interest
	$980,000,000 
	$980,000,000 
	$980,000,000 
	$735,000,000 
	$735,000,000 
	$735,000,000 
	$490,000,000 
	$490,000,000 
	$490,000,000 

	EBT
	$3,020,000,000 
	$6,020,000,000 
	$9,020,000,000 
	$3,265,000,000 
	$6,265,000,000 
	$9,265,000,000 
	$3,510,000,000 
	$6,510,000,000 
	$9,510,000,000 

	Taxes
	$302,000,000 
	$602,000,000 
	$902,000,000 
	$326,500,000 
	$626,500,000 
	$926,500,000 
	$351,000,000 
	$651,000,000 
	$951,000,000 

	EAT
	$2,718,000,000 
	$5,418,000,000 
	$8,118,000,000 
	$2,938,500,000 
	$5,638,500,000 
	$8,338,500,000 
	$3,159,000,000 
	$5,859,000,000 
	$8,559,000,000 

	Shares
	$2,262,000,000 
	$2,262,000,000 
	$2,262,000,000 
	$2,282,000,000 
	$2,282,000,000 
	$2,282,000,000 
	$2,302,000,000 
	$2,302,000,000 
	$2,302,000,000 

	EPS
	$1 
	$2 
	$4 
	$1 
	$2 
	$4 
	$1 
	$3 
	$4 


Epilogue

In conclusion the pharmaceutical industry carries its fair share of hurdles for any company to handle. There is the high cost of research and development, regulations for product approval, disclosure requirements adding to advertising expenses, and generic company sabotage as well as a highly concentrated market. In addition Merck also has its own weaknesses as far as the constant changes in its company due to rapid advances and changes in this highly competitive market. This makes it hard for Merck to make a seriously accurate forecast. The structure of the company changes as well with the constant acquisitions, this requires much cost and research to maintain these mergers. 

In response Merck has emphasized on access to the demographics that need their attention as well as donations to developed countries. They have focused on transparency and showing strong social responsibility through educating the public, lobbying for healthcare reforms and globalizing. We feel that with these and other strategies mentioned above Merck will be able to not only keep up with large competitors such as Pfizer however also exceed growth in revenues as well.

Rapid Market Growth





Strong Competitive Position





Weak Competitive Position





Slow Market Growth





High


3.0-4.0





Medium


2.0-2.99





Low


1.0-1.99
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