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The Pharmaceutical IndustryThe Pharmaceutical Industry
provides invaluable medicines thatprovides invaluable medicines that

relieve pain, save lives, and curerelieve pain, save lives, and cure
patientspatients

 Thousands of dedicated andThousands of dedicated and
talented employeestalented employees

 But executive leaders and theirBut executive leaders and their
agents mislead politicians and theagents mislead politicians and the
publicpublic

 Run up costs to American businessRun up costs to American business
& impair competitiveness& impair competitiveness



Free Trade Agreements lock in highFree Trade Agreements lock in high
prices for American patients, based onprices for American patients, based on

the myth that lower foreign prices causethe myth that lower foreign prices cause
higher U.S. prices.higher U.S. prices.

     FTAs FTAs prohibit export to USA of lower-prohibit export to USA of lower-
priced drugspriced drugs

   They delay generic price competition  They delay generic price competition
by 5 years or moreby 5 years or more



Anti-free Trade Clauses for Drugs :Anti-free Trade Clauses for Drugs :

 raise prices in other countries,raise prices in other countries,

 raise the global price bar,raise the global price bar,

 thus raise prices in poorerthus raise prices in poorer
countries andcountries and

 reduce access worldwidereduce access worldwide



Anti-free Trade Clauses for DrugsAnti-free Trade Clauses for Drugs
Harm U.S. BusinessesHarm U.S. Businesses

High drug prices:High drug prices:
 Raise business costs and makesRaise business costs and makes

U.S. businesses less competitiveU.S. businesses less competitive

 Increase sick days, reduceIncrease sick days, reduce
productivityproductivity

 Impede reducing health disparitiesImpede reducing health disparities



Launched in Landmark Speech by FDALaunched in Landmark Speech by FDA
Commissioner, Mark McClellan.  HeCommissioner, Mark McClellan.  He

claimed:claimed:
 Low drug prices abroad do not payLow drug prices abroad do not pay

for R&Dfor R&D
 Americans have to pick up the tab.Americans have to pick up the tab.

This is unfair and unsustainable.This is unfair and unsustainable.
 Low prices are Low prices are ““slowing theslowing the

process of drug developmentprocess of drug development
worldwideworldwide””

 The US-foreign price gap isThe US-foreign price gap is
widening, and the situation iswidening, and the situation is
getting worse.getting worse.



We can find no evidence that lowWe can find no evidence that low
foreign prices cause Americans to payforeign prices cause Americans to pay
more for their drugs.more for their drugs.

No evidence that other research-No evidence that other research-
oriented countries are not paying theiroriented countries are not paying their
R&D costs every year just out ofR&D costs every year just out of
domestic sales at their lower prices.domestic sales at their lower prices.



There is No There is No ‘‘Foreign Rip-offForeign Rip-off’’
  Domestic Sales AloneDomestic Sales Alone

Cover R&D Easily Every YearCover R&D Easily Every Year

UK

Canada

R&D as Ratio of Sales

Sales 9 – 10 Times R&D

Sales 6 Times R&D

R&D

R&D



R&D Has R&D Has GrownGrown at European Prices , not at European Prices , not
ShrunkShrunk
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U.S. R&D not especially large % ofU.S. R&D not especially large % of
GDPGDP



PRICE GAP DUE TO INCREASING U.S.PRICE GAP DUE TO INCREASING U.S.
PRICES,PRICES,

not falling foreign pricesnot falling foreign prices



Undersecretary of Commerce, Grant Undersecretary of Commerce, Grant AldonasAldonas’’ss
TestimonyTestimony  April 27, 2004April 27, 2004

 ““caps on prices abroad impose ancaps on prices abroad impose an
implicit tax on implicit tax on ……new and innovativenew and innovative
medicinesmedicines…”…”

 By capping prices, By capping prices, ““foreignforeign
governments effectively undercut thegovernments effectively undercut the
value of the patent protection.value of the patent protection.””

 Price caps Price caps ““push prices below whatpush prices below what
producers understand as fair marketproducers understand as fair market
prices.prices.””



Response to Response to AldonasAldonas

 Patents do not guarantee prices, only thePatents do not guarantee prices, only the
right to attempt to sell without anotherright to attempt to sell without another
version of an invention competing.version of an invention competing.

 ““CapsCaps”” or  or ““price controlsprice controls”” are are
misnomers for negotiated wholemisnomers for negotiated whole
discount prices and value pricing. - Nodiscount prices and value pricing. - No
implicit tax or undercut value.implicit tax or undercut value.

 What does What does ““fair market valuefair market value”” mean in a mean in a
market of patented products and pricesmarket of patented products and prices
set by the company or negotiated withset by the company or negotiated with
large buyers?large buyers?



The New Doublespeak LexiconThe New Doublespeak Lexicon

Rebates on monopoly prices.
What all states do with
Medicaid.

Global free trade made to
sound like an unnatural act.

=

=

“Mandatory
rebate on free
priced drugs”

“Reimportation”

Any new drug, 85% of which
are no better for patients.=

“Innovative
drugs”

Pricing according to added
benefit or value.  Value pricing.=

“Reference
pricing”

Monopoly pricing free of
normal price competition.=

“Free market
pricing”



Congressman Charlie Norwood (R, Ga.)Congressman Charlie Norwood (R, Ga.)
June 17, 2004 letterJune 17, 2004 letter

 Lower European prices are no bargain,Lower European prices are no bargain,
because they damage because they damage pharma pharma R&DR&D

 German R&D, he claims, declined 13%German R&D, he claims, declined 13%
fr fr 1989-951989-95

 But the industryBut the industry’’s own data show its own data show it
roserose
26.1%, 1990-95, and26.1%, 1990-95, and
92.0%, 1990-2002!92.0%, 1990-2002!



Lower Drug Costs in Germany Have NotLower Drug Costs in Germany Have Not
Decreased R&DDecreased R&D

Cong. Norwood vs. Industry DataCong. Norwood vs. Industry Data

((R&D by Companies in Germany)R&D by Companies in Germany)

1990-1995 
26.2%

Industry Reports
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Cong. Norwood on Spain:Cong. Norwood on Spain:
““The innovative pharmaceutical industry isThe innovative pharmaceutical industry is

irreparable [sic] damaged.irreparable [sic] damaged.””
 But industry R&D has  But industry R&D has risenrisen 161% in Spain 161% in Spain

since 1990, at an increasing rate.since 1990, at an increasing rate.
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Basic Facts Congressman NorwoodBasic Facts Congressman Norwood
IgnoresIgnores

Most Most ““innovationinnovation”” and most and most
““innovative drugsinnovative drugs”” are derivatives are derivatives
and offer no new benefit to patients.and offer no new benefit to patients.

Current government incentives rewardCurrent government incentives reward
me-too research, not basic research.me-too research, not basic research.

Raising prices is an inefficient way toRaising prices is an inefficient way to
increase funds for basic research.increase funds for basic research.



Current Incentives Reward Pseudo-Current Incentives Reward Pseudo-
Innovation:Innovation:

15% or fewer new drugs are better15% or fewer new drugs are better
than existing drugsthan existing drugs

Variations
65%

New Molecular 
Entities (NME) 

35%

12% Better

23% No Better

3% Better

62% No
Better



0.00% 10.00% 20.00% 30.00% 40.00% 50.00%

USA Less Innovative than EuropeUSA Less Innovative than Europe
in proportion to R&D investmentin proportion to R&D investment

(% global totals)(% global totals)
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U.S. Drug Companies Budget only 7.1%U.S. Drug Companies Budget only 7.1%
of Sales, Net to R&Dof Sales, Net to R&D

PhRMA NSF

Myth Reality

Taxpayers’
Contributions
4.7%

Net Corporate
Cost 7.1%

R&D
11.8%

R&D
18.4%



Of the 7.1% net for R&D, less than 1.5Of the 7.1% net for R&D, less than 1.5
cents per dollar sales goes to Basiccents per dollar sales goes to Basic
Research for Breakthrough Drugs.Research for Breakthrough Drugs.

Net R&D Budget 
(7.1% of sales)

Applied Research and
Testing, 5.8% of Sales

Basic Research, 1.3% of Sales



Merck: Soaring Sales Did Not Go to R&DMerck: Soaring Sales Did Not Go to R&D

Merck Sales, Profits, and R&D ($millions)
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Merck's R&D as Percent of SalesMerck's R&D as Percent of Sales
and Profitsand Profits

37.4%37.4%5.2%5.2%$7,149$7,149$2,677$2,677$51,790$51,79020022002

34.3%34.3%5.8%5.8%$6,822$6,822$2,343$2,343$40,363$40,36320002000

39.9%39.9%8.0%8.0%$3,335$3,335$1,331$1,331$16,681$16,68119951995

48.0%48.0%11.1%11.1%$1,781$1,781$854$854$7,672$7,67219901990

78.9%78.9%12.0%12.0%$540$540$426$426$3,547$3,54719851985

56.4%56.4%8.6%8.6%$415$415$234$234$2,734$2,73419801980

($ millions)($ millions)

R&D asR&D as
% of% of

ProfitsProfits

R&D asR&D as
% of% of
SalesSales

ProfitsProfitsR&DR&DSalesSales
YearYear



Free-riding on Taxpayers:Free-riding on Taxpayers:
Pharma Pharma provides only 7.5% ofprovides only 7.5% of

worldwide funds for Basic Researchworldwide funds for Basic Research
Funds.Funds.



Costs of R&D Much Lower Than BelievedCosts of R&D Much Lower Than Believed

$802 million estimate based on self-originated$802 million estimate based on self-originated
NMEsNMEs

 Applies to only 21.8% newly approved drugsApplies to only 21.8% newly approved drugs
 Cost 3.7 times more than other Cost 3.7 times more than other NMEsNMEs
 Half the total is built-in theoretical profitsHalf the total is built-in theoretical profits

 Taxpayer contributions not acknowledgedTaxpayer contributions not acknowledged
 No basis given for costs of basic researchNo basis given for costs of basic research

and discovery estimatesand discovery estimates

 Trial sizes larger, trials longer and discountTrial sizes larger, trials longer and discount
rate larger than other evidence and studiesrate larger than other evidence and studies

Average R&D for all new drugs less than $100Average R&D for all new drugs less than $100
millionmillion



Pharma Pharma Clauses in Clauses in FTAsFTAs::

- lock in high prices for Americans- lock in high prices for Americans
- make U.S. businesses less competitive- make U.S. businesses less competitive
and and productiveproductive
- delay normal price competition by years- delay normal price competition by years
- raise prices & reduce access of drugs- raise prices & reduce access of drugs
for for patients abroadpatients abroad
- provide windfall profits for drug- provide windfall profits for drug
companiescompanies


