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President Trump has announced his intention to regulate U.S. drug prices. But the arguments in
favor of doing so are wrong. Price controls reduce development of new treatments and cures, and
hurt U.S. biopharmaceutical competitiveness.

KEY TAKEAWAYS

Many right and left-wing populists argue that U.S. drug profits are excessive, that drug
prices are driving up health-care costs, and that drug companies spend too little on
developing new drugs. All three claims are wrong.

When adjusting for risk and comparing it to other industries, pharmaceutical firms’ profits
are not excessive, nor are drug prices driving up overall health-care expenditures.

American consumers’ out-of-pocket expenditures on drugs over the past two decades have
grown much less than their overall health-care and insurance expenditures.

America’s pharmaceutical industry is the most R&D-intensive industry in the world,
investing over 20 percent of its sales into R&D each year, which accounts for 18 percent
of the total U.S. business R&D investment.

Moreover, by focusing solely on prices, drug populists neglect to mention that Americans
enjoy access to innovative medicines far earlier than citizens in other nations do.

At the end of the day, the America’s private sector-led drug development system, coupled
with university research and the NIH, has made the United States the world’s medicine
chest, responsible for more new drugs than any nation.

Implementing the president’s proposal would reduce the development of new treatments
and cures and hurt U.S. biopharma competitiveness.
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INTRODUCTION

“Big Pharma” has long been a target of the anti-capitalist, left populists who want to transform
the sector by imposing strict price controls, weakening patents, and/or instituting a government-
run drug development system, all of which would slow the development of important new drugs.

The calls for radical change are legion. The liberal Center for American Progress has proposed a
wide array of policies to reduce drug prices, including price controls and reducing the period of
data exclusivity (the time which companies can keep data proprietary).! Progressive economist
Dean Baker has urged lawmakers to “expand the public funding going to NIH or other public
institutions and extend their charge beyond basic research to include developing and testing
drugs and medical equipment.”? Liberal commentator Robert Reich has proposed reducing drug
patent terms from 20 years to three, while Knowledge Ecology International, a leading drug
populist organization, wants to eliminate drug patents, especially in developing economies.?
(Eliminating patents would make available more generic versions of today’s drugs, but alas, few
new drugs.)

Now the new populist, anti-corporate right under President Trump’s leadership is making the
same proposals, particularly when it comes to drug pricing. Trump wants to implement
international reference pricing whereby drugs in the U.S. would be priced at the same level as
other countries that impose drug price controls.

If the populists can show the free-market system has failed, then fundamentally transforming the
biopharma industry becomes much easier. But the facts show otherwise.

To justify such a dramatic shift, both left and right proponents need to discredit the current
private-sector-led model that has made America the world leader in pharma and biopharma
innovation.* They must convince policymakers and the public that the drug industry no longer
serves the public interest of effectively delivering new drugs. To do this, they claim that the
industry earns excess profits from rapidly rising drug prices, spends too much money on stock
buybacks and advertising, and too little on new drug development. If the populists can advance
these claims and show that the free-market system has failed, fundamentally transforming the
industry becomes much easier. But the facts show otherwise.
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NORMAL PROFITS

Start with profits. The populists argue that drug prices are high because profits are excessive.
Moreover, they claim, there is plenty of money for the industry to develop drugs, even if its
revenues are significantly lowered as a result of price controls or reduced intellectual property
protection. They rationalize this assertion with claims of excess profits and wasted spending.

U.S. Rep. Katie Porter (D-CA), deputy chair of the Congressional Progressive Caucus, issued a
scathing report in 2021 titled “Killer Profits,” attempting to make the case that the industry
makes too much money.® Two years earlier, the Center for American Progress made the same
claim that “Big Pharma Reaps Profits.”® More recently, the self-described “democratic socialist”
Senator Bernie Sanders (VT), has claimed that “Greedy pharma firms rip off Americans.”’
Notably, these critiques span the political spectrum. Figures on the right, including President
Donald Trump, have voiced similar concerns. Trump stated in January, “We're the largest buyer
of drugs in the world. And yet we don’t bid properly. We're going to start bidding. We're going to
save billions of dollars over a period of time.”®

The reality is that, when adjusting for risk and comparing it to other industries, pharmaceutical
firms’ profits are not excessive, nor are drug prices driving up overall health-care expenditures.
Researchers Sood, Mulligan, and Zhong compared excess profits of pharmaceutical companies
and S&P 500 firms.® They defined excess profit as “higher than expected profits given the risk
associated with their investments” and found that pharmaceutical companies’ excess profits
were actually 1.7 percentage points /owerthan the 3.6 percent average among S&P 500 firms.'°

The reality is that, when adjusting for risk and comparing it to other industries, pharmaceutical firms’
profits are not excessive, nor are drug prices driving up overall health-care expenditures.

Moreover, an analysis in PLosONE found that pharmaceutical “returns were substantially lower
than [those of] the other eight health care industries.”!! Despite today’s rhetoric, prescription
medicines have accounted for only about 14 percent of U.S. health-care spending in recent
years, and that share is expected to remain stable going forward.!? Similarly, the research firm
Altarum found in a 2020 report that the refa// pharma share will likely remain stable in the 9
percent range through most of this decade, with non-retail expenditures also roughly stable in the
4.5 to 4.9 percent range. (Figure 1.) This puts the United States right in line with other OECD
nations.!3

Others, such as Dean Baker, attack the industry for spending too little money on R&D for drug
development and too much on stock buybacks and marketing. In arguing that the industry wastes
money on marketing, Baker notes that industry marketing costs are comparable to research
expenditures, and that if the industry just reduced advertising, it could reduce drug prices. This
sentiment is no doubt fueled by pharma’s extensive use of television advertising.

Yet, over the last 10 years, the annualized return on the Standard & Poor’s (S&P) Biotech Index
averaged 7.95 percent and the Pharmaceutical Select Index averaged 3.29 percent, both lower
than the S&P 500 index return of 12.49 percent, which undercuts the argument that stock

buybacks are being used to “prioritize short term financial returns,” as one article contended.'*
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Figure 1: Projected prescription drug share of national health-care expenditures'®
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When it comes to marketing, the charge is just as specious. An analysis in JAMA Network, which
included all promotional activities, physician education, advertising, and unbranded disease
awareness campaigns as “medical marketing,” puts the total of these activities (many of which
have significant value to patients) at one-third of R&D expenditures.'® When looking just at
pharmaceutical advertising, total spending reached was $6.58 billion in 2020, a small fraction
of the $122 billion the industry invested in R&D in the United States that year.!’

Opponents of large drug companies also claim that the companies are not investing in R&D. The
progressive think tank Roosevelt Institute has argued that, “as prices have skyrocketed over the
last few decades, these same companies’ investments in research and development have failed
to match this same pace.”*® In reality, from 2012 to 2016, drug sales increased $5.8 billion a
year, while R&D actually increased $6.8 billion a year.*®

America’s pharmaceutical industry is the most R&D-intensive industry in the world, investing over
20 percent of its sales into R&D each year, which accounts for 18 percent of the total U.S. business
R&D investment.

Drug companies in America are highly R&D-intensive and have become even more so, with their
R&D-to-sales ratio increasing from 11 percent in 2006 to 20 percent in 2018.2° The ratio for the
top 20 U.S. drug companies increased from 15 percent in 2006 to 23.6 percent.?! Further,
while drug revenues increased 56 percent from 2006 to 2018 (in nominal dollars), R&D
increased by 85 percent, and it is the largest firms, not the smallest, that are the most

R&D intensive.?? The non-partisan Congressional Budget Office reports that “In 2019, the
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pharmaceutical industry spent $83 billion dollars on R&D. Adjusted for inflation, that amount is
about 10 times what the industry spent per year in the 1980s.”23

In fact, America’s pharmaceutical industry is the most R&D-intensive industry in the world,
investing over 20 percent of its sales into R&D each year, which accounts for 18 percent of the
total U.S. business R&D investment.

PRICING REALITIES

The populists tell us that prices are rising way too fast because of “corporate greed.” The Kaiser
Family Foundation rails that “Prices Increased Faster Than Inflation for Half of all Drugs Covered
by Medicare in 2020.”2* But of course that means that prices increased less than inflation for
the other half. Three professors of medicine at Harvard agree, claiming that drug prices are
“skyrocketing.”?®

To be sure, there are cases where individuals confront large and sudden medical bills: One study
found that nearly 40 percent of commercially insured individuals incurred half of their annual
out-of-pocket drug spending on one purchase, and 26 percent incurred 90 percent of their
annual health-care spending in only one or two encounters.?® (This is why policies such as
“smoothing” Medicare beneficiaries’ out-of-pocket costs over the course of a year are often
warranted.)?’ Yet overall, the data shows that American consumers’ out-of-pocket expenditures
on drugs over the past two decades have grown much less than their overall health-care and
health insurance expenditures.

Furthermore, the distinction between net prices and list prices is critical because while list
prices may be on the rise, the share of expenditures being paid to drug manufacturers in recent
years is lower than before. For instance, Andrew Brownlee at the Berkeley Research Group found
that the share of revenues accruing to drug manufacturers for all drugs decreased by over 17
percentage points from 2013 to 2020, from 66.8 percent to 49.5 percent, while the share going
to intermediaries (wholesalers, pharmacies, PBMs, and insurance companies) increased from
33.2 to 50.5 percent.?®

American consumers’ out-of-pocket expenditures on drugs over the past two decades have grown
much less than their overall health-care and health insurance expenditures.

In other words, less than half of every dollar Americans spend on drugs actually goes to the
companies developing and making them. Overall, Brownlee found that brand manufacturers
retain just 37 percent of total spending on all prescription medicines.?® Similarly, researchers at
the University of Southern California examined the “net price” of insulin and found that list
prices did increase between 2014 to 2018, but that the share of insulin drug sales flowing to
manufacturers decreased, with more than half of insulin expenditures going to intermediaries by
2018.%° Indeed, there has been a 140 percent increase in insulin list prices over the past eight
years, but net prices actually declined by 41 percent, casting a new light on Angelis and
colleagues’ argument that “old and common drugs” like insulin “have seen inexplicable price
increases.”3!

What about the claim that drugs costs less in many other nations? For example, Senator Josh
Hawley (R-MO) has argued, “For too long, Americans have subsidized prescription drug costs for
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foreigners while paying outrageous prices for their own medications.”3? While it is generally true
that drug prices are lower in other developed countries than in the United States, this is not due
to monopoly or market power of U.S. drug companies. The reason is that foreign governments
free-ride off American drug innovation by imposing draconian price controls. After adjusting for
GDP per capita, 30 of 32 OECD countries had lower prescription drug prices than the United
States. These price controls reduced manufacturer revenue in 2018 by 77 percent, or $254
billion. Lifting pharmaceutical price regulations would have resulted in $56.4 billion of
additional R&D expenditures and 25 new drugs annually.33 If just five rich nations—Japan,
Germany, France UK, and Italy—had paid their fair share, humanity would have benefited from
12 new drugs every year. It is striking that many countries are willing to sacrifice their economic
welfare by paying higher energy prices to save the planet from climate change. Yet, when it
comes to curing diseases, they free ride on the investments of the United States.

Why not impose price controls in the United States? We could, but the result would be fewer
drugs developed every year. Virtually every peer-reviewed academic paper on the subject finds
that drug price controls would mean less R&D and fewer drugs.®* How could they not as it is
sales revenue that funds drug company R&D labs? So rather than impose drug price controls in
the United States, U.S. policy makers should press other nations to roll back their controls and
contribute their fair share to global drug development.

EARLY ACCESS

Moreover, by focusing solely on prices, drug populists neglect to mention that Americans enjoy
access to innovative medicines far earlier than citizens in other nations do.3® For instance, 87
percent of new medicines launched globally from 2011 through year-end 2019 were available
first in the United States, a wide gap over Germany and the United Kingdom, where only 63 and
59 percent of medicines were available there, with percentages declining to as low as 46 percent
in Canada and 39 percent in Australia.3®

By focusing solely on prices, drug populists neglect to mention that Americans enjoy access to
innovative medicines far earlier than citizens in other nations do.

Considering the percentage of drugs available within one year of their global launch, U.S.
residents again enjoyed the greatest access, with 80 percent of drugs available to them first,
followed by Germany and the United Kingdom at 47 and 41 percent, respectively, and then
Canada and Australia trailing at 26 percent and 19 percent, respectively.®” For these medicines,
the average delay in availability averaged O to 3 months from launch in the United States, 10
months in Germany, 11 in the United Kingdom, 15 in Canada, 16 in Japan, 18 in France, and
20 in Australia. These are hug differences.

THE PACE OF DEVELOPMENT

Finally, to press the case for dismantling the U.S. drug development system, opponents argue
that the system is not effectively performing its core function: producing effective treatments and
cures. Given that the leading drug companies came up with COVID-19 vaccines in record time,
using breakthrough technologies, this case is much harder to make now. But undeterred, the
Porter report states, “Rather than producing breakthrough, lifesaving drugs for diseases with few
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or no cures, most companies focus on small, incremental changes to existing drugs in order to
kill off generic threats to their government-granted monopoly patents.”®

But in reality, new drug approvals have significantly accelerated. The FDA’s Center for Drug
Evaluation and Research’s five-year rolling approval average stood at 44 new drugs per year in
2019, double the five-year rolling average of 22 drugs approved, as happened in 2009. And the
number of drugs in development globally increased from 5,995 in 2001 to 13,718 in 2016.%°
Moreover, the share of drugs that are new has risen since the 1970s, not fallen.*°

At the end of the day, the America’s private sector-led drug development system, coupled with
the support of university research and the National Institutes of Health, has made the United
States the medicine chest of the world, responsible for more new drugs than any nation. As
much as the drug populists would like us to think otherwise, the truth is the current system is
not just working; it's the envy of the world.

But Trump’s cuts to the National Institutes of Health, combined with steep drug price controls
will inevitably lead to fewer new drugs, worse public health outcomes, and the loss of U.S.
biopharma leadership to China. That reversal of fortune will not occur overnight, in part because
of the heretofore strong U.S. life sciences innovation system. But it doesn’t take a weatherman
to know which way the wind blows. Can you say, “China as the medicine cabinet of the world”?
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