
The Company at the Crossroads. 
Part 2: Build or Buy?
“Build or buy” is only convenient shorthand for  
a wide range of possible courses of action
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In the previous installment in this series, 
we explored how emerging biotech com-
panies should approach one of the most 
critical questions they face: what kind of 

company they ultimately want to be. Should 
they pursue the path of the idea factory that 
generates innovative therapeutic products and 
develops them to a point where they can be 
outlicensed to another company? Or should 
they become a fully integrated firm that takes 
innovations from discovery all the way to the 
market? Although the decision is a defining 
one, it is by no means the end of major deci-

sions that either kind of company 
faces. Among those decisions, one 
of the most difficult and recurring is 
whether to build or buy critical capa-
bilities. 

Further, build or buy is only 
convenient shorthand for what in 
practice can be a wide range of pos-
sible courses of action, each of which 
involves differing risks and rewards. 
Consider the case of a rapidly grow-
ing, fully integrated firm that needs 
additional capacity. The company 
could: 
•	Build: Construct a new unit of its 
own.

•	 Buy: Purchase a company, business unit, or 
facility that already has the desired capacity. 

•	 Upgrade: Enhance the capacity of the com-
pany’s existing units by installing new tech-
nology or extending a current line.

•	 Optimize: Enhance the yield of a current 
unit by cutting waste through Lean or Six 
Sigma. 

•	 Outsource: Contract with a third party, 
such as contract manufacturing organization 
(CMO) or another pharmaceutical company, 
to deliver to specifications.

•	 Leapfrog: Stop investing in old processes 
and wait to spend money on next generation 
technology or processes. 
    There are also many possible permutations 
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involving combinations of two 
or more of these solutions, which 
greatly multiplies the choices. In 
addition, many people in the orga-
nization are capable of generating 
even more alternatives. 

To complicate matters further, 
assume that the company has 
faced similar decisions before 
and in both cases failed. On the 
first occasion, the CEO was sure 
he just knew the right thing to 
do. Nobody dared to protest and 
important showstoppers weren’t 
brought forward until after the 
decision was made. On the second 
occasion, the opportunity disap-
peared while the decision process 
stretched on interminably. 

Given the many choices and the 
possibilities for organizational dys-
function, one thing is certain: an 
ad hoc or intuitive approach to 
weighing risks and rewards is sim-
ply inadequate for such a complex 
and important decision. 

Wanted: A Repeatable Process  
for High-Quality Decisions
Fortunately, there is a way to avoid 
the pitfalls of intuitive decision-
making and poor processes, find 
the best alternative, and retain 
alignment among all the constitu-
encies involved in implementing 
the decision. This proven approach 
to decision-making has been suc-
cessfully applied in thousands of 
complex and valuable decisions 
over the past twenty years. 

This method is marked by 
two interdependent characteris-
tics. First, it treats the weighing 
of risks and rewards as a science 
with adequate and controllable 
inputs, repeatable processes, and 
measurable results, much as in 
core scientific processes. Second, 
it accommodates the human factor 
by encouraging wide participation 
and providing the kind of neutral 
decision criteria that satisfies par-
ticipants about the objectivity of 
the process. 

In both the quantitative and 
human dimensions, this disci-
plined, structured approach offers 
many important advantages.

Superior clarity in complex situa-
tions: Relatively inconsequential 
or uncomplicated decisions can of 
course be dispatched straightfor-
wardly and without concern for 
issues of mobilization and align-
ment. Large, complex, value-laden 
decisions, however, require a pro-
cess that can comprehend all of 
the complexities, as in the case 
of the integrated firm weighing 
the options for adding capacity. In 
this case, the issue of building or 
buying—and of all alternatives in 
between—involves a potentially 
significant capital expenditure, 
requires a complex weighing of 
difficult-to-compare choices, and 
risks that range from issues of 
adequate market supply to quality, 
and many more. 

Somewhat paradoxically, the 
complexity of key decisions in 
biotech continues to grow faster 
as the industry matures. Smaller 
firms search for capacity while 
older players struggle under the 
weight of under-utilized capacity. 
Outsourcing drives work around 
the globe and costs-per-mile soar. 
Matur ing regulatory scrut iny 
and upstart innovation are can-
nibal cousins. New and increas-
ingly capable technology requires 
increasingly complex implementa-
tion. The proliferation of techni-
cal specialties spawns whole teams 
with conf licting agendas. Gut 
instinct, vision, or turf protection, 
are no substitutes for the sophisti-
cated methods of decision science 
that have been developed precisely 
to apply to such increasingly com-
plex environments. 

Broad generation of alternatives: 
In biotech firms, complex deci-
sions like build-or-buy usually cut 
across functions and disciplines 

and can have implications that 
may not be obvious to the repre-
sentative of any single function 
by itself. Having a single powerful 
individual dominate the decision 
blinds the group to a broader view. 
Excluding the inputs of impor-
tant constituencies leads to the 
risk of hiding fatal flaws until it is 
too late to correct them. Further, 
critical functions and disciplines 
want their ideas and views consid-
ered. The decision-making process 
should therefore be designed to 
generate as many reasonable alter-
natives as possible from all inter-
ested parties. In our experience, 
the best mechanism for achieving 
those dual goals lies in a decision 
team broadly based across func-
tions. 

More effective framing: Framing 
the decision means identifying 
the givens that must be taken into 
account and the level of detail at 
which the decision will be made. 
For example, it might be a given 
that the company’s fundamental 
production technology will remain 
the same—new breakthrough tech-
nology is off the table. Lower-level 
details, such as whether to out-
source administration, might be 
set aside to focus on the key deci-
sion—whether to build a green-site 
plant in an optimal location or 
retrofit an existing plant. Framing 
will also take into account the 
company’s values—what it stands 
for and what it won’t stand for. For 
example, if preserving the work-
force is a company value, alterna-
tives that outsource jobs would be 
out of bounds. 

Better information: The quality 
of a decision depends directly on 
the quality of the information on 
which it is based. The structured 
approach to decision-making 
includes mechanisms for ensuring 
that all usable and relevant infor-
mation is collected, quantified 
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where appropriate, and weighted 
accurately. A decision team should 
ask itself if better information 
about any of the alternatives or 
the ability to pursue them might 
lead to a different conclusion. If 
the answer is yes, then the process 
needs work. 

Rapid filtering of alternatives: The 
decision-making process should 
also be designed to quickly take 
the many possible alternatives and 
reduce them to the few that have 
the potential to create the most 
value. Otherwise, the process is 
likely to drag out unproductively in 
endless discussions of alternatives 
that don’t merit such lengthy con-
sideration. 

Many alternatives are so simi-
lar that they are simply different 
settings on the same dial. The 
secret is to deeply understand the 
bookend-alternatives—those at 
the two extremes of the range of 
plausible alternatives. For the firm 
looking to expand capacity, those 
bookend alternatives might come 
down to only four: partnering with 
a CMO, buying an existing plant 
from another company, upgrad-
ing several small existing plants, 
or building one big new plant. This 
approach enables the decision team 
to focus on the most promising and 

genuinely different alternatives. 

Strict comparability: To ensure the 
optimal business decision and to 
satisfy participants that the pro-
cess of prioritization of alternatives 
is fair and objective, a structured 
approach allows an apples-to-
apples approach to comparability. 
Each promising and genuinely dif-
ferent alternative is measured in 
terms of its likely financial perfor-
mance under risk and uncertainty. 
Typically, that measure is net pres-
ent value (NPV) of cash flow. The 
final arbiter among alternatives 
is risk-adjusted profit, a language 
that cuts across differences and 
gets to the heart of the matter. 

Genuine alignment: In many ways, 
the ultimate advantage of a struc-
tured approach to decision-mak-
ing is the alignment of the team. 
Soliciting everyone’s hypotheses 
and opinions and quickly priori-
tizing them through rigorous and 
objective methods of strict compa-
rability satisfies all participants in 
the process, no matter their initial 
positions. Resistance is converted 
into appreciation for the most 
robust alternative. At the end of the 
process, the entire team is united 
behind the decision and ready to 
do their part to implement it. 

By cont rast ,  the int u it ive 
approach can degenerate into a 
contest between several powerful 
advocacy groups in the organiza-
tion and often results not only in 
poor decisions but also in trium-
phalist winners, resentful losers, 
and poor implementation. More 
than once, we’ve seen build-or-
buy decisions that were supposed 
to produce important new capac-
ity flounder because the decision-
making process was short-circuited 
by favoritism and randomness. Or 
worse, the executive team simply 
announced a decision with great 
fanfare—all the greater because 
they had made and unmade the 
same decision several times before.

In an industry where companies 
must repeatedly make high-value 
decisions in the face of increasing 
complexity in technical, organi-
zational, and regulatory develop-
ments, no biotech can afford to 
forgo the advantages of a rigorous 
decision-making process. Clearly, 
this is a province where decision-
making exceeds the powers of 
intuition and requires the same 
science that tames the industry’s 
other processes. In short, one of 
the most important decisions a 
biotech will make is what kind of 
decision-making process it chooses 
in the first place.  ◆
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