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China's active pharmaceutical ingredient (API)
sector continues to maintain its competitive
edge in the global supply chain restructuring. In
recent years, domestic pharmaceutical
companies have significantly enhanced their
production capacity and technological
capabilities. Continuous innovation and
advancements in pharmaceutical technology
have substantially improved the quality and
efficiency of Chinese APIs, making them
increasingly competitive in the international
market. As the world's largest API producer and
exporter, China supplies approximately one third
of the world’s demand. Chinese diverse range of
APIs caters to medication needs across various
regions, driving sustained export growth.

The recent CPHI exhibition in Shanghai in June
this year attracted numerous international
buyers, particularly from Russia, India,
Southeast Asia and other regions, with Indian
clients being especially prominent. In Asia,
China's API exports account for around 13% of
the total API export volume, with Chinese
manufacturers dominating intermediates
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production and outperforming Indian
counterparts in technical expertise. According to
data from the China Chamber of Commerce for
Import & Export of Medicines & Health Products
(CCCMHPIE), India ranks as the third-largest
global API importer, while China remains its
primary source of APIs and intermediates.
Beyond Asia and North America, Latin America
(around 8%) and Africa (less than 3%) are
emerging as high-growth markets, albeit with
relatively small but rapidly expanding shares.

Current Challenges: Product
Homogenization and Overcapacity

At the same time, China's API sector is
undergoing a critical transformation.
Overcapacities and low product differentiation
have inflamed price wars. Based on our
discussions with leading manufacturers on-site,
we understand that last year, the average
industry capacity utilization stood at only 65%,
with prices for bulk APIs like penicillin dropping
by 15%. In such a fiercely competitive
landscape, it's the small-and-medium-sized
enterprises (SMEs, i.e. < RMB 500 m sales p.a.),
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that are the most vulnerable, as they are
constrained by low technological barriers, weak
client networks, and poor cost control. In
contrast, the leading players (i.e. > RMB 1 bn
sales), are expanding aggressively. The top
companies in 2024 have reported profit growth
far outpacing revenue growth, cementing a
"winner-takes-all" market structure.

The Path Forward: Vertical Integration
and Intelligent Upgrading

One way forward for Chinese API maker
may be integrating forward into finished
dosages. The industry is witnessing a
"cross-boundary revolution"- API manufacturers
are expanding into finished drugs, while
finished-drug producers move upstream into API
production. The era of standalone operations
seems to be over; only companies controlling
end-to-end supply chains can mitigate price
volatility and enhance margins.

Amid China's volume-based drug procurement
reforms (“VBPs"), finished drug margins have
shrunk, and generics no longer compete on
marketing. This pressures traditional pharma
firms to transform, too. API makers' downstream
integration offers a solution - their cost and
scale advantages make them ideal partners for
struggling formulators. Many API firms are now
actively pursuing acquisitions or strategic
partnerships with formulation manufacturers.

Two examples demonstrate this trend: In a
transformative move to establish formulation
products solutions, Jiuzhou Pharma acquired
Novartis' Sandoz (China) Zhongshan formulation
facility in September 2022. This strategic
acquisition provided immediate access to a
world-class manufacturing plant spanning
50,000sgm, featuring EU/FDA-compliant
production lines with annual capacities of 600 m
tablets and 4 m oral liquid units - surpassing the
output of the company's originally planned
in-house CDMO formulation project by one third
The transaction fundamentally transformed
Jiuzhou's business model by creating instant
synergy between its established API CDMO

platform and premium formulation capabilities,
and by enabling a seamless technology transfer
from its subsidiary Kangchuanji Pharma's R&D to
commercial production. On the other hand,
Apeloa Pharmaceutical initiated its strategic
expansion into downstream formulation products
as early as 2012, completing its vertical
integration through a series of well-planned
mergers and acquisitions. In 2014, the company
acquired a 49% stake in DeBang
Pharmaceuticals for RMB 225 m, securing four
key formulation products and access to a
distribution network covering 2,500 outlets,
enabling rapid market penetration in oncology
and cardiovascular therapeutics. By 2023,
Apeloa's API business achieved around RMB 8
bn in revenue, while its formulation
segment—spanning anti-infectives,
cardiovascular drugs, CNS therapies, and
oncology products—generated RMB 1.25 bn.
Notably, the formulation business boasts a high
gross margin of over 60%, enhancing the
company'’s overall profitability. Looking ahead,
Apeloa has established its 2030 development
strategy: "Excel in APIs, Strengthen CDMO, and
Advance Finished Drugs." This roadmap
underscores the company's commitment to
leveraging its integrated "API + Formulation"
model for sustainable growth and competitive
differentiation in the global pharmaceutical
market.

Another way for API makers to get fit is to
adopt smart manufacturing and AI-driven
optimization methods.

Traditional manufacturing- and labor-intensive
models are obsolete. In Q1 2025, industry’s
gross margin improved, largely due to cost
savings driven by smart manufacturing. SMEs
typically lack digital transformation capabilities
and are performing much worse.

Al is penetrating the entire value chain, driving
efficiency, precision, and sustainability.
Asymchem commented, “our AI crystal form
platform combines deep learning with quantum
chemistry to predict optimal polymorphs. In one
oncology API project, it identified the target
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polymorph in just 3 weeks - 80% faster than
traditional methods. This not only improved
bioavailability but became a key patent
differentiator for our client.”

AI will have impacts on different activity steps of
API makers. For example, it will enhance R&D
intelligence with generative AI designing
patent-novel molecular structure and ML
algorithms predicting optimal synthesis routes
and hence slashing development cycles.
Furthermore, Al also makes production smarter,
with digital twins enabling real-time process
optimization, and time-series analytics
preempting equipment failures. Moreover, Al will
help to manage the supply chain and compliance,
by enhancing demand forecasting and
automating regulatory submissions.

Product Category Shifts: From
Commodity to High-value APIs

The industry is transitioning from bulk APIs
(antibiotics, vitamins) to high-value niche
products, especially cardiovascular, CNS, and
oncology, as well as patentedAPIs, reflecting a

Chart #1

broader shift from scale-driven to quality-driven
growth.

Huahai Pharmaceutical exemplifies this
transformation. As a leading Chinese API
manufacturer, the company focuses on
specialized products in cardiovascular (e.g., ACE
inhibitors and sartans), psychiatric disorders,
and neurological therapies. For instance,
Huahai’s sartan APIs (e.g., valsartan, losartan)
have secured a dominant global market share
due to their process technology and compliance
advantages, sustaining an API segment gross
margin of over 40%. This gap stems from
technical barriers in differentiated APIs (e.g.,
complex chiral synthesis, impurity control). (See
Chart #1)

In summary, China's API industry is
undergoing a fundamental transformation from
quantity-driven expansion to quality-focused
upgrading, with competition increasingly
centered on high-value niche APIs, patented
APIs, vertical integration capabilities, and smart
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manufacturing adoption. This paradigm shift
presents a binary choice for market participants
- either ascend the value chain through
technological innovation and global expansion or
risk marginalization in an evolving landscape. As
global supply chains reconfigure, Chinese API
manufacturers must intensify R&D efforts and
strategically expand their international presence
to solidify their leadership position and
successfully transition into higher-margin market
segments.

China's API sector is undergoing a fundamental
shift toward vertical integration and
technological leadership, creating multiple
avenues for multinational corporations (MNCs)
to participate, collaborate, and derive value. For
MNCs—whether pharmaceutical innovators,
generic drug producers, or technology
providers—this evolution presents a strategic
window to engage with Chinese partners in
ways that were not possible even five years ago.

A Few Pathways for MNCs to Capitalize
on This Transformation:

" An M&A Opportunity: Smaller Chinese API
makers that struggle and succumb to the
consolidation trend will be attractive
acquisition targets for Western competitors.
Western API players will be able acquire
distressed FDA/EMA-approved facilities at low
valuations, repurpose them i.e. for biologics,
and lease out capacities to pharma players.
InterChina can help its clients to identify such
businesses and assets and facilitate the right
deals.

" Outsource commodity categories
entirely to Chinese partners: Western
makers of bulk APIs (e.g. antibiotics,
vitamins) will face increased price pressure
globally, exported from China. A production
focus restructuring move would provide the
volume categories to an array of Chinese
partners in exchange for a minority share in
their company. The Western maker would
focus on specialty API production overseas,
whilst the Chinese partners will produce the
lower-value-add categories.
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Enhanced partner scheme with your
Chinese API supplier: Western mid-sized
makers of finished dosages have the
opportunity to turn the Chinese API supplier
into a captive partner. Chinese API
companies need cash and global market
access, and Western finished dosage makers
could offer single-digit equity stakes in their
own group in exchange for exclusive
long-term supply deals at cost-plus pricing.
InterChina’s Corporate Finance Practice has
long and extensive experience in negotiating
advanced and innovative deals between
Chinese and Western companies in chemicals
and pharmaceuticals and will be able to bring
new ideas to fruition.

Reverse-engineer the emerging best
practices: The leading Chinese API players
will not just survive but thrive. They will
make the splits between introducing
technologically advanced processes and
outcomes and achieving unbeatable cost
advantages. Western API players will turn to
such Chinese players to learn how they
upgraded their processes in lightspeed and
how they successfully integrate forward /
backwards. By analyzing specific industry
leaders, InterChina’s Strategy Practice helps
its Western Clients to learn from best
practice players and formulate what could be
replicated overseas.
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InterChina is a leading strategy, operations and corporate finance boutique specialised in China. Our
multinational and Chinese clients choose to work with us because we provide real understanding,
deliver practical results, and know how to get things done. We are a partner led firm and distinguish
ourselves by the deep level of commitment our partners have in client engagements.

Please contact us to discuss your needs and how we could provide support:

Local Partnerships.

China For Global.

Opportunity & Growth.
Strategic Revaluation.

Next-Level Localization.
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