
l j
/

,1lAVID P,RYOR, ARKANSAS, CHAIRMAN 

JOHN GLENN, OHIO! WILLIAM S, COHEN, MAINE 
BILL BRADLEY, NEW JERSEY.' LARRY PRESSLER, SOUTH DAKOTA 
J, BENNETT JOHNSTON, LOUISIANA CHARLES E, GRASSLEY, IOWA ' 
JOHN B, BREAUX, LOUISIANA ALAN K, SIMPSON, WYOMING 
RICHARD SHELBY, ALABAMA JAMES M, JEFFORDS, VERMONT 
HARRY REID, NEVADA JOHN MCCAIN, ARIZONA 
BOB GRAHAM, FLORIDA DAVE DURENBERGER, MINNESOTA ,tlnittd·~tattS' ~mQt,t,
HERB KOHL, WISCONSIN LARRY CRAIG, IDAHO 

RUSSELL 0, FEINGOLD, WISCONSIN CONRAD BURNS, MONTANA SPECIAL COMMITTEE ON AGING': :' ' 

DONALD W, RIEGLE, JR.. MICHIGAN ARLEN SPECTER, PENNSYLVANIA ". . :so : • " ' 


THERESA M, FORSTER, STAFF DIRECTOR WASHINGTON, D~, 20,5,~.~"~~90 " 
MARY BERRY GERWIN, MINORITY STAFF DIRECTOR/CHIEF COUNSEL 

PERSONAL AND eoNPIDBN'I'IAL. ADM1NISTRATIVE MAR'K', !(\llr. 
fNrn;~.LS~ '1/?1 'DATE: ,.o:S':;;;

~ I 

September 2:, ,19'93 . 

Mrs. Hillary Rodham Clinton 
Chairperson 
President's Task Force' on Health " 
Care Reform 
The White House 
Washington, D.C. 20500 

Dear Hillary: 

I am writing to let you know that,' shortly after returning 
from the August recess, I' would like to challenge pharmaceutical 
manufacturers to sign a short-term, "voluntary" price restraint 
commitment with the Secretary of Health and Human S~rvices (HHS). 

Under this commitment, drug manufacturers would limit the 
average annual increase in their weighted average manufacturer's 
price to the projected increase in the inflation rate. It would 
also require manufacturers to limit price increases ,to the, 
inflation rate on'individual prod~ct package sizes of drugs 
normally distributed to the retail class of trade. 

I feel strongly about proposing such a commitment at this 
time for the following:reasons. To date, only 17 pharmaceutical 
manufacturers have publicly stated that they would "voluntarily" 
limit the price increases on their products to the rate of 
inflation.' Other manufacturers have'developed "model" contracts 
and commitments that they would propose to sign'with the 
Secretary of HHS to achieve the same objective. I commend those 
manufacturers that took the time to craft their own model 
"voluntary" restraint commitments, because these have served as 
the. basis for the commitment that I am proposing here. 

Federal anti-trust la~s, however; prohibit the entire 
industry from developing a uniform pricing restraint proposal of 
its own. Therefore', I' have crafted a commitment which I believe' 
meets the industry's public declaration to "voluntarily" restrain 
its price increases. This commitment would also standardize a 
pharmaceutical price'restraint.approach for all manufacturers in 
the industry, and provide a mechariism to assure the President, 
the Congress, and the American public that the manufacturer has 
met its commitment. 



, " 

i 

Mrs. Hillary Rodham Cli~ton 
September 2, 1993 
Page 2 

.In addition, by signing this commitment, a drug manufacturer 
would be publicly demonstrating its desire and intent to 
voluntarily restrain pharmaceutical price increases. This is a 
goal which has been stated 'frequently by representatives of the 
drug manufacturing industry and its member companies. 

An important part of this commitment would require that 
manufacturers. limit price increases to the rate of inflation on 
individual retail pharmaceutical package sizes. This is very 
important. Data from the first half of 1993 indicate that many 
individual prescription medications are still increasing in price 
much faster than the rate of inflation•. A table of price . 
increases for over 90 prescription medications for the first half 
of the year is enclosed. This approach would assure that pricing 
restraints are meaningful for all Americans,especially the 
millions of our nation's older Americans, who rely on 
prescription medicines tomaint~in life and health. 

As you know, for the past four years, the Senate Aging 
Committee has been carefully following the pricing practices of 
drug manufacturers. The bottom line is that meaningful restraint 
on pharmaceutical price increases in the United States is long 
overdue. Between 1980 and 1992, prescription drug prices 
increased six times the rate of inflation. Asa result, millions 
of Americans ~- especially older Americans -~ have had to make 
the unfortunate choices between buying food or medication. 
Therefore, to provide relief to older Americans as quickly as 
possible, I would encourage each brand-name drug manufacturer to 
sign and return this commitment to the Secretary of HHS by 
October 15th, 1993. 

Your support, and that of the President, for this initiative 
would be very much appreciated. Because I would like to go 
public with this commitment next Thursday, September 9, I would 
appreciate if you would let me know as soon as possible if you 
have any questions, concerns, or just want to talk about this 
proposal. Thank you very much. 

Sincerely, 

David Pryor 
Chairman 

Enclosures 

cc: 	 Ira Magaziner-
The Honorable Donna Sh,alala, .-Ph ..D. 
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NEED FOR PHARMACEUTICAL, 'PRICE INCREASE RESTRAINT 

o Between 1980 and 1992, pharmaceutical prices at the 
manufacturers level increased six times· the rate of inflation, 
making it very difffcult ,for all' American,s -:. especially millions 
of older Americans -'- to afford prescription medications. 

o As a result of this' excessive'prescription drug price 
inflation, prescription drug,expenses have become the highest out­
of-pocket medical cost for 3, of 4'old~r Americans. 

, . ~. 

o To date, 17 pharmaceutical manufacturers indicate that they 
are "voluntarily" limiting price increases on their products to the 
rate of inflation in one way or another. However, dozens of other 
drug manufacturers of essential m~dicati6ns have not made such a 
commitment to the American public. 

o Most of these "voluntary" commitments, however, limit price 
increases on a "weig~ted average aggregate basis across a 
manufacturer's product line" to the rate of inflation. While this 
is a necessary first step toward pharmaceutical price restraint, it 
is not totally sufficient for restraint to be meaningful to the 
average older American. 

o In addition, there is no 'uniformity in approach among the 
pharmaceutical restraint policies adopted by these manufacturers. 

o Finally, data from the first half of 1993 indicate that many 
individual prescription drug products at the retail level are still 
increasing much faster than the rate of inflation. 

PURPOSE OF PRICE RESTRAINT COMMITMENT 

o Permit uniformity among pharmaceutical manufacturer price 
increase restraint approaches. 

o Assure that all drug manufacturers are given the opportunity 
to make a public commitment to restrain price increases. 

o Assure that all individual drug product prices at the retail 
or consumer level do not increase faster than the rate of 
inflation. , 

o Provide for an interim measure to contain pharmaceutical 
prices until the transition to the new health care system is 

,s; completed. 

o Offer a fair and enforceable way to assure that 
manufacturers meet their commitment to the American,public. 
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PHARMACEUTICAL PRICING RESTRAINT COMMITMENT BY 
A PHARMACEUTICAL MANUFACTURER TO 

THE SECRETARY OF HEALTH AND HUMAN SERVICES 

This is a commitment made by the pharmaceutical manufacturer 
identified below (hereinafter referred to as ,the manufacturer) to 
the Secretary of Health of Human Services (hereinafter referred to 
as the Secretary). 

1. NATURE OF COMMITMENT 

(i) Under this commitment, the pharmaceutical manufacturer 
agrees to restrain pharmaceutical price increases of all drugs and 
biologicals sold by the,manufacturer in the United States and the 
District of Columbia which are required to be prescribed under 
federal law by a physician. In particular, these shall include 
single source and innovator multiple source pharmaceutical products 
and biologicals of the manufacturer. The manufacturer agrees not 
to include non-innovator,multiple source pharmaceuticals (generic 
drugs) as part of this commitment. ' 

(ii) A single source pharmaceutical is defined asa 
pharmaceutical which is produced or distributed under a new drug 
application or product licensing application approved by the Food 
and Drug Administration, including a drug product marketed by 
cross-licensed producers or distributers operating under, the new 
drug application. 

(iii) An innovator multiple source pharmaceutical product is 
a multiple source drug or biological that was originally marketed 
under a new drug application or product licensing application 
approved by the' FDA. A multiple source drug has the same 
definition as found under section 1927(k) of the Social Security 
Act. 

2. TERMS OF COMMITMENT 

A. Retroactive cormriitment 

(i) This commitment 'by, the 'manufacturer shall be made 
retroactive to January 1, 1993. The manufacturer will limit the 
increase in itsweightedaverage manufacturer's inflation index, as 
described below, to 3'.2 ,percent 'and' its retail pharmaceutical 
product price index, as. described,below" to 4.2 percent for 1993. 

" 
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B. Annual Pharmaceutical Price Increase Restraint: 

(i) Beginning in 1994 and for each subsequent calendar year 
that this commitment is in effect, the manufacturer will limit the 
increase in its weighted average manufacturer price inflation index 
and the retail pharmaceutical product price index to the projected 
rate of increase in the CPI-U (all urban consumers, u.s. average) 
for the calendar year .. 

C. Cumulative Pharmaceu'tical Price Increase Restraint: 

(i) Beginning in 1994, and for each subsequent calendar year 
that this commitment is· in effect, the manufacturer will limit the 
cumulative increase in the weighted average manufacturer's 
inflation index and the retail pharmaceutical product price index 
to the projected cumulative increases i1n the CPI-U from December 
31, 1993 through the end of each calendar year. 

3. CALCULATION OF THE INDICES 

A. Calculation of the Annual Weighted Average Manufacturers' Price 
Inflation Index: 

(i) For a calendar year, the manufacturer will calculate its 
weighted average manufacturers' price inflation index for all 
single source and innovator multiple source drugs of the 
manufacturer by calculating the summation of: 

(1) the .total net revenue for 'each dosage form and strength of 
each such drug di~t~ibuted to all classes of trade (taking into 
account any rebates, discounts and fr.ee goods) divided by the total 
net revenue ..for all such drugs of the manufacturer, multiplied by: 

(2) the average manufacturer's price for each dosage form and 
strength of each such drug distributed to all classes of trade in 
the current. year· minus: the average manufacturers price for each 
dosage form and strength of each such drug distributed to all 
classes of trade forthe",previous year , divided by the average 
manufacturers price f9r each dosage form and strength of each such 
drug distributed to all classes'of trade for the previous year. 
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B. Calculation of the Ret'ail Pharmaceutical Product Price Inflation 
Index: 

(i) For a calendar year,' the manufacturer commits that the 
calculation of the retail pharmaceutical product price index for 
each pharmaceutical product package size of the manufacturer 
normally distributed to, the retail class of trade (as reported by 
the manufacturer to .tbe Secretary' in implementation of section 1927 
of the Social Security Act) is equal to the average manufacturer's 
price as of December 31 of thecuirent year minus the average 
manufacturer's price'as of, December 31 of the previous year divided 
by the average manufacturer's price of December 31 of the previous 

. ,",year. 

(ii) For the purposes, of the calculation of the retail 
pharmaceutical product price ipf'lation index, the term "average 
manufacturer's price" has the same meaning as described under the 
contract signed by the manufacturer with the Secretary under 
section 1927 of the Social se~urity Act. ' 

(iii) For the calculation of the retail pharmaceutical product 
price inflation index, the manufacturer will adjust the average 
manufacturers price in the previous calendar year I if necessary I to 
reflect the price that would have been in effect had the 
manufacturer not increased its price more than the allowable' rate 
of inflation for that year. 

C. Calculation of the Cumulative Weighted Average Manufacturers' 
Price Inflation Index: 

(i) The manufacturer commits that the cumulative increase in 
the weighted average manufacturers price inflation lndex through 
the end of any calendar year during which this commitment is in 
effect shall be no greater than the cumulative projected increases 
in the rate of inflation from December 31, 1993 through the end of 
the current calendar year. 

D. Calculation of the Cumulative Retail Pharmaceutical Product 
Price Inflation Index: 

(i) The manufacturer commits that the cumulative increase in 
the retail pharmaceutical product price index through any calendar 
year during which this commitment is in,effect shall be no greater 
than the cumulative projected increase in the rate of inflation 
from December 31, 1993 through the end of the current calendar 
year. 
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E. Treatment of New Pharmaceuticals: 

(i) For the purposes of calculating the weighted average 
manufacturers price inflation index, the manufacturer will not 
include a ,new package size of a single source or innovator multiple 
source drug in the caiculation of such index until such drug has 
been marketed in the United States for a period of six months. 

F. Determination of Base Period for Pharmaceutical Products Sold or 
Transferred: 

(i) The manufacturer corruni ts that the base date for any single 
source or innovator multiple source drug product that is sold or 
transferred to another division or subsidary within the company or 
to another legally-separate .entity or corporation, subsequent to 
the signing of, this commitment 1S, for the weighted average 
manufacturer's price inflation index, the average manufacturer's 
price during the calendar year 1993, and for the retail 
pharmaceutical price product index, is the average manufacturer's 
price as of December 31, 1993. . 

G. Determination of Allowable Increase in Inflation: 

(i) The manufacturer will use the December "Blue Chip 
Indicator" forecast of the next calendar year's Consumer Pri.ce 
Index - all urban consumers (CPI-U) to determine the allowable 
increase in inflation for the next calendar year. 

4. ADJUSTMENT TO MANUFACTURER PRICES FOR EXCESSIVE INFLATION 

A. If, after the calendar year, the manufacturer exceeded the 
allowable rate of inflation in the previous calendar year, the 
manufacturer will: 

(i) pay a sum to the U.S. Treasury through the Secretary of 
HHS within 60 days of the end of the cqlendar year which is equal 
to 200 percent of the difference between the sum of the amounts of 
excess revenue realized by the manufacturer as a result of price 
increases for each dosage form and strength 'of each single source 
and innovator multiple source drug that increased in price faster 
than allowable rate of inflation for the calendar year and the sum 
of the amount of revenue not realized by the manufacturer as a 
result of price increases for each:"dosage form arid strength of each 
single source and ,. innovator i:nultple source drug that did not 
increase in, price up to the allowable rate of inflation for the 
calendar year.; '. 
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(ii) reduce the average manufacturer's price of the 
manufacturer's drugs for the new calendar year to the price level 
which would have result.ed in no payment to the U. S. Treasury a.s 
specified under subsection (1). 

5. PROVISIONS OF INFORMATION TO THE SECRETARY 

A. Provision of Price Information: 

(i) No later than 60 days after each calendar year, beginning 
in 1994, the manufacturer will provide the following information to 
the Secretary for drug products for the calendar year just ended: 

(1) detailed description of the calculation of the weighted 
average manufacturers' price inflation index for all dosage forms 
and strengths of all single source and innovator multiple source 
drugs, indicating each specific calculation made in determining 
this index; 

(2) the actual average manufacturers price for each package 
size of each single source and innovator multiple source drug 
normally distributed to the retail class of trade, and the average 
manufacturers price for each package size of each single source and 
innovator multiple source drug normally distributed to the retail 
class of trade had the increase in price from the previous year 
been limited to the allowable increase in inflation; 

(3) detailed description of the methodology used to determine 
any payment that is owed to the Secretary, if any, as a result of 
the manufacturer's exceeding the allowable rate of inflation. 

B. Auditing of the Manufacturers Calculation: 

(i) The manufacturer will permit the Secretary to have access, 
in a confidential manner,· to any pricing and sales data of t.he 
manufacturer for any calendar year of the manufacturer affected by 
this commitment, if the Secretary indicates that such an audit is 
necessary to verify the data that has been submitted to the 
manufacturer by the Secretary under subsection (A). 

http:result.ed
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6. LENGTH OF COMMITMENT 

A. This commitment will remain in effect until December 31, 
1996, and then afterward until the National Health Care Board 
certifies that 80 percent of the population in the United States is 
covered under a private or public insurance plan that provides 
coverage for outpatient prescription drugs as required ,under health 
care reform legislation,,'enacted by t1:,le Congress subsequent to the 
signing of this commitment. 

7. CONFIDENTIAL"ITY,OF INFORMATION PROVIDED UNDER THIS COMMITMENT, 
, , 

A. Any information, contained in a report submitted to 
Secretary by the manufacturer, under this commi tment shall 
confidential and' exempt from public ," disclosure pursuant 
applicable provision,s of 'the Freedom of Information Act. 

the 
be 
to 

8. TERMINATION OF COMMITMENT 
1 " ). • 

A. The manufact.urer commits to provide 180 days written notice 
to the Secretary if the manufacturer intends to terminate this 
commitment. In the ,event of termination, the, manufacturer commits 
to pay the U.S. Treasury through the Secretary the pro-rata amount 
of any payment due for the calendar year, based on the number of 
months prior to the eff~ctive date of termination. 

, , 

DATE: ________________________-----------­

Commitment Made: 

By the Manufacturer: 

Acknowledged by: 

For the Secretary: 



PRESCRIPTION DRUG PRICE INCREASES 

ON MANY INDIVIDUAL DRUG PRODUCTS TAKEN BY OLDER AMERICANS 


STILL 'EXCEEDING GENERAL INFLATION RATE 


January - June 1993 


DRUG/MANUFACTURER/USE PRICE INCREASE MULTIPLE OF MULTIPLE OF 
PERCENT Jan-June PROJECTED 

Jan-June 1993 CPI 1993 CPI 
(1.8%) (3.2%) 

A 	 B C 

Betoptic (Alcon) 5.9% 3.3 1.8 
drops 
[glaucoma] 

Brethine (Geigy) 	 5.0% 2.8 1.6 
2. 5mg., 100', S 
[asthmar " ' ',,' 

Bromfed (Muro) 7.0% 3.9 2.2 
PD,Caps, 100's, 
,[ antil'\istaqline] 

Calan (Searle) , 3.1 1.7 
40 mg,'lOO,'s 
[hyperten~ion] 

'J . 

Calan (Searle) 5.5% . ' , 3.1 1.7 
120 mg, 100's 
[hypertens ion 1,' 

, f 

Calan-SR (Searle) , 5.5% 3.1 1.7 
180 mg, 100's, 

, [hypertension] 

2~7 1.5,Capoten (Squibb)
* 	 12.5 mg, 100's 

[hyperte~sion] 

Capoten (Squibb) 	 4.9% 2.7 1.5 
* 	 25 mg, 100's 

[hypertension] 

Capozide (Squibb) 	 4.9% 2.7 1.5 
* 	 25 mg, 100's 

[hypertension] 

Cardizem CD (Marion) 	 '5.3% 2.9 1.6 
* 	 12 0 mg, '30' s 

[hypertension] 
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CarsHzem' CD (Marion) 8.2% 4.6 2.6 

180 mg, 30 ',s 
* 
[hypert'en~ion]'

• ..& II ~ 

Ceftin (Glaxo), 5.4% 3.0 1.7 

',125 ,'mg , 20's
* 
[antibiotic]. ~. 

Ceftin (Glaxo) 5.4% 3.0 1.7 

125.mg, 60's '.
* 
[antibiot~c] 

Colestid (~pjohn) 9.2% 5.1 2.9 

300 gm 

[cholesterol] 


Colestid '(Upjohnl 9.2% 5.1 2.9 

5QO gm , 

[chole,ste~ol] 


C9rgard (Squibb) 4.9% 2.7 1.5 

20 mg, 100's
* 
[antiarrhythmic] 

" Corga:r;d (Squibb) 4.9% 2.7 1.5 
40 mg, 10,O's* 

"[antiarrhythmic] 

Corgard (Squibb) 4.9% 2.7 1.5 

80 mg, 100's
* 
[antiarrhyt:pmic] 

c:oumadin (Dupont-Merck) 5.1% 2.8 1.6 

1 mg, 100's
* 
,[blood thipner] , 

. " . 
Coumadin (D,upont - Merck) 5.1% 2.8 1.7 


2 mg, ,100's
* " 
[blood'thinner] 

Coumadin (Dupont-Merck) 5.0% 2.8 1.5 
2.5 mg, 100's* 
Jblood, thinner] 

:,Coumadin (Dupont-Merck) 5.1% 2.8 1.7 

10 mg, 100's
* 
[bloodthi'nner] 

''',\, 
Cytotec (Searle) 5.5% 3.1 1.7 

100 mcg, 60's 
[antiulcer] 
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Cytotec (Searle) , 5.5% 3.1 1.7 
200 mcg,' 60" s,; 
[anti~-1cer] ',' 

" ,.' 'Danocrine (Sanofi~winthrop) , ,5.0% 2.8 . 1.6 

* 
-~ 

200 mg, ,60's - " 

0[ h'brmo,rrie ] ,,~ , 
' '.;~ : 

"i' '" 

Disalcid (Riker) '8.0'% 4.4 2.5 
500 mg caps, 100's 
[arthritis]

,f .,.. 

Disalcid (3M) '-8.0,' . 4.4 2.5 
500 mg tabs, 100's 
[arthritis] 

Disalcid ( 3M) 8.1%', 4.5 2.5 
. 750 mg tabs, '100 's 
[arthritis] 

Doral (Wallace) 9.6% 5.-3 3.0 
7.5 mg, 100's ( 

[sedative] 

Doral (Wallace) , 9.6% 5.3 3.0 
15 mg, 100's 
[sedative] , 

Eskalith (SmithKline) 5.9% 3.3 1.8 
300 mg caps, 100's* 
[antipsychotic] 

Eskalith (SmithKline) 5.9% 3.3 1.8 
300 mg tabs, 100's* 
[antipsychotic] 

Estraderm (Ciba) 5.0% 2.8 1.6 
0.1 mg, 8's 

[estrogen] , 


K-Dur (Key) 6.5% 3.6 2.0 
10 mEq, lOa's 
[potassium] 

K-Dur (Key) 4.8% 2.7 1.5 
20 mEq, 100's, 
[potassium]

I 
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Lanoxin (Burroughs Wellcome) 
. 125 mg, 100' s 
[heart failure] 

" 

l ":... 

Lanoxin (Burroughs We~lco~e) 
.25 mg, 100's 
[heart failure] 

'," '\ 

Lanoxin (Burrough's welic'ome) 
.. 5 ing, 1,00's " 
[heart failure],. , 

Lopressor(:Geigy) " 
50mg, 1000's 
[hyperten'sion] , 

Lopressor (Geigy), 
100 mg, 10,OO's 
[hypertension] 

Lotrimin (S~hering) 
Cr. 1%, 30 gm 

"[an:tifungal] 

Lotrimin (Schering) 
Cr. 1%, 60 gm 
[anti fungal,] 

Macrodantin 	(Procter & ~amble) 
25 mg, 100's 
[urinary tract] 

Macrodantin 	(Procter & Gamble) 
50 mg, 100's 
[urinary tract] 

Macrodantin 	(Procter & Gamble) 
100 mg, 100's 
[urinary tract] 

Maxair (3M) 
200mcg, 25.6 gm 
[asthma] 

Maxitrol (Alcon) 
Opth. Oint .. , 3.5 gm 
[eye drops] 

Maxitrol (Alcon) 
Opth. SUSP'I 5 ml 
[eye drops] 

5.8% 

5.8% 

5.9% 

6.7% 

6.7% 

6'.5% . 

6.5% 

9.7% 

9.7% 

9.7% 

8.9% 

7.6% 

7.6% 

3.3 	 1.8 

3.2 1.8 

3.3 1.8 

3.7 2.1 

3.7 2.1 

3.6 2.0 

3.6 2.0 

5.4 3.0 

5.4 3.0 

5.4 3.0 

4.9 2.8 

4.2 ' 2.4 

, 4.2 2.4 
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Methotrexate (Lederle) 
2.5- tabs, 100'5 
[cancer] 

Micronase (Upjohn) 
1. 25 mg, 100' 5 
[diabetes] 

Micronase (Upjohn) 
2 • 5 mg, '100' 5, 
[diabetes] 

Micronase (Upjohn) 
5 mg, 100'5 
[diabetes] 

Minocin (Lederle)
* 	 50 mg, 100'5 

[antibiotic] 

Minocin (Lederle)
* 	 100 mg, lOa's 

[antibiotic.] 

Nizoral (Janssen) 
Cr. 2%,'15 gm 
[antifungal] 

Nizoral (Janssen) 
Cr. 2%, 30 gm 
[antfungal] 

Norgesic (3M) 
Tabs, 100's 
[arthriti~]_ 

Norgesic (3M) 
Forte Tabs, 100'5 
[arthritis] 

Normodyne (Schering) 
100mg, 100's 
[hypertensi~n] 

Norpace CR (Searle) 
100 mg caps,.' 10,0: s, ­
[arrhythmia"~l,~-\ " 

Norpace CR (Searle) 
150 mg caps, 10.0' ~ .[arrhyt~l,as ] ~ 

. ;:, 

" 

5.2% 

6.0% 

6.0% 

6.0% .­

5.2% 

5.2% 

6.0% 

6.0% 

7.0% 

7.0% 

5.0% 

5.5% 

5.5% 

2.9 

3.3 

3.3 

3.3 

2.9 

2.9 

3.3 

3.3 

3 ;9 

3.9 

2.8 

3.1 

3.1 

1.6 

,1.9 

1.9 

1.9 

1.6 

1.6 

1.9 

1.9 

2.2 

2.2 

1.6 

1.7 

1.7 

- , 
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Percocet (Dupont-Merck)
* 	 100's 

[pain killer] 

Peridex (P & G Professio~al) 
Oral Rinse 

. [ antibacterial] 

Persa-Gel(Ortho) 
5% gel, 
[acne] 

90 gm 

Pilocar (Iolab) 
0.5%, 15 ml 
[gla~coma] 

Pilocar (Iolab) 
1%, 15 ml 
[glaucoma] 

Pilocar (Iolab) 
4%, 15 mJ, 
[glaucoma] 

Questran (Squibb)
* 	 378 gm:~ . 

. [ chol~s.t~i~ol], , 

Questran Light (Squibb)
* 	 2~:0; gm 

[cholesterol] 

Restoril (Sandoz) 
15 mg,' 100 "'s:' 
[sedative] . 

Restori l' (Sandoz) . 
30mg, 100's 
[sedative] 

Rythmol (Knoll) 
150 mg, 100 's 
.[ arrythmias] 

Rythmol(Knollr 
300 mg·, 100 's 

. [ arrythmias ] 

Symmetrel (Dupont-Merck)
* 	 100 mg, 100's 

[antiviral] 

5.1% 

8.1% 

4.7% 

8.2% 

7.,9% 

7.9% 

4.8% 

4.8% 

,5.0% 

5.0% 

.5.0% 

5.0% " 

9.3% 

2.8 1.6 

4.5 2.5 

2.6 1.5 

'4.6 2.6 

4.4 2.5 

4.4 2.5 

2.7 1.5 

2.7 1.5 

2.8 1.6 

2.8 1.6 

2.8 .1.6 

. 2.8 1.6 

5.2 2.9 
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Theo-Our (Key) 6.5% 3.6 2.0 
100 mg, 100,',13 
[asthma] 

Theo-Our (Key) 6.5% 3.6 2.0 
200 mg I 100' , s 
[asthma] 

Theo-Our (Key) 6.5% 3.6 2.0 
300 mg, 100's 
[asthma] 

":' 

Tobradex (Alcon) ", 6.1% 3.4 1.9 
Opth. Susp, 2'.5 'ml " 
[antibiotic] 

Tobradex (Alcon) " 
i~-

' 
. 

3.0 1.7 
Opth ~ Oint" 3.5 gm 
[antibiotic') " 

, 

Tobrex (Alcon)' 3.6 2.0 
Opth . Oint;" 3 . 5 'gm 
,[antibacterial] ", 

Tolectin (McNeil) 6.41 3.6 2.0 
OS ,Caps, 4,00' mg, 100 I S 

[ar,th:r:i t:is 1 : 

Tolectin (McNeil) ~ 3.3 1.9 
" 209tng' tabs, 100' s 

[arthritis] : 
, , , 

" I 

Tolectin (McNeil) " " '6.4% 3.6 2.0 
600 mg tabs, 100's 
[arthritis] 

Trandate (Glaxo) 	 5.0% 2.8 1.6 
* 	 100 mg~ 100's 

[hl'pertension] 

Vascor Filmtabs (Ortho) 6.0% ' 3.3 1.9 
200 mg, 30's 
[hypertension] 

Vascor Filmtabs (Ortho) 6.0% 3.3 '1.9 
300 mg, 30's 
[hypertension] 

Voltaren (Geigy) 5.0% 2.8 1.6 
25 mg, 60' s 
[,arthritis] 



',

• ;, 

, " 

Page B ", ' "~ 

Voltaren (Geigy) 5.0% 2.B .1.6 
50 mg, 60's. 
[arthritis] 

Voltaren (Geigy) 5.0%' 2.B 1.6 
75 mg, 60's 
[arthritis], 

Zovirax (Burroughs wel'lcome) 6::.7% 3.7 2.1 
"200 mg, 100's 


[antiviral] 


Zovirax (Burroughs Wellcome) 6.7% 3.. 7 2.1 
Oint. , 5%, 3 gm 
[antiviral] 

* - Indicates a company. that had made a public declaration to 
hold their price increases, in one way or another, below the 
increase in the Consumer Price Index. 

KEY TO COLUMNS: 

A - Indicates the increase in the Average Wholesale Price 
(AWP) for the drug for the period January - June, 1993 as 
reported ,in Medispan Data'Base. These prices reflect the average 
prices at which manufacturers report that pharmaceutuical 
wholesalers s'ell their products' to buyers, including community 
pharmacies. AWPs are generally regarded. as"s,ticker prices II • 

AWPs usually do not reflect actual transaction prices, but 
such transaction prices are generally calculated as a percentage 
of the AWP. For example, a buyer may purchas~ a drug at AWP minus 
10 percent. Therefore, if the AWP increases,~the actual 
transaction price increases as well. Therefore, if a product's 
AWP is $50 and increases.to $53, it is an increase of 6 percent. 
The original transaction price at AWP minus 10 percent is $45, 
and .the new transaction price is $47.7, which is also a 6 percent 
~ncrease from the original transaction price6f$45. ~herefore, 
the increase in the AWP'closely reflects percentage increases in 
actual transaction prices. 

B - Indicates the multiple by which the price.increase on 
the drug for the first six months of 1993 exceeded the increase 
in the CPI-U for the first six months of 1993, which was 1.B 
percent. 

~ '.; 

http:increases.to


• 


C - Indicates the multiple by which the price. incre.ase on 
the drug for the first six months of 1993 exceeds the projected 
Blue Chip Indicator increase in the CPI-U for the entire calendar 
year 1993, which was 3.2 percent at the beginning of the year. 
Therefore, even if the manufacturers do not increase the prices 
of these drugs any further in 1993, they have already exceeded 
the projected rate of inflatiori for 1993 in the first six months 
of 1993. 

" I' 

.,t • 

'. 

.' '. 
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STATEMENT ON ~tt YO~ oK Or'! tf-hl) ? ~ 
SENATOR PRYOR'S PHARMACEUTICAL RESTRAINT AGREEMENTS.1 . ~ 

B..,s B. 
W;M~ 

First Lady Hillary Rodham Clinton today indicated her support of 4 I"'J:;) K. cr:d(~r 
SenatorDaVid Pryor's (D-AK) call for pharmaceutical manufacturers to signdf &4 'r.;' lifr. 
voluntary commitments to restrain prescription drug price increases: I" ..J I I { /I. '1 

'v,., C".9ue~ 

, bu4 ';J: JVj:J!~ 
"While we are still evaluating the specifics of Senator Pryor's proposal, d--lf- "r<X..I 

we applaud him for his Vision, dedicatIon and leadership in doing all he can to t.v1t~I.,( r.ocf.. 
help make prescription drugs affordable and accessible for the American ~,I\k,d- oh ..4. 
public. HIs challenge to the industry is precIsely the type of initIative which aelv(J:.ll~. 
must be met by pharmaceutical manufacturers and others in the health care, r ~ 
industry if we are going to work together to put the brakes on health care ~ 
inflation. 

"As we understand It. under Senator Pryor's proposal, the makers of 
prescriptIon drugs would commit to 11m1ting retatl price increases to the 
annual Inflation rate. By taking thIs actIon, manufacturers would protect the 
American consumer from escalation of drug prices. This is important because 
drug price inflatIon has been particularly sIgnificant at the consumer level over 
the last twelve years. ' 

"Based on the many thousands of letters that the White House has 

receIved over the past eight months on health care reform. the cost of 

prescription medIcatIons is among the top concerns of AmerIcans. Senator 

Pryor's approach appears to proVide a realIstic way to deal with medIcation 

costs durIng the period of transition to the new system. 


"The pharmaceutIcal industry has repeatedly stated that they are 
committed to keeping prIce inc~eases for their products at or below the general 
inflation rate. Recently the President called on the industry to keep to their 
pledge. Senator Pryor's proposal represents a golden opportunity for the 
Industry to make good on that,pledge to the American public." 

# 
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DRAFT 

STATEMENT ON 


SENATOR PRYOR'S PHARMACEUTICAL RESTRAINT AGREEMENTS 


First Lady Hillary Rodham Clinton today indicated her support of 
Senator David Pryor's (D.,..AK) call for pharmaceutical manufacturers to Sign 
voluntary commitments to restrain prescription 'drug price increases: 

,0 

"While we are still evaluating the specifics of Senator Pryor's proposal. 
we applaud him for his Vision, dedication 'and leadership In doing all he can to 
help make prescription drugs affordable and accessible for' the American 
public. His challenge to the industry is precisely the type of initiative, which 
must be met by pharmaceutical manufacturers and others in the health care 
industry if we are'going to work together to put the brakes on health care 
inflation. " 

"As we understand it. under Senator Pryor's proposal, the makers of' 
pr~scrlpt1on drugs would cominlt to limiting retail price increases to the 
annual inflation rate. By taking this action. manufacturers would pro~ect the 
American cons1;lmer from escalation of drug prices. This is important because 
drug price inflation has been particularly Significant at the consumer level over 
the last twelve years. 

"Based on the marly thousands of letters that the White House has 
received over the past eight months on health care reform. the cost of 
prescription medications Is among the top concerns of Americans. Senator 
Pryor's approach appears to provide a realistic yoray to deal with medication 
costs during the period of transition to the new system. 

liThe pharmaceutical industry has repeatedly stated that they are 
committed to keeping price increases for their products at or below the general 
inflation rate. Recently the President called on the industry to keep to their 
pledge. Senator Pryor's proposal represents a golden opportunity for the 
indu~try to make good on that pledge to the American' public." 

# 
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l.pt.aD~ 11 , ll.' 

statem.nt from the Whit. Rou•• 

SENATOR PRYOR'S ~HARMACIVTlCAL RSSTRAtNT AGRZ~ZH~8 

The White Hou.e tOday 1~41oat.4 ita eupPQ~t of Senator David 
pryor'. CD-AR) oall for pharmaoe~tical manufaotur.re to li;ft 
voluntary commi.tmenta to restrain p~e.Clr1pt~,on drug prica
inare••••s 

~Wb11. we are ,till .v.luatin; the .p.o1tio. Of sanator 
PryO~'8 »ropolal, we applaud hi~ tor hi. viaion,'da41oaticn and 
1••4e~.h!p 1ft 40inl .11 k. can to help ~akA pr••a~iptian dru~. 
atfordable and aaa••libla fer the Am~iaan public. Hi.'challenql 
to the induatry i. preai••ly the type of initiative whiCh mu.t be 
met ~y pharmaceutlcal ••nufactureza an4 gtbera in the health aa~. 
in4uDtry it we are qotn9 to work tc;ether to put the brake. on 
h.alth oare intla~ioft. 

ttn~er S.n.tor Pryor'. »reposal, the ~akar. ot pr••arlption

druas woUla commit to 11»itln; ratail price inQr8&S8a to the 

annual inflation rate. By takin; this aotton, manUfaoturer. 
would p~ct.ct the Amerioan aonlumar from esoalation of drug
prices. This i. !.,ortant bacluaa druq'pric8 lntlation bas been 
particularly .1~nitioant at the conaUl'IIlr level ovar th.e l.ast 
tv.lva y.aZ'•• 

B••ad on the many thousanda at latters that the Whit. BOUie 
haa reaelvad over tha past .1~ht months on bealth oare reform, 
the ~ost Qf pr••~lp~ion aI4iaat~on. 1. among tha ~op aancerna of 
Am.rioa~.. ..nater PrY~'8 approach appears to prov14e a 
reali.tic way to deal with medication COlt. durin; the period of 

. tren.l~1on to the new lyatam. 

The »h.~aoeutical iB4u.t~ haa repaatedly Itated that they 
are Qcmmi~t.d ta keepinw price Inorat... for their prcduct. at or 
below the veneral lntlatien rata. Reoently the Pre.ident oalled 
on the 1n6uatry to keep to their pl.4g8. Senator »ryor'. 
pr~PQ8al ~.pr••~t•• valdan op,crtunity Cor the 1ndU8try to u.k. 

'qood on that pled,. to the Amerioan pUblic.N . 

#11 
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statem.nt f~om the White Hou•• 

SENATOR PRYOR'S PHARNACIU~%CA~ RlSTklINT AGREBHZNTS 

The White Hou.e today 1~41cat.4 ita eupport of Senator David 
pryo~'. (D-AR) call for pharmaceutical ~anufaoturer. to .ign
voluntary oommi.tments to r.strain pte.or1pt~.on drug prica
incr.a•••• 

"While w. ara .t111 evaluating the .p,01ti08 ot' senat.or 
Pryor's pro~.al, we applaud him tor hi. vieion, d.cl1o&t.ion and 
leAderehlp 1ft doing all ke oaft ~e help makA pr••cription 4ruwI 
affordable .nd acoe.libl. for the American pu~lie. Hi.'challen;. 
to the industry i. praoi••ly the type of initiative which mu.t ~. 
met ~y pharmaceutical aanufacturez. and Qthere in ~h. h.alth aa~. 
1n4u.try it W8 a~a qo1nq to work together to put the brak.. on 
health oare inflation. . 

onder S9netor Pryor'. ,ropo.al, the~aker. ot pr••cription
drug. woUld commit to 11~itln; retall prici inc:aase8 to the ,
annual inflation rate. By tai1n; thi8 aotion, manutaoturar. 
would p~ot.ot the Amerioan consumer from esoalation of drug
priee.. Thia i. i~ortant ~ao.ua8 druq'price lntla~ion has been 
particularly .1~n111aant at the conaumer level ov.~ the last 
twelve ya.Z'•• 

Ba.ad on the many tboulan41 of letters that the White Kou•• 
haa reoeived ever the past .1Vht montha on health oare referm, 
the cost of pr••~1ptio~ a.4io.t~on. 1. amo~~ th- ~op aoneorn8 of 
AMerioan.. '.nato~ P~yor'l approaah app.ars to ~rov14. a 
reali.tic way to 4eal with madiaation ~o.ta durin; the pariod of 
trenalt10n to the new eyatam. . 

The »har.maoautiaal ift4ult~ has repaate4ly .tat~ that they 
ar. aomm1~t.a to ke'P1n;.pr1oa Inorea••• for their prcduct. at or 
below the venaral ·intlation rate. Reoently the Pr-••1dene oallect 
on the 1n6ustry to keep to their pledge. Sena~or Pryor's
proposal r.pre.~t. _ V014.n opportunity tor the industry to Deke 

'qood on that pled,. to the American pub110,­
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FOR IMMEDIATE RELEASE 	 Ann Trinca/ 
April 26, 1993 	 Andrea Boldon 

202/224-5364 

CBAIRHAN PRYOR Ol"PBRS BLUEPRDI'l' FOR PHARlfACRlJ'l'ICAL RBPORM 
OUtlines issues and options in discussion paper 

to Hrs. Clinton 

WASHINGTON, D.C. -- Senator David Pryor (D-AR) ~oday sent a 
discussion paper to First Lady Hillary Rodh~ Clinton, Chairporson
of the President's TaSK Force on Health Care Reform, offering his 
ideas and suggestions on reforming the pharmaceutical marketplace. 

"You and the President have indicated a strong interest in 
assuring that more Americans have better access to pharmaceuticals
and vaccines at reasonable prices," Pryor said in an Apr.il 26 
letter to Mrs. Clinton. "The comprehenSive health care reform 
effort that you are leading qiveR us a unique opportunity to 
restructure the pharmaceutical sector of the health care 
industxy." ; 

"Over the past four years, as Chairman of the senate Special
Committee on Aging, I have been studying the pharmaceutical
marketplace 1n the Un1ted St.ates !rom various perspectives," Pryo:r:
said. UIn order to assist you in your deliberations about 
reforming this critical component of our health care system l
have compiled my own perspectives on t.he current. situation 
regarding prescription drug access and cost containment in this 
country." 

The topics discussed by Chairman Pryor in the paper include: 

o 	 the need to provide more information about the cost and 
value of drugs to health care providers and consumers; 

o 	 ideas on how to structure potential prescription.drug 
programs under the IIstandard" health benefits.package and 
Med1.carsj 

o 	 using Medicare's purchasing power to negotiate with drug
manufacturers over prices; 

o 	 assuring that any "short-term" pharmaceutical cost 
containment measures provide relief to the average
American from prescription drug price inflation; 

o 	 benefits and potential shortcomings of "managed

competition" in contai~ing drug prices: 


o 	 mechanisms to insure that new drug products -- including
drugs developed with federal funds -- are brought to the 
market at reasonable prices both in tho sho:r:t tQrm and 
long term. 

I 
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April 26, 1993 

Mrs. Hillary Rodham Clinton 
Chairperson
The President's Task Force on Health Care Reform 
The White House 
WaShington,~20500 

Dear ~Cha~ • 

AS Chairperson of t e President's Task Porce on Health Care 
Reform, you will he dealing with the monumAntal task of 
restructuring the nation's health care system. Providing
affordable health care to tens of millions of Americans currently
without Lnsuranee c~v~rage, containing health care costs, and 
improving the quality of medical care are the challenges that we 
all face. I look forward to working with you to meet these 
challenges. 

You and the President have indicated a strong interest in 
assuring that more Americans hav~ better access to phar.maceutical~ 
and vaccines at reasonable prices. These are goals which I share. 
The issue of pharmaceutical priCing is of significant interest to 
me because of the impact that rising medication prices have h~d on 
our senior citizen population. Because older Americans take more 
prescription medieatinns than any other population group, and often 
have inadequate private or public insurance coverage, rising
prescription prices have significantly affected the elderly. 

The comprehensive health care reform effort that you are 
leading gives us a unique opportunity to restructure this sector of 
'the health care industry. Over the PAst four years, 8.:1 Chair.mnn of 
the Senate Special Committee on Aging, I have been studying the 
pharmaceutical marketplace in the United States from various 
perspectives. The Committee has held many hearings, issued several 
reports, and I have introduced legislation to contain prescription
drug prices. 

In order to assist you in your deliberations about reforming
this critical component of nUT health care system, I have compiled 
my own perspectives on the current situation regarding prescription
drug access and cost containment in this country. 

The enclosed discussion paper identifies a number of the 
current problems and issues in- the pharmaceutical marketplace.
It provides you And the Task Force with some of my own porconal
reflections on what could be done about pharmaceuticals within the 
health care reform framework that appears to be emerging from the 
Task Force' s deliberatiolls.· . 
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Hillary Rodham Clinton 

April 26, 1993 

P8.~e 2 

Undoubtedly, the Task Force will receive many ideas on ways to 
reform the health care system -- including the pharmaceutical 
segment -- from individuals and groups that have a sincere desire 
to contribute to the discussioTl. I just wanted to pass along some 
of my own ideas about this issue, and want to thank you for your
consideration. Once again, I look forward to receiving the Task 
Force's report and working with you in enact';'ng a plan that truly
reforms the nation's health care system.' 

Sincerely, 

~c:t-

David Pryor
Chairman 

Enclosure 



04-26-93 07:26AM FROM COMM. ON AG ING TO 94567739 P006/013 


O.y.o ~CIIl _.v.SAS, e .....,,....... 
JOo<N GUlli". 00' 10 WI,,,_ $, COotIIl. "'.'IIL 

.'Ll a_n. III&W Jli$(" I.AI'IIT "IIUSL'-. SOIIfM o-tlO'f" 

J • ....J«1"I JOH..STOII. LOlliS....".. eH"""ES t. GRAIIU'T. 'OW" 

J(/tON. l.f..UX, .CUI8l...... _" I. ""'PSOIoo. \'W1'000t1Oi(', 

~I(:""MD 5"'l.IT, ....AI...... J ....'S 101, J~"OllClS. O/(II_T 

HARRY a(lo. PIII""""&>A AI"'''' Wlc:CAI"•• _.lOf't.a 
ace GA...." .., 'LO"IO" CI"1I1 QUIIE"aIIlGllt "''',.,UO,'' G)anitrd i'tattS ~t11Qt["fR~ .0........iCONSIII LAII.' CII&lG. IOAl<O 

RUSSELL O. 'fINGOLD. W'SCOtoS'N CQ>oIlAl) BUIiNS. "'ON'..N... 
IlD!lEAT UUIGER, UXAS "~L.~N S,eenll, "MNSYL"""'. SPECIAL COMMlrrEE ON AG.ING 

POlIl't. ~A'f(~ M'"ILI44". ST." OIIIICTOII .wASI'IINGTON. OC 2015 10-0400 
e .. IllSTOPI'fEII c . .1111"'''''5, D!PVTY ST.Ff Ol_lCTOR 

.....~y tERRY GIIIWIII, 101'01011\1'1' sr..', DlI!l:CTOItfCIlIU COII"$I~ 

submitted to the 

Pr.esident's Task Force on Health Care Reform


by 

Senator David Pryor CD-Ark) 

Chai'rrnan 
United States Senate 


Special Committee on Aging 


April, 1993 



04-26-93- 07: 26AM FROM COMM. ON AG ING TO 94567739 P007/013 

Comments Submitted to Task Force 
Senator David Pryor
Page 2 

SlOOfARY 

Preser.iption Drug Access 

o If a prescription drug benefit is included in the "standard" 
henefits package, max~um flexibility should be given to health 
care plans to structure the benefit within minimum federal 
standards. 'rhese standards should include a "percentage" rather 
than ":flat" dollar prescription cost-sharing provision, and. 
encourage the development of Orug Use Review (OUR) programs. A 
process should be established to assist health plans in developing
and structuring drug formularies and OUR progra~s. 

o It is unlikely that the Medicare program will be immediately
integrated into the new "managed competition" health care sy~t:.em. 
Therefore, Medicare benefiCiaries will still have high out-of­
pooket drug oosts without some initiatives to improve prescription
drug insurance coverage for this segment of the population. 

o 'Any Medicare prescr.iption d~lg program that is developed

should inc;lude specific pilarmaceutical cost containment mechanisms 

which reflect the tremendous pharmaceutical purchasing power that 

Medicare will have ~n the drug market. Any Medicaro drug program

should also have a comprehensive program of Drug Use Review (DUR). 


Pha~ceutical Cost Containment Approaches 

o With or without universal coverage for prescription drugs in 
the "standard" health benefits package, there is a need for . 
prescription drug cost contai~ent mechanisms in the health care 
reform package. If there is no universal prescription drug 
coverage, Americans will still pay for most of their drugs out-o£­
pocket, reqtJ.iring that pharmaceutical COSilt containment measures be 
enacted. With universal coverage, phar.maceutical cost containment 
measures will make the prescription drug benefit mor~ affordable. 

o During the transition period to a health care system based 
on "managed competition, ,. there is a need to .contain the cost of 
drugs that are currently on the market, ~s well a5 new drugs.
Without a comprehensive cost containment approach on both classes 
of drugs, manufacturers may "shift" costs to new drugs, and launch 
new drugs at much higher prices. 

o Voluntary manufacturer pharmaceutical cost containment 
programs are to be commended, but any national "voluntary" approach
should be structured very carefully. Any voluntary approach should 
require that the pric~ restraint be meaningful for the average
American consumer paying for their prescription drugs out-of­
pocket, and that these restraints be enforceable and auditable. 
"Weighted Qverage price increase limits" across a particular
product line will have limited impact for the average consumer 
without cost containment mechanisms on individual drugs. 

http:sy~t:.em
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comments Submi~ted ~o Tesk Force 
Senator David Pryor
Page 3 

o In a significant part. of the marketpl~ce, managed
competition can be effective in containing the cost of drugs that 
are currently on the market.· The drug formulary will be the 
pr~ary management tool that these health plans will use to provide 
a quality, cost-effective drug benefit. 

o Managea ccropetition may not be as effActive at containinq
the cost of currently-marketed drugs in rural areas. These areas 
are unlikely -- at least in the early stages of managed competition 
-- to have the same ability to negotiato lower drug prie~s with 
manufactur~,rs as better organized managed care systems. In 
addition, fee-for-service plans may not have the same ability to 
contain drug prices as managed carepl~ls. 

o Managed competition will only be somewhat effective in 
containing ~ drug costs. Assuming that most of the market will 
use drug formularies, managed competition can contain the cost of 
now drugs that have therapeutic substitutes or competitors.
However, managed competition will probably be ineffective in 
containing the cost of new drugs that are the first drug or 
biological in ~ new class, or drugs that are deve.loped through
government-sponsored Cooperative Research and Development
Agreements (CRADAs). 

~ct of Expanded Prescription Access 
on Drug xanufa~tu~er Revenue 

o Expanded access to pha.rrc:ilceuticals from enhanced 
prescription drug insurance coverage may resul~ in s1gnLfic~n~ly
increased revenue for drug manufacturers. This will result from the 
millions of new prescriptions that will be written and dispensed
each ye"r. In fact, the PMA recently estimated that 72 million 
Americans have no or partial drug coverage, and would benefit from 
prescription drug coverage. The dehate over pharmaceutical cost 
containment mechanisms should be considered with this fact in mind. 

o Approximately 60 percent of all generic drugs are made by 
brand-name drug manufacturers. Therefore, manufacturers will not 
only benefit trom an increase in brand-name drug disponeing,they
will also benefit if generic drug dispensing is encouraged in a 
Medicare drug program or in drug programs for the under 65 
population. 
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THE CURRRN'l' PHABHACEDTlCAL IfARltRTpLACE 

There are several problems in the phar.maceutical marketplace 
~hat need to be addressod in a comprehensive pharmaceutical access 
and cost contai~ent package. 

Access to Prescription Drugs: 

The number of ind~v1duals with some type of prescription dru9 
coverage in the United States has been slowly increasing over the 
past few years, as has been ,the extent of that coverage. However, 
more than 50 percent of all Americans under 65 still larqely pay
for their prescription medications out-of-pocket. This percentage
is even higher. for'the over 65 (Medicare) population, in which 
about 64 percent pay for drugs out-of-pocket. 

The problom of drug eovQrage is most acute for older Americans 
who take more prescriptions per year than the average American. 
The over 65 population is generally unable to afford either Medigap 
or private drug insurAnce policias, and Medieare does not have an 
outpatient prescription drug benefit. 

Recent AARP da~ashow 't.hat about 8 million older Americans arQ 
making choices between buying food and medicine. In addition, the 
AARP data indicate. that the older you are, the more likely you are 
to take prescription drugs, but t~e less l~kely yQU are to have 

drug coverage. Medicaid does have an outpatient drug benefit, but 

it only eovers 1.9 million of the 12 million poor or "near poor"

elderly in the country. The lack of drug coverage, combined wi~h 

the expensive cos~ of drugs, has created a very serious 

prescription drug access problem for the population group that is 

between 100 and 200 percent of the poverty level. 


Prescription drug coverage in the HMO/mana9~d care market is 
significantly better than the fee-for-service market. A recent 
'tHMO Industry Profile" report found that 97 percent of the best­
selling HMO Denefl~ packages cover outpQtient prescription drugs. 

Escalating Orug Prices; 

Durinq the 1980's, brand-name prescription drug prices
increased significantly. While the overall infla't.ion ra~e betw~en 
1980 and 1992 was about 22 percent, drug prices at the 
manufacturers' level incrA8sed 128 percent, almost 6 times this 
amount. In 1992 alone, while the general inflation rate at the 
manufacturer's level was 1.5 percent, the pharmaceutical
mClnufacturcre' level w-as four times this amount, 6.4 percent.
Alternatively, the prices of generic pharmaceuticals stayed below 
or at the inflation rate during the 1980s because this market is 
much more price sensitive and competitive than the brand-name drug
marketplace. . 
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Data also indicate that citizens of the United States pay much 
higher drug prices than citizens of other industrialized nations. 
A recent General Accounting Office study found that Americans pay
.32 percent more for prescription druqsthan our Canadian neighbors.
The fact is the United States subsidizes the rest of the world's 
pharmaceutical market, with much of this differential going to pay
for marketing and advertising eampaiqns, rather than new drug
research and development. . 

Not only do Americans pay higher drug prices to bAgin with, 
but the prescription drug inflation rate in this country is much 
hiqher than the rest of the industrialized world. The 
Administration's goal of bringing American drug prices in line with 
those of the rest of the industrialized world is laudable. 

New Drug Prices: 

The prices of new drug products also created a serious problem
for patients and the health care system in the 1980s and early
1990s. New drugs were, and continue to be, introduced to the 
market at very high price tags. Examples include TPA (S3,000 per
dose), Foscavir (to treat AIDS, $21,000 per year), Cephalosporin
antibiotics ($50-$60 per 10 day supply), EPO ($6,000 per year),
Ceredase ($350,OOO/year), and others. While th~se new dnlgs helped 
to reduce hospital stays, and in many cases avoided more costly
medical interventions, there was no indication that the prices for 
these drugs had any rela~lonship ~o their costs of production and 
development, or were priced reasonably. 

Mechanisms need to be developed to assure ~hat new drugs are 
reasonably priced, including those drugs which are developed
through federal government Cooperative Research and Development
Agreements (also known as CRADAs). These drugs are developed
primarily through federal government technology, and then 
transferred to the prLvate sector. A provision of each CRADA 
agreement requires that the price of the drug be reasonable. 
However, it does not appear that the National Institutes of Health 
(NIH) has em enforceable mechanism in place to· assure that these 
drugs are priced reasonably. 

It may not be good public policy to ask NIH to both develop
the p+.oduct, and then assure it is fairly priced. In fact, the NIH 
suggests that it may not be appropriate for it to make drug pricing
decisions. Other experts in the drug priCing arE:U4 have lSuqgeflted
that a separate and distinct pricing review board be established. 
Some have advocated that a royalty system be used to reward the 
federal government for its contributions to innovation. It is 
clear, however, that something needs to be done.to assure that the 
American taxpayer receives a fair return from the drugs that they
help to discover. 
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Drug Cost Containmen~ APproaches: 


Private and public insurers reacted to the significant drug
price inflation in several ways during the 1980s. HMOs adopted the 
very effective app~oach used hy hospitals to contain drug,costs.
That is, they estahlished drug for.mulary systems to negot~ate with 
arug manuf~cturerB over the prices of their drugs. Not only do 
formulary systems help to reduce costs, they also improve the 
quality of care provided to patients. Currently, millions of 
Americans -- including Medicare and Hed~caid benefieiaries, and 
federal employees -- are memhersof managed care plans which 
utilize formulary systems to provide drug benefits. 

Other outpatient prescription drug programs were not so 
skillful in containing prescription drug costs., including Medicaid. 
As a result of .the significant cost contalrunent. pressures on drugs
in the HMO and hospital sectors, drug manufacturers raised prices
faster in the outpatient sector -- where most older Americans buy
their drugs. 

In addition, brand-namA drug manufacturers have traditionally
refused to· bid on drug prices to community pharmacy buying groups.
This fact is surprising, since many of these buying groups have 
drug purchcsing volume that iG equal to, or 9reat~r than, the drug 
use volume of much smaller purchasers that are able to receive 
substantial discounts. Third party prescription drug plans have 
primarily focused on reducing pha.l.-macy reimbursement as a way of 
containing drug program costs, which is shortsighted at best. This 
approach does little to deal with the real cause of escalating 
program costs -- which is the cost of the drug -- not the 
reimbursement level paid to pharmacists. 

Yet, this is. the same strategy that was used by t.he Medicaid 
rebate program until enactment of the Medicaid prudent
pha.rmaceutical purchasinc:r prt.'lvisions of OBRA 90. Under this 
legislation, drug manufacturers have to provide rebates to the 
Medicaid program, and the price of drugs for Medicaid cannot exceed 
Ule rate of inflation. 

Lack of "competitive Forces" in the Drug Harketplaco: 

Hallmarks of the most competitive markets are information 
about prices of Similar and competing products, and informotion 
about the relative value of products compared to .similar and 
~ompeting products. Both aspects are relatively ahsent from the 
phar.maceutical marketplace. 

o r.A~k of Drug Price Info:r;ID.C).t~ 2n: There is very little price
elasticity in the outpatient or retail market in the United States. 
Neither the phYSician nor the patient has a good idea of the cost 
of the druq. Many patients do not know what the drug costs until 
the prescription is filled at the pharmacy, if they pay out-of­
pocket. If the drug is covered by insurance, patients are even more 
~nsensit~ve to drug prices. 
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Insurance plans are getting bet~er at encouraging generic

dispensing, but more expensive brand products are used more often 

than they should be. Buyers of prescription drugs have little 

informAtion about the price that other buyers are paying, which 

hampers negotiations between providers. 


o Lack of Objective Informatio" about Drugs; Hore objective
and comparative information about drug products needs to be 
provided to health care professionals so that the best product can 
be selected at the lowest cost to meet the therapeutic goal. Most 
of the information provided to physicians about drugs come from 
druq manufacturer-generated materials. In general, this 
information tends to be "promotional" .rather than "educational" or 
"comparative." . 

In addition, physiCians are usually not provided with 
comparative information about drugs in the same therapeutic class. 
This factor, combined with the fact that there is little price
elasticity in the outpatient market, means that traditional mark~~ 
forces have not been working in the drug sector. 

o Skewed Incentives for New Drug R&D: 'l'he drug manufactur.ing
industry as a whole spends about $11 billion each year on new drug 
R&D. However, during the 1990'&, a significant portion of druq
industry R&D was spent on developing drugs that are generally known 
as lime-too" drugs. These are drugs that represent little or no 
therapeutic advance over drugs th,a.t are already on the mar.ket. 
Drug manufacturers became proficient at making these drugs because 
of market incentives that rewarded duplication rather than 
innovation. Policies should be adopted thaL encourage the mo~e 
efficient use of the research dollar so that the system produces 
more rI.'i.nnovative" drugs at prices that are reasonable and fair. 
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PRESCRIJ:'TION DRUG COVERAGE AND ACCESS 

PRESCRIPTION DRUG PROGRAKS IN 'l'BE • S~ARD· BEHEPITS PACXAGB 

Improving prescription drug insurance ~overage.all Americans 
is long overdue. Drugs help keep people al~ve and ~prove the' 

'quality of life. However, because of their high cost and the 
relative lack of public and private prescription drug insurance 
coverage, they are out of reach for millions of Americans. If the 
standard health benefits package includQs prescription drug 
coverage, then maximum flexibility should be given to plans to 
develop their own prescription drug benefit design. 

o Cost Sharing: Except for the poorest Americans, 
beneficiaries should bear some cost sharinq through prescription
drug deductibles and co-payments. Serious consiaeration should bc 
qiven to requiring that the plans use percentage co-payments rather 
than flat co-paymAnts for each prescription. 

percentage co-payments, which have become more and more 
populQr in outpatient prescription drug plans, make the consumer 
more sensitive to the price of the prescription. In addition, 
percentage co-payments encourage generiC drug dispensing_ If there 
are fla't. dollar co-payments, there should be a percept.ib1e
difference between the co-payment for a brand. name drug versus a 
generic drug. 

o Drug Use Review (OUR): Each plan should also be encouraqed 
to have a Drug Use Review (OUR) program. Drug use review helps to 
assure that prescriptions are appropriate, meaically necessary, and 
not likely to result in harm to the patients. The OUR program
should include a review of the prescription at the point of 
dispensing for any potential adverse effects to the pa~ientt such 
as medication overdoses or drug interactions. The patient should 
also be counseled on how to use the medication properly, and health 
professionals should be encouraged to the maximum extent possible 
to counsel individuals on prescription use. 

The OUR programs should also consist of a proqram of 
retrospective review to analyze patterns of pres~ribing and 
dispensing of drugs, and educational programs fo%: health 
professionals to assure the optimum in'medical outcomes for the 
patient. . 

To assist in the devel~pment and growth of OUR, a systematic 
process should be establish«::', i on the federal. level to develop
suggested criteria and stanQ~rds for Drug Use Review programs.
This process should include health professionals knowledgeable
about the use of druqR in various populations, who can review the 
current and new medical and scientific literature, and make 
recommendations on criteria and standards for druq use. These 
criteria and standards can then be evaluaten for poten'tial use by
health plans to develop effectiv'e DUR programs. . 
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THE KBDlCARE POPDLA!rION 

It is unlikely that the Medicare program will, in the short 
term, be folded. int:n the new system of "managed competition". If 
this is the case, then the Administration will need to consider the 
additional benefits that could be provided in the fee-for-service 
Medicdre program to reflect the package of health benefits being 
provided to the under 65 population. As such, the Administration 
may be conSidering the development of a Medicare drug benefit under 
t.he current fee-for-service program. 

Based on experience with the outpatient prescription drug 

benefi~ in ~he Medicare Ca~as~rophic Coverage Act (XCCA) of 1988, 

the Task Force should consider the following issues when designing 

a potential Medicare outpatient prescription drug benefit: 


o Deductible: The deductible in MCCA was designed to cover 
only 17 percent of Medicare beneficiaries each year. However, 
there are many beneficiaries who have high out-of-pocket drug costs 
which may not be "catastrophic" at:; dAfi.nAd hy t.hA dAductible, but 
as a percentage of their income. The Task Force should keep this 
fact in mind. 

o Cost Containment: A Medicare outpatient prescription drug 
program will benefit from any sys,tem-wide drug cos\. con t;.ainment 
strategies that maybe enacted. However, MCCA was enacted without 
any specific pharmaceutical cost containment mechanisms for the 
program. This resulted in rapidly-escalating MCCA drug program 
costs, even before the first prescription could have been filled 
under the program. 

Because Medicare would become one of the largest prescription 
drug progr~s in the nation, it should use its leverage to 
negotiate lower prices with drug makers. One cost containment 
option would be to require manufacturers to provide discounts to 
the Medicare program equal to a eertain peroentage of the Average 
Manufacturers' Price (AMP). An additional rebate could be required
of the manufacturer if drug prices increase faster than the rate of 
inflation (CPI). Reimbursement fur loanufacturer::> # prouuct::> umler 
any government program could be contingent on signing an agreement
with the Secretary of HHS to provide these rebates to Medicare. 
There is precedence tor this drug cost containment approach in the 
Medicaid rebate law of OBRA 1990, and in the Veterans Health Care 
Act of 1992. 

o Further Qptions to Contain Medicare Drug Costs: Any
Medicare drug benefit should encourage the dispensing of generic
drugs when these drugs are medically appropriate. There is 
substantially~ore brand namo preseribing throughout ths hoalth 
care system, where generiCS could be dispensed, especially in the 
current Medicaid program. Medicare would save hundreds of millions 
of dollars by encouraginq as ruuch generic dispenBing as possible. 



04-26-9307:43AM FROM COMM. ON AGING TO 94567739 P003/010 


Comments Submitted to Task Force 
Senator David Pryor
Page 10 

Reimbursement incentives should be provided under Medicare to 
encourage the dispensing of generic drugs. In addition, a uniform 
generic substitution override procedure should be adopted,
enforced, and audited by the Health Care Financing Administration 
(HeFA) • 

A Medicare drug pricing guide should be provided to 
physicians and pharmacists about the relative cost of drug regimens
for various diseases within therapeutic classes. This approach 
will make health care providers more sensitive to the cost of 
various courses of drug therapies for Medicare beneficiaries. 

o Drug Use Review: The Medicare drug benefit should include a 
comprehensive program of drug use review. The OUR language enacted 
in OBRA 90 for Medicaid recipients could be used as a model. This 
includes a program of prospective and retrospective review, and 
educational interventions. Payment for medication manaqement,
especially among high-risk Medicare patients, should be explored. 
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kONTAINING PRESCRIPTION DRUG COSTS 

The overall goal of pharmaceutical cost containment should be 
to contain prices on drugs that are already on the market, assure 
that new drugs coming to the market are priced reasonably and 
fairly, minimize the opportunities for cost shifting from one 
population or provider to anothar, and use the marketplace and 
other mechanisms to encourage drug manufacturers to do research on 
innovative, rather than duplicative, therapies. 

The following section discusses the impact of "voluntary
restraint agreements," and "managed competition" in containing
pharmaceutical prices tor the ou~pa~~ent market for both currently­
marketed and new drug products. 

VOLUNTARY DRUG PRICE RESTRAINTS 

In the interim period during the phase-in to managed
competition, there will be a need to develop responsible mechanisms 
to contain pharmaceutical prices. Cost containment is especially
vital and long ov~rdue in the out.pati~nt o::r: retail sect.or of t.he 
pharmaceutical mark~tplace. 

It m~y be sever~i years before universal coverage for 
prescription drugs is phased in, both for the under 6S and Medicare 
populations.. For this reason, Americans in the retail marketplace
will still pa.y for prescription drugs prilQ~rily out.-of-pocket..
Therefore, it is especially important that any interim 
pharmaceutical cost containment measure be meaningful and 
perceptible to the average American. In addition, these cost 
containment mechanisms should probably remain in place until a 
large segment of the market is under "managed competition", 

Several drug manufacturers have offered voluntary 
pharmaceutical cost conta:i.nmAnt proposals TnT this:; inter-im period.
These proposals generally provide that the manufacturer will not 
increase its "weighted average price across the entire product
line" fastQr than thQ rate of inflation. These are welcome 
proposals because they acknowledge that drug prices are too high
and have been inflating too rapidly. 

But as the February, 1993 report of the U.s. Senate Special
Committee on Aging indicated, this approach is by itself not 
meaningtul to the average American. That is because, in making
this "weighted average" calculation, the manufacturer would take 
into account all its price increases and rebates across its entire 
drug product line, and to all classes of trade -- hospitals, HMOs, 
nursing homes, government, and the outpatient sector -- wh.en 
determining whether it increased its weighted price by more than 
the general rate of inflation. 

!t would maka litt1a sanse to only require that manufacturers 
agree to limit drug price increases to a. "weighted average,"
because the average American may see little or no impact from this 
limit. Under this approach, most Americans would not pay a 
"weighted price," they would pay the actual price in the retail or 
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outpatient market, which is qenerally higher than the "weighted 
average price." In fact, as the Aging Committee report showed, 
~ drug manufacturers that had made voluntary pledges were able 
to increase pricea to the average American much faster than 
inflation, and still maintain that their "weighted average" price
increased slower than inflation. ' 

However, before we embrace these approaches that use "weighted 
averages,w more analysis is needed of whether these mechanisms are 
truly going to have an impact on the prices of pharmaceuticals.
There are several other potential issues and concerns with using a 
"weighted average" when attempting to restrain drug price
increases, which are aescribed below: ' 

o Producer Price Index PPI vs. Consumer Price Index cpr:
Most of the "voluntary" manu acturer pricinq restraint proposals
allow pharmaceutical prices to increase no faster than the rate of 
inflation, as measured by the Consumer Price Index, or CPl. 
However, a strong arqurnent can be made that druq manufacturer price
increases should be peqqed to the Producer Price Index for all 
f:i.ni,RhAd goods, or. the PPI. The CPI measures price changes at the 
retail or consumer level, while the PPI measures price changes at 
the manufacturer's level. Because drug companies are . 
11mo.nufacturers," it may make more sense to tie their price changes 
to a manufacturer-based index rather than a retail-based index. 

o New Drug Prices: While aruq manutac~urers may pledge to 
voluntarily restrain price increases on currently-marketed
products, there is absolutely no guarantee that manufacturers will 
simply not introduce new drug products to market at much higher
prices to offset the price constraint on currently-marketed
products. In fact, pha.rmaceutical manufacturers can introduce a 
new drug to the market at a launch price that will allow it to 
recoup the revenue that it wants from the sale of the drug, and 
(')nly increase the price of the product each year by the general
inflation rate. New drug product prices, as we have seen over the 
past few years, can be a serious problem for consumers and health 
care institutions. 

o New'Drug Product Prices in the "Mix".!. Because a new drug 
product or CLny Ilf::lW product l:1ne 1'[.em (such as a new package size)
is introduced to the market at essentially a "zero" inflation rate,
it may have the effect of diluting inflation on the other products
when inCluded in the "weighted average" mix. That is, drug
manufacturers could increase prices faster than inflation on some 
products already in the "weighted" mix, but this could be offset by
the fact that a new drug product's launch price enters the market 
at "zero" inflation. This was the exact problem facing Congress
when developing the "additional rebate U formula for thp. MAti,i t":aid 
program. To resolve this, new drug products were excluded'from the 
"weighted calculation, II and cannot inf.late faster than the CPI on a 
ti:rl1g-by-druq basis for Medicaid. This particular problem noedD to 
be further explored before any approach that uses a "weighted
average" is considered. 
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o Weighted Calculations Based on Sales Volume: Some 
manufacturers are suggesting that these "weighted average"
calculations be made based on their total sales volume. That is, 
the total sales of the manufacturer divided by total units of drugs
sold would result in.a price that could not increase faster than 
inflation year after year. However, this method of calculating the 
weighted average changa could result in a manufacturer having a 
lower weighted average inflation rate than it would have otherwise. 

That ie, a manufacturer's sales ofa particular drug could 
falloff, decreasing the percentage of sales that this drug
contributed to the manufacturer's total drug sales. A manufacturer 
could then increase the inflation rate on another product well 
beyond the rate of inflation to account for the drop in revenue 
from the other product, and still not increase total pharmaceutical
sales by more than ~he rate of ~nflat~on. Unless there was a 
specific cap on the rate at which any particular drug product could 
increase, basing weighted increases on sales volume appears to 
leave too many doors open for manufacturers .to increase prices
faster than inflation. 

o Intracompany transfer or resale of drug products: It may be 
possible for a manufacturer to "transfer" or "resell" a drug
product to another nawly-establi.shed operating unit within th9 
company. This would permit the company to "relaunch" the product 
at a higher base price, and avoid paying any inflation penalty.
For example, if a company sold a drug nt $1.00, nnd !nflatio~ was 5 
percent, it would have to pay a penalty if the price increased over 
$1.05. However, a manufacturer could establish another operating
unit within the company, and "relaunch" t:.he product at $1.25. This 
would establish a new "base period" for the drug, meaning' the 
manufacturer would not only avoid paying the inflation penalty, but 
!=ould also relaunch the product at a price that would allow it to 
maintain price increases at the inflation rate. 

o Pharmaceutical Price Constraints Must Consider the Impact on 
Phannacist Reimbursement: In general, pharmacists are reimbursed 
by many third party plans, including Medicaid, on the basis of the 
Average Wholesale Price (AWP) for a particular product. Therefore, 
the impact of any pharmaceutical pricing restraint on the AWP 
should be considered before i.t is developed. 
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IMPAC7 OF HAHAGBD COMPETITION OR DRUG COSTS 

Along with the drug industry, many sectors of the health care 
industry are advocating that "managed competition tl be the primary
mechanism used to contain health care costs. It is difficul~ ~o 
imagine, however, that managed competition alone can work to 
contain th~ prices of drugs throughout the entire system. For 
example, it is unlikely that managed competition can contain the 
prices of currently-marketed drugs in certain rural areas, or the 
prioes .of cortain new drugs. 

As managed competition plans are developed, it is likely that 
the increased use of therQpeutie drugformular1es will result in 
more price competition, and presumably lower pharmaceutical prices,
for managed competition plans. The use of drug formularies has 
been, and will cont.inue 'l;..o be, the most effective m.echanism to 
stimulate competition and hold down overall pharmaceutical costs. 
Health plans can also use Orug Use Review (DUR), therapeutic
interchange, generic substitution, phYSician counterdetailing, and 
negotiations with providers to lower total pharmaceutical costs. 

However, it is not clear that managed competition will work in 
some rural areas of the country as quickly as it will work in other 
parts of the country. While natworkR nf providers will probably
form in these a.re'as, these networks may not be of the same Size, 
and hence not have the same bargaining leverage, as do the larger
urbQn/euburban-bQsed mQnQqed car~ plans. 

As a result, drug manufacturers may attempt to shift costs to 
rural areas, meaning higher price~ for drugs in these areas becaU5e 
of the relative lack of bargaining clout. Citizens in these areas 
of the country should not be penalized with paying higher drug
prices simply because they live in rural areas. It is also not 
fair for Medicare beneficiaries -- who may have to pay several 
hundreds of dollars in drug costs before a Medicare deductible is 
reached --to continue to pay for a cost shift to rural areas. For 
these reasons, there may be some need for a permanent
pharmaceutical price cap, at lea~t in ~h~RA ar.Ras of the country,
in order to protect rural-based and fee-for-service health plans
from cost shifts. . 

NEW DRUGS .AND BIOLOGICALS 

Much of the pharmaceutical pricing debate to date, and most of 
the solutions proposed by the manufacturers, have focused on the 
prices of drugs that are already on the mar1.l!t. However, while 
this debate is important, we cannot let it ';~vert our attention 
from a more serious concern that will have a ,significantirnpact on 
ph~rmaceutical expenditure~ in th~S country over the long term: the 
pr~ces of new drugs that w~ll be ~ntroduced to the marketplace. 
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Under any scenario, containing the cost. of new drugs and 
biotechnology products coming to the market will be a challenge.
Almost every other industrialized nation in the world recognizes 
th~ ~nportance of Qscuring that new dr.ugs are brought to the market 
at fair prices. The ~nited States should have a policy that 
assures that Americans are 'charged reasonable prices as well. 

Before the full implementation of "managed competition," and 
until we achieve universal prescription drug coverage, the averag~
American will still pay for drugs out-of-pocket, including many new 
drugs. Recent history tells us that the'cost of new drugs have the 
ability to break the financial backs of the aver~ge American or the 
average health care institution. Price res1:.raint;.s on "currently­
marketed" drugs will have no practical meaning for the average
American buying a new drug. 

Under "managed competition", the approach to cost containment 
on now drugs depends largely on whether or not the new drug coming 
to the market has a competing therapeutic product. Formularies are 
effective in containing new drug costs if the new drug is in a 
therapeutic class with at least a faw other competitors.
Manufacturers will have to demonstrate that the "new" drug has some 
advantage over drugs that are already on the formulary before it 
will be used by ~he health care plan. 

Manufacturers now contend that new drugs in competitive
therapeutlc classes have come 'to ,market in re::cent years at prices
that are lower than the price of the market leader. The industry, 
howevAr., has NOT produced data which show how price competition
exists among drugs for which there are no compet.1tors. 'J.'h1s has 1:.0 
be a major concern for the health care system. 

Simply put, competition cannot contain new drug prices in 
cases where competition does not exist. This is the situation that 
exists with the pione~r or first drug ~n a th~rapeutic class (e.g.
the first cholesterol-lowering drug, the first calcium channel 
blocker, AZT, cancer drugs, TPA), orphan drugs (e.g. Ceredase, 
E~O), or drugs de::veloped with substnntial federal involvement or 
through NIH cooperative research and development agreements
(CRADAs) (e.g., Taxol, Levamisol, AZT, DOl, and other AIDS and 
cancer drugs). . 

For these drugs, manufacturers can essentially set the launch 
price, without the health care system having any idea of whet-her 
the price is "fair" or even "reasonable." Health plans are almost 
always required to provide innovative drugs to patients, which 
further erode their ability to negotiate prices with drug
manufacturers. Until therapeutic competitors are introduced to the 
market -- which can take aeveral yeATS -- the makers of these 
innovative drugs will be able to set any price and raise it, 
leaving the managed care plans as "price takers I " rather than 
"p.o;ice negotiators." 
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Finally, the issue of drugs developed through federal 
qovernment technoloqy transfer programs need to be addressed, 
especially Cooperative Research and Development Aqreements 
(CRAOAs). Recent history te]]s us that the federal qovernment has 
significant involvement in the development of many new 
therapeutically-significant drugs. Therefore, the price of these 
drugs should reflect the government's investment. 

However, we know that CRADA agreements represent only a small 
part ot the technology ~eveloped with federal government support.
Extramural research grants -- to universities and academic centers 
-- actually comprise the bulk of federal qovernment. funded new 
pharmaceutical research activities. We need to as~ure taxpayers
that all inventions that they help to discover -- both through
intramural and extramural grants -- are priced fairly. 

Everyone agrees that incentives need to be maintained for the 
industry to conduct research and development on new drugs.
However, it seems to be a wise policy to assure that the health 
care system is paying reasonable prices for these drugs. While we 
want to reward those companies that take risks to develop new 
products, that does not mean -- as a matter of public policy -­
that the manufacturer should be able to charge whatever the market 
will ~ear. Th~re!ore, it ~eems only prudent that th. 
Administration develop a reasonable policy on new drug pricing to 
meet both of these goals. 
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TIlE Ftl'.l'URE PJIARl!ACYroTlCAL HARIC:E'.I.'PLACE 

An important fact being obscured by the debate over pricing is 
that druq manufacturers may gain significantly from the increase in 
pharmaeeuticals used in the United States as a result 'of universal 
prescription drug insurance coverage. While many of the 72 million 
Am0ricans without prARcr.i.pt.i.on druq coverage are still buying their 
prescriptions out-of-pocket, there are many who are not filling
their prescriptions at all or having them refilled. As several 
studies have chown, millions of older Americans are making choices 
between buying food and paying for their medications. This 
situation would most likely correct itself under a reformed health 
care system. 

As a result of this expanded coverage, one estimate is that 
total prescription drug expendi'Cures in the Un!ted S"t:.a.t.es w~ll 
increase from $73 billion in 1994 to $97 billion in 1998. That is 
a 33 percent increase in total pharmaceutical expenditures in this 
country, most of which will flow directly to drug manufacturers. 
Therefore, the Administration must reeognize that any reduction in 
pharmaceutical prices or price qrowth from any short term or long 
term strategies to contain pharmaceutical costs may be more than 
offset' by the increase in revenue to pharmaceutical companies. 

Research and development spending on new drugs will be more a 
fUnction of total revenue of a manufacturer, not a function of 
whether there are C05t containment 3tr~tegies. On that scorc, 
there is no reason to believe tha't manufacturers will have any less 
incentive to do R&D. That is' because their revenue stream will 
likely grow, since an increasing pa~ient population base will b~ 
able to obtain their drug produets with enhanced insurance 
eoverage. 

In addition, as drug burers become larger and larger,
manufacturers may also· be ab e to reap a windfall from a decrease 
in marketing expenditures, since more and more decisions about 
which drugs to buy may be made by the formulary systems of 
accountable h~alth plans. Manufacturers will, .i n the nAW 
environment, be marketing to fewer, larger buyers of their 
products. As we know, drug manufacturers on average spend 25 to 
30 percent of their tot4l sales on markcting and advertising, but 
only 12 tol6 percent on research and development. Reductions in 
marketing expenses could save drug manufacturers billions of 
dollQr~ ~~~h ye~r. 

The Administration should develop policies that foster the 
development of the pharmaceutical industry and provide incentives 
to do researeh and development However, it needs to consider the 
entire context of the pharmaceutical marketplace when develo~ing
these poliCies. This context includes an expanded prescript10n
drug marketplace, which will generate an increase in total 
pharmaeeutical manufacturer revenue over the long term. 
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