Senate Insurance Committee Informational Hearing:

Protecting Senior Citizens From

Dwindling Prescription Drug Benefits – Part I and Part II

BACKGROUND PAPER

Prescription medications are the fastest growing cost component in health care.  A recent report by the Kaiser Family Foundation states the average cost increase of prescriptions has been 7% annually from 1991 to 1998, compared to only a 2.6% annual increase of the Consumer Price Index.  And the cost of prescriptions rose 20% last year in California.

There have been numerous meetings to develop understanding and strategies to cope with the costs of medications.  It is important to point out that medications are not "bad" and have led to wonderful treatments to cure and prevent disease, and allow many patients to be treated on an outpatient, rather than inpatient, basis.  There is also the hope that early and effective treatment with pills will prevent expensive hospitalizations and disease management later, and thus be cost-effective.

When discussing the lack of prescription coverage for seniors, it is also important to understand that when Medicare was established (in 1965) the types of pills were limited and not very expensive.  Thus, it was not imagined that a prescription benefit was necessary.  But now with seniors consuming 33% of all prescriptions and with the monthly costs of these pills skyrocketing, a Medicare prescription benefit is being considered by both Republicans and Democrats.  Whatever plan is adopted, the State of California will continue to be involved.

The appearance of Managed Care for seniors held both good and bad news.  The bad news was that patients were sometimes faced with having to change doctors or deal with denied or delayed care.  But the good news was that their prescriptions were covered.  Initially, most kinds of pills were covered and the co-payment was zero or minimal, often only $5.  But then, as the amount of money given to HMOs by Medicare decreased and at the same time costs rose, the prescription benefits have progressively been reduced.  The single-tier copayment changed to a double-tier copayment wherein the brand name pill copayment was higher than the generic pill copayment.  Then a triple tier system was introduced which required an even higher copayment for "non-preferred" brand name pills, as high as $90 per prescription.  

At the same time, HMOs introduced limits (caps) on how much money the HMO would pay annually for pills, and patients would have to pay for all pills after that "cap" was reached.  The "cap" varied widely, occasionally as high as $5000.  But then every year the "cap" was lowered, and patients were paying more and more.  

Initially, HMOs provided the senior HMO product for free.  But then, some HMOs began charging monthly premiums for the senior HMO products.  Currently, the monthly premium can range from nothing to $100 or more.

Complicating this picture even more is that Medicare has designed the senior HMO program to allow the benefit package offered by an HMO to vary from county to county.  Thus, in Los Angeles County, an HMO may require no monthly premium, a double tier prescription copayment, and a $2000 "cap," but in San Mateo County the same HMO may require a $50 monthly premium, a $6 copayment for generic pills and not pay for any brand name pills, and has no "cap."

But whatever the county, the prescription drug benefit is dwindling for seniors in California.  And the reason is that the costs are rising out of control.

The cost increases are due to a variety of reasons and therefore the solution is not single or simple.  The reasons for the runaway costs can be grouped into three categories:  

1.  Increasing prices

2.  Increasing use (utilization)

3.  Increasing new types of therapies (research and development)

1.  INCREASING PRICES:

The Federal Government has a price control system already.  Pharmaceutical companies are required by law to sell drugs to the government at the best wholesale price given to other large US customers.  Then the four biggest federal customers (the VA, Defense Department, Coast Guard and Public Service) get an additional 24% discount.

Record spending on Medications:

The global pharmaceutical industry is dominated by 13 large multinational companies based in several countries.  The sale of medications worldwide increased in 1997 by 8.6% to about $400 billion.  Sales increased worldwide in 1998 by 5%.  The U.S. wholesale medication revenue in 1998 was over $81 billion, an increase of 13% from 1997 and up 60% since 1964.  And sales are projected to be $171 billion by 2007.

In 1998, the top 13 pharmaceutical companies posted record profits of more than $35 billion, according to the Fortune500 web site.  Their return on revenues was 18.4% and their return on assets was 13.6%, outdistancing the second ranking industry in each category, respectively, with telecommunications at 10.2% and beverages at 8.8%.  This was after deducting expenses for advertising and for research and development.

Medication prices Around the World:

Medication prices in the U.S. can be compared with six countries in Western Europe and Canada for the year 1998.  Using all patented medication products and using Canadian prices as the baseline at 100%, the average price of all patented medication products in Italy was 85.3%, in France 91.5%, in the U.K. 106.8%, in Sweden 108.1%, in Germany 108.5%, in Switzerland 118.3%, and in the U.S. 159.9%. 

On 11/10/99, USA Today reported that “the U.S. pays the price…and subsidizes research and development for the rest of the world as well as the pharmaceutical industry’s substantial profits.”  According to Alan Sager, head of the Access and Affordability Project at Boston University’s School of Public Health, “If other countries negotiate or regulate to win lower prices, drugmakers raise their prices on the hapless American consumer.  Our pockets are being picked.”  He calculated that “Americans overpaid for drugs by at least $16 billion in 1998 on a total drug bill of $120 billion.  High U.S. prices are essentially a form of foreign aid to other wealthy countries, and bringing prices down to international levels would save enough money to provide prescription drugs to all 44 million uninsured Americans.”  

USA Today cites Tamoxifen that costs $15 per month in Canada, but $95 in Vermont; eye drops that cost $38 in Nogales, Mexico, but $142 in Arizona; Glucophage that costs $7.80 in Mexico, but $44 in Arizona.  Another patient flies to France to buy Rilutek to treat Lou Gehrig’s disease to save $4,000 per year, and will save more than enough to cover the cost of a vacation in France.

Rank
    Drug
  Condition
  U.S.
Canada
   U.K.
Australia
Mexico

   1
Prilosec
Heartburn
 $3.31
 $1.47
 $1.67
 $1.29
 $0.99

   2
Prozac
Depression
 $2.27
 $1.07
 $1.08
 $0.82
 $.079

   3
Lipitor
Cholesterol
 $2.54
 $1.34
 $1.67
 $1.32
 $3.60

   4
Prevacid
Ulcer
 $3.13
 $1.34
 $0.82
 $0.83
 $1.18

   5
Epogen
Anemia
$23.40
$21.44
$27.48
$29.24
    n/a

   6
Zocor
Cholesterol
 $3.16
 $1.47
 $1.73
 $1.75
 $3.66

   7
Zoloft
Depression
 $1.98
 $1.07
 $0.95
 $0.84
 $1.96

   8
Zyprexa
Mood disorder
 $5.27
 $3.39
 $2.86
 $2.63
   n/a

   9
Claritin
Allergy
 $1.96
 $1.11
 $0.41
 $0.48
 $0.92

   10
Paxil
Depression
 $2.22
 $1.13
 $1.70
 $0.82
 $1.83

USA Today further described how other countries set drug prices:

· Australia.   The country has the developed world’s lowest drug prices, by many measures.  The government, which pays for 80% of prescription drug sales, sets prices by examining nine factors, including what’s charged in other countries, a company’s investment in Australia, and an evaluation of a drug’s cost-effectiveness.  The government limits reimbursement to the lowest price of any similar drug.  National policy encourages doctors to prescribe the cheapest drug in a therapeutic group.   
· Canada.  New drugs can’t be priced higher than the average charged in seven other developed nations: the USA, UK, Switzerland, Germany, Sweden, France and Italy.  After that, prices can rise at the same rate as inflation.  Provincial governments negotiate further discounts on drugs.  Most provinces have laws making these low prices available to the 60% of Canadians covered by private insurance.

· France.   The French health-care system, which covers the entire population, decides which drugs are eligible for reimbursement and sets reimbursement prices.  The government contracts with the pharmaceutical industry to set an annual ceiling on total drug spending.  If this is exceeded, drug companies make payments to cover the shortfall.

· Germany.  Drug companies set their prices freely.  Reimbursement in the national health-care system, however, is controlled based on an evaluation of a drug’s therapeutic value.  All drugs in the same therapeutic class are reimbursed at the same price.  Also, limits on total spending for prescription drugs are enforced.  

· Italy.   The national health-care system limits prices to the average charged in 12 European countries.  Drugs priced higher than this average are removed from the reimbursement list.  Also, patients can be required to pay 50% of the cost of drugs deemed less cost-effective than others.  The system also sets a total national budget for prescription drug spending and lays down prescribing guidelines to doctors. 

· Japan.  The national health-care system sets reimbursement prices.  A new drug is priced based on how it compares with existing drugs.  Innovative drugs can be priced 30% above existing drugs; “useful” drugs get a premium of 4.5%; a generic is priced 10% below the original.  If no similar drug exists, the price is based on that in other developed countries.  If sales exceed expectations, price cuts can be ordered.    
· Netherlands.  Prices cannot exceed the average charged in Belgium, France, Germany, and the UK.  The national health-care system further controls prices by considering the price of similar drugs and by setting prescribing guidelines for physicians.
· Spain.  The prices of new drugs are based on production cost, a profit allowance, expected sales and a drug’s therapeutic value.  Patients generally pay 40% of a drug’s cost.
· Switzerland.  The federal government and drug companies negotiate prices twice a year. These prices are used for private insurance policies as well as government programs.  Factors considered include the therapeutic value of a drug and prices in Denmark, Germany and the Netherlands.  
· Sweden.   The National Social Insurance Board negotiates prices with drug companies.
· United Kingdom.  Mandatory negotiation took effect 10/1/99, following news reports that drug companies were raising prices in violation of a voluntary agreement in effect for decades.  Unlike other countries, the UK regulates profits more than prices.  New drugs can be priced freely, but companies are expected to limit profits to a 21% return on capital.  Price increases are allowed only if profits fall below a certain level.  The new agreement includes a 4.5% price cut on all existing patented drugs, followed by a price freeze until 2001.  Profits—and by implication, prices—can be boosted if money is invested in research and production within the UK.
Country
Method of Obtaining Reasonable Drug Prices

Belgium
Individual price controls, reference price system*,   generic pricing policy, measures for generic prescribing

Denmark
Reference price system, generic pricing policy, measures for generic substitution by pharmacist

France
Individual price controls, generic pricing policy

Germany
Reference price system, generic pricing policy, measures for generic prescribing, measures for generic substitution by pharmacists

Greece
Individual price controls, generic pricing policy

Ireland
Individual price controls, measures for generic prescribing

Italy
Individual price controls, reference price system

Luxembourg
Individual price controls

Portugal
Individual price controls, generic pricing policy

Spain
Individual price controls, reference price system, measures for generic substitution by pharmacists

Netherlands
Reference price system, generic pricing policy, measures for generic substitution by pharmacists

United Kingdom
Profit control system, generic pricing policy, measures for generic prescribing

          * Reference price system: products are first clustered into homogenous drug classes, then a

          reimbursement price set for the whole cluster becomes a reference price for the class.

          Source: Christine Huttin, "Drug Price Divergence in Europe: Regulatory Aspects," Health

          Affairs, May/June 1999, Exhibit 1, page 246.

______________________________________________________________________________

Medication Prices in the United States:

According to the National Council of Senior Citizens, seniors pay more in the USA:

Top Ten Drugs for Seniors
Condition
U.S. Retail
Canadian Retail
Mexican Retail

Zocor (5 mg, 60)
Cholesterol
$106.84
$  43.97
$  47.29

Ticlid (250 mg, 60)
Stroke
$112.92
$  52.35
$  39.61

Prilosec (20 mg, 30)
Ulcer
$105.50
$  53.51
$  29.46

Relafen (500 mg, 100)
Arthritis
$110.99
$  59.55
$  49.26

Procardia XL (30 mg, 100)
Heart
$110.90
$  72.82
$  87.78

Zoloft (50 mg, 100)
Depression
$195.07
$124.41
$155.52

Vasotec (10 mg, 100)
Blood Pressure
$  94.31
$  73.42
$  57.03

Norvasc (5 mg, 90)
Blood Pressure
$109.24
$  87.71
$  88.03

Fosamax (10 mg, 100)
Osteoporosis
$169.73
$  45.01
$  51.33 

Cardizem CD (240 mg, 90)
Heart
$162.22
$142.70
$  88.14

According to the National Council of Senior Citizens, seniors pay more than their pets:

Drug
Condition
Pet Price
People Price

Lanoxin
Heart 
$  5.41
$  39.31

Augmentin
Antibiotic
$25.20
$  66.29

Lasix
Blood Pressure
$  6.00
$  15.64

Lodine
Arthritis
$65.70
$143.24

Vasotec
Blood Pressure
$51.30
$  78.55

Medrol
Allergy
$  3.90
$  20.10

On 12/1/99, USA Today reported:  “If your dog gets arthritis, the vet might prescribe EtoGesic.  If you get arthritis, the doctor might prescribe Lodine.  Both are the same drug, the chemical etodolac, and are made by the same company.  There’s one big difference: price.  American Home Products charges three times as much when the drug is sold for humans ($1.20 for a 300 mg capsule) as when it’s sold for animals (42 cents for the same capsule), according to a report by Democrats on the House Committee on Government Reform.”  Rep. Tom Allen, D-Maine “agrees that the animal and human markets are not the same.  However, he says the study complements two earlier studies by the committee.  One found that the elderly paid twice as much as HMOs for drugs.  The other showed that U.S. consumers pay far more for prescription drugs than do consumers in Canada and Mexico.  These three studies complete a picture of price discrimination in which the pharmaceutical industry charges the most to the people who can least afford it.”

On 12/1/99, USA Today also reported:  “When critics point to examples of abusively high drug prices, the finger often is aimed first at Genzyme Corp. of Cambridge, Mass.  The company sells a cure to a rare enzyme deficiency called Gaucher disease, a crippling and sometimes fatal condition in which bones dissolve.  The price of Cerezyme, taken intravenously every two weeks: an average of $170,000 a year for the rest of a patient’s life.  The company offers no discounts, ever.  Its program for indigent patients is small.  It supplies the drug free to 20 patients.  Angering critics further, the cure was discovered at taxpayer expense at the National Institutes of Health (NIH)….Largely because of revenue from 2,700 Gaucher patients, Genzyme stock has a market value of $3.4 billion….They’ve driven people into bankruptcy and onto Medicaid.”

On 1/19/00, USA Today reported:  “Although no one is calling for pharmaceutical price controls yet, drug companies worry that a new Medicare drug benefit eventually could lead to such controls.  The companies reason, quite appropriately, that once Medicare starts paying huge sums for prescription drugs, it probably will look for ways to reduce its costs.  It then might seek volume discounts or introduce the kind of price controls that already exist in other developed nations.  Fearful of this possibility, the pharmaceutical industry argues that price controls would stifle innovation and halt the flow of powerful new drugs into the medical system.  The industry points to the high cost of research as a justification for the high price charged for prescription drugs.  But does the pharmaceutical research really justify the steep prices charged for these drugs?  Upon closer examination, the industry rationale rings a bit hollow.  For one thing, drug company research accounts for less than a third of total pharmaceutical costs, so the companies could reduce their costs substantially in other areas—such as marketing, advertising and promotion—without touching their hallowed research budgets.  Furthermore, costly drug advertising recently has exploded onto the nation’s television screens, peddling everything from Rogaine to Viagra.  While treating conditions such as baldness and male impotence certainly has some value, it’s hard to argue that the huge marketing campaigns devoted to these products are critical to the nation’s health.”

In a June 23, 1999 report, Merrill Lynch refuted the notion that a Medicare prescription drug benefit would seriously damage the pharmaceutical industry’s profitability.  Merrill Lynch’s analysis concludes that the toughest proposal on the table in Washington (H.R. 664/S. 731), which provides a 40% discount on drug costs for all 39 million Medicare beneficiaries, would cut just 3.3% from total pharmaceutical industry revenues because volume increases would offset much of the lost revenue due to the lower prices.

Change in 1998 Sales and Profits of Top 10 Drug Companies Under HR 664


1998 sales
1998 sales
1998 profits
1998 profits

($ millions)
Actual
HR 664
Actual
HR 664

Merck
$26,898
$26,002
$5,248
$5,073

Johnson & Johnson
  23,657
  22,869
  3,059
  2,957

Bristol-Myers Squibb
  18,284
  17,675
  3,636
  3,515

Pfizer
  13,544
  13,093
  3,351
  3,239

American Home Products
  13,463
  13,014
  2,474
  2,392

Abbott
  12,478
  12,062
  2,333
  2,256

Warner-Lambert
  10,214
    9,874
  1,254
  1,212 

Eli Lilly
    9,237
    8,929
  2,098
  2,028

Schering-Plough
    8,077
    7,808
  1,756
  1,698

Pharmacia & Upjohn
    6,758
    6,533
     691
     668

According to the Merrill Lynch report on 6/23/99 entitled, “Pharmaceuticals—A Medicare Drug Benefit: May not be so Bad,”

· “Volume increase could overwhelm negative pricing impact.”

· “On a worst case basis we believe the top-line impact could be negative 6% if all Medicare recipients had access to drugs at a 40% discount to the manufacturer’s price.  On a best case scenario the sales impact could be slightly positive.

· “Some companies are better positioned than others to weather this storm.  In particular, Pharmacia & Upjohn has a very low level of domestic business exposure (26%) when compared to other U.S. major capitalization pharmaceutical companies.  Lilly has the highest domestic business exposure (60%).

· “Price reductions for all Medicare beneficiaries to Federal Supply Schedule (FSS):  In this scenario we assume that Medicare recipients get a 40% discount from the manufacturers price (approximately the same price that the Veterans Association would pay).  Therefore, Medicare beneficiaries without coverage would see a 40% reduction in price.  The two-thirds that have coverage would see a 25% reduction, assuming that their coverage is providing them with a 15% discount currently.”

· “It is our belief that when you either cut drug prices, provide a prescription benefit, or both, then volumes will go up with increased utilization.  This could potentially make what is perceived to be a negative situation a positive or less negative one.”  Thus, “for the one-third without coverage, we have assumed a 45% increase in volume.  We estimated that the two-thirds with coverage would see a 10% increase in volume as a result of the lower price.”  The estimated effect on total sales would be only negative 3.2%.

2.  INCREASING USE

According to the California Health Policy Roundtable held September 2000, "Efforts within the industry to control pharmaceutical costs and utilization are well underway.  One major structural evolution has been the growth of pharmacy benefit managers (PBMs), which utilize such techniques as pharmacy networks, negotiated discounts and rebates, lists of preferred drugs, and utilization review.  Health plans have adopted other cost-management techniques including increasing enrollee copayments for brand name drugs, using a tiered copayment system, encouraging generic and therapeutic substitution, and establishing formularies, which are lists of drugs identified as the preferred treatment for specific diseases.  Health plans have also undertaken efforts directed toward altering physician behavior, including educating them about therapeutic alternatives, altering their prescribing choices, and creating financial incentives to make physicians price sensitive in their decisions."

According to the Kaiser Family Foundation, the utilization of prescription drugs has increased 37% from 1992 to 1998.  Part of the reason is that there are more effective and safer medications. But the other part is that the industry spends billions of dollars for "promotion" to stimulate sales of pills.  

In 1998, $8.3 billion was spent on promotion:

· $5.7 billion was spent "detailing" physicians, 

· $1.3 billion was spent on "educational meetings," and 

· $1.3 billion was spent on direct to consumer (DTC) advertising.  And this year, over $2 billion will be spent on DTC advertising.

In 1997, the Federal Drug Administration loosed the limits on Direct-to-Consumer (DTC) advertising of pharmaceuticals, and began to allow broadcast DTC advertisements to mention a prescription medication by name without disclosing all of that medication’s risks.

Since pharmaceutical companies have been authorized to advertise their products to the public in this manner, consumer demand for medications has increased, resulting in a corresponding increase in the cost of prescriptions and health care delivery.  The cost of prescription medications is one of the major factors contributing to the financial insolvency of medical groups, independent practice associations, and HMOs.

Advertisements disseminated to the public are not required in order for pharmaceutical companies to sell their products.  Advertisements of pharmaceutical products may cause consumers to demand that their physician prescribe a product that is either unnecessary or detrimental to their health or, if the physician declines to issue a prescription, may cause consumers to turn to other sources, including the Internet, to obtain the product.  

Matthew Hollon, MD published a review article in JAMA (1/27/99) entitled “Direct-to-Consumer Marketing of Prescription Drugs.”  He points out that in the early 1980’s, the pharmaceutical industry began marketing prescription drugs directly to patients.  The FDA imposed a moratorium from 1983 to 1985.  “Proponents hypothesize that DTC marketing, by providing educational information, is valuable, notifying consumers of new therapies and motivating them to seek care.  However, the pharmaceutical industry, driven in part by financial motives, is providing information of suspect quality and thus minimal benefit.  Reckoning the costs, economic and otherwise, the public health value of DTC marketing is negligible.  Moreover, the effects of DTC marketing are undesirable.  Most important, by creating consumer demand, DTC marketing undermines the protection that is a result of requiring a physician to certify a patient’s need for a prescription drug.  For the benefit of patients, physicians, and the public’s health, the FDA should consider stricter—not more permissive—regulations.” 

Dr. Hollon stated that advertising nicotine patches DTC turned patches into an $800 million category, that aggressive marketing of Claritin captured 56% of the $1.8 billion antihistamine market, and that DTC advertising rocketed from $13.1 million in 1989 to more than $900 million in 1997 (double the $438 million spent on advertising in medical journals).

Dr. Hollon stated that “costs can include an increase in expenditures, improper use of drugs, and harm from adverse events.  Unlike many other products, the use of prescription drugs can have serious consequences.  The improper use of antibiotics in humans is one of the major factors accelerating antimicrobial resistance.”  He admits “drugs reduce expenditures by preventing complications from diseases.  However, expenditures may increase when disease complications are rare or nonexistent, or when choices of drug therapy are available.”

In 1992, Dr. M. Wilkes published an article in the Annals of Internal Medicine, which evaluated 109 pharmaceutical advertisements and found that 57% of these advertisements had little or no educational value.  In 1996, Consumer Reports felt that information from marketing had little educational benefit and, in general, its quality was poor, and that less than half were candid about efficacy.  Consumer Reports concluded, “the rules governing prescription drug advertising should not be loosened,” and that “(advertisements) are not public service messages—they’re meant to move goods.”

IMS Health website noted on 9/15/98, that “physicians reported an increase in brand name requests 30% higher than the figure recorded in mid-1997.  Allergists top the list of physicians noting an increase in brand name requests, with 97% citing manufacturers’ DTC ads,…dermatologists at 82%, cardiologists at 78%, family practitioners at 77% and OB/Gyns at 76%.  Among those brands being requested, the allergy market still receives the most mention, with Claritin, Allegra, and Zyrtec ranking in at numbers one, three and four, respectively.”  Viagra is number two.

IMS Health website reported on 12/7/98 that 80% of managed care respondents agree that DTC advertising creates a personal conflict for physicians, who must balance the desire to satisfy a patient’s request versus satisfying the formulary guidelines set forth by managed care.  IMS Health website report on 4/21/99 noted that pharmaceutical spending directed toward physicians and consumers in the U.S. exceeded $5.8 billion in 1998, up 19% over 1997.  Of that, $1.32 billion was spent on DTC advertising, up 23% over 1997.  The top spending DTC brands in 1998 were:

1. Claritin
$185 million
+171%  (vs. 1997)

2. Propecia
$ 92 million
n/a

3. Zyrtec
            $ 75 million
+39%

4. Zyban
 
$ 64 million
+69%

5. Pravachol 
$ 59 million
-23%

6. Allegra

$ 52 million
-18%

7. Prilosec
$ 49 million
+19%

8. Zocor

$ 44 million
- 3%

9. Evista

$ 42 million
n/a

10. Prozac

$ 41 million
+82%

According to the IMS Health Drug Monitor report, for the 12 month period ending 12/99, the global retail sales rose 10% at $207.5 billion.  This was driven by strong U.S. sales up 16% at $86 billion.  Canadian sales grew 12% at $4 billion, European sales grew 7% at $54 billion, and Japanese sales grew 7% at $47 billion.  The therapeutic classes of global sales were: 

· Cardiovascular
$40 billion

· Alimentary

$32 billion

· CNS

            $31 billion

· Anti-infectives   
$21 billion

· Respiratory

$19 billion
Total

$143 billion

On 11/10/99, USA Today reported that “the U.S. is the only industrialized nation that permits prescription drugs to be advertised directly to consumers through television commercials and print ads,” and that “the industry will spend $1.8 billion this year on advertising.  Most of the ads will pitch relatively expensive remedies for common conditions such as heartburn and allergies.  The payoff:  An estimated 55 million people talked with doctors last year about prescription medicines they saw advertised, and doctors wrote prescriptions 84% of the time they were asked, according to a Prevention magazine study.  The 10 most heavily advertised drugs have been responsible for 22% of the increase in total prescription drug spending since 1993, according to the National Institute for Health Care Management.”

On 1/19/00, USA Today reported:  “Furthermore, costly drug advertising recently has exploded onto the nation’s television screens, peddling everything from Rogaine to Viagra.  While treating conditions such as baldness and male impotence certainly has some value, it’s hard to argue that the huge marketing campaigns devoted to these products are critical to the nation’s health.”

3.  INCREASING NEW TYPES OF THERAPIES

Research and Development:

On 1/19/00, USA Today reported:  “Recent studies even have raised questions about the inherent value of the industry’s vaunted research efforts.  A study published last year in The New England Journal of Medicine, for example, showed a possible bias in the research sponsored by pharmaceutical companies.  It showed that researchers with financial ties to drug companies were far more likely than independent researchers to publish favorable positions regarding a class of cardiovascular drugs.  Whereas 96% of researchers who supported the drugs were associated with the industry, only 37% of researchers with critical views had any industry affiliation.  Studies such as this have caused some scientists to question the objectivity of clinical trials sponsored by the pharmaceutical industry.  The questions take on added significance at a time when the industry is using its investment in research as a rationale for charging high drug prices.”

According to the NIH, the private sector funds only about 52 percent of all health care research, the federal government funds about 38 percent, and remaining 10 percent is funded by other government agencies and by non profit institutions, such as foundations.

The NIH reported:   

1996 Worldwide Pharmaceutical R&D Spending 

               Country or Region      Pharmaceutical R&D  Percent of Total 

                United States             $13.6 billion                 39.9%

            Western Europe             $14.4 billion                 42.2%

                             Japan              $ 6.1 billion                 17.9%
                              Total             $34.1 billion               100.0%

On April 23, 2000, the New York Times published a story entitled "Drug makers reap profits on tax-based research," and reported how the drug Xalatan, which are eye-drops used to treat glaucoma, was developed at the NIH with $4 million taxpayer dollars.    Although, the drug company Pharmacia Corporation had $507 million in sales last year for Xalatan, the taxpayers have reaped no financial return on their investment.

SUMMARY

Prescription medications cost too much.  There are obvious targets to reduce the costs.  According to the Kaiser Family Foundation, for every $1 spent on a single pill:

· 39 cents pays for the actual cost of the pill

· 25 cents is spent on promotion

· 25 cents is spent on profits

· 11 cents is spent on research and development

But seniors need help now as HMO prescription benefits are being decreased.  Other states have passed legislation to help seniors.  The types of legislation being used or considered (see "Prescription Drug Discount, Rebate, Price Control and Bulk Purchasing Legislation."  National Conference of State Legislatures) can be categorized as follows:

· Discounted price (SB 393 in California)

· State bulk purchasing

· State subsidy

This hearing will explore what needs to be done from the perspective of patients, providers, HMOs, pharmaceutical companies and public agencies.
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