UK pharmaceutical sector faces potential exodus as investment and innovation decline
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Britain’s pharmaceutical industry is currently grappling with significant challenges that threaten both its global standing and economic contribution. This year, three major players—Merck, AstraZeneca, and Eli Lilly—have either paused or completely withdrawn investments in the UK collectively worth nearly £2 billion. These moves highlight deepening concerns over the UK’s NHS drugs pricing regime, which industry executives describe as a “contagion risk” that undermines the viability of the British market for pharmaceutical investment.
The issue comes to a head amid the state visit of former US President Donald Trump, during which pharmaceutical executives and science minister Lord Vallance, known for his pandemic leadership, are set to appear before a parliamentary select committee. The backdrop to this unfolding crisis is complex, with the UK caught in the crossfire of transatlantic trade pressures and internal policy challenges.
At the core lies the NHS’s position as one of the largest single buyers of medicines globally, wielding considerable leverage to negotiate prices. Over the past two decades, stringent controls on drug approval and pricing have indeed lowered medicine costs for the NHS but at a cost. The industry argues that these controls have eroded the UK’s attractiveness as a market, with prices so tightly regulated that pharmaceutical companies no longer find it sustainable to invest heavily in the country. This has manifested in a dramatic reduction in inward foreign investment and declining growth in research and development (R&D).
The Association of the British Pharmaceutical Industry (ABPI) confirms this trend, noting that R&D investment growth in the UK has fallen below global averages, and foreign direct investment has plummeted by nearly 60% since 2020. A recent report highlighted a £1.3 billion shortfall in additional R&D investment in 2023 alone compared to previous years. The UK, once a leading destination for pharmaceutical investment, has slipped in global rankings, moving from second to seventh place in foreign investment within the sector since 2017.
Several specific investment reversals underline the gravity of the situation. AstraZeneca, after initially announcing a £200 million investment in its Cambridge research centre aimed at creating 1,000 jobs, has recently paused this project. This follows the cancellation of a £450 million vaccine manufacturing facility investment in northern England, citing reduced government support for life sciences. Merck has been even more drastic, scrapping plans for a new drug research centre in London and moving its research activities predominantly to the US, highlighting the UK’s "unfavourable business environment."
Eli Lilly and other companies have also withdrawn from UK government pricing programmes designed to cap branded medicine costs, adding further strain to government-industry relations. These withdrawals underscore a growing sentiment that the UK’s pricing thresholds are outdated—set between £20,000 and £30,000 per quality-adjusted life year (QALY) since 1999 and not adjusted for inflation. Had the thresholds kept pace with inflation, industry experts argue, they would now be between £40,000 and £60,000, allowing more innovative drugs to reach patients.
An added complication is the NHS’s medicines budget, which has shrunk to just 9% of the total budget, below the EU average of 13%, while the proportion of revenue clawed back from pharmaceutical companies through complex price control arrangements has soared to 23.5%. The clawback mechanism—where companies return revenue equal to any overspend by the NHS—has dramatically increased over the past five years, signalling rising financial pressure on the pharma sector.
Industry leaders warn that without revised pricing and investment policies, the UK risks losing access to innovative medicines, with only 37% of available drugs currently accessed by the NHS compared with 90% in Germany. Johan Kahlstrom, Novartis UK and Ireland country president, voiced concerns in a recent statement, suggesting the UK is "fast becoming uninvestable for life sciences companies" due to high clawback taxes and outdated cost-effectiveness thresholds.
Resolving these tensions is no simple task. The health secretary, while publicly committed to securing the best deal for patients, faces limited scope for manoeuvre, as ultimately the Treasury controls funding decisions. There is a delicate balance between protecting the NHS budget and sustaining a growth industry that supports jobs and innovation. The pharmaceutical companies’ demand for a clawback rate reduction to single figures by the end of the parliamentary term remains unmet, with emergency negotiations having stalled over the summer.
This predicament reflects a broader tension within government policy, which aims to champion the life sciences as a pillar of the industrial strategy, while simultaneously managing efficiency in public services. It also echoes the pressures from the US, which represents 40% of the global medicines market and demands pricing parity from its pharmaceutical companies, unlike the smaller UK market that accounts for just 2.5%. These dynamics complicate efforts to enhance UK competitiveness and attractiveness to investment in the sector.
The investment pullbacks and pricing disputes serve as a stark warning that the UK could be losing its edge in a globally competitive pharmaceutical landscape. Industry figures and government officials alike recognise that urgent compromise and additional funding may be required to reverse this trend and ensure that the UK remains a vital hub for pharmaceutical innovation, research, and patient access to new medicines.
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