DEELSA/ELSA/WD(2000)1

TABLE OF CONTENTS

SUMMARY ..o e s s e sb e e sr e e e b e Rt e b s 4
INTRODUCTION PRIVATE SUPPLY AND THE MULTIPLE GOALS OF PUBLIC INTERVENTION 9

1. EXPENDITURE PATTERNS: THE COMBINED EFFECTS OF INCOME LEVELS AND

~ INSTITUTIONAL SETTINGS ..ottt et e 11
1.1 A small but significant share of GDP.................. erereertree et aeees eeteere st rareraseenes e 11
1.2 Consumption levels depend on income but also on institutional characteristics ........ erereerreneeenens 12
13 A 51gmﬁcant share of total health expenditure........... ete e ree e ene e ne s e e e e R BRI 13
1.4 A rapid increase of expendlture in recent years, with an impact on public ﬁnances which led to
fiscal consolidation ......... eeseteeeestererresteseiseeteaetaese e et b s be e SR E RS e R S SRS SRS Re R SR e e RS e b et s se Rt e R e ren R e benersenees .14

2. THE MAIN FEATURES OF PHARMACEUTICAL ACTIVITY ..oineerrceneeetreeesvsssencisesesesennensiones 15
2.1  The role of co-payments and phys1c1an prescnptlon behaviour on the demand 51de ................. . 15
2.1.1 Co-payments and drug demand price elastiCity ........ccoceveriiioininiiinisinere e 15
2.1.2  Physician prescription behaviour.........coeoeiiveiiiininineeeeeec e veeteetee et ras 16
2.2  RD and marketing strategies driving supply fOrces .........ooomvoeememiiieriiee e 17
2.2.1" -The contribution and the costs of R&D..........ocouevenremvcrmnsens eeeeereesesennenas eeenteraeneenens e 1T
222  Changing ProdUCHON COSES -.....u..rmeuserermmemssesiasissssssnessssssesssssssiesssssasssssssassssasssssssssssssessases 19
2.3 An overview of the sector’s main characteristics in OECD COUNTIES ......oovveiiiniiiineeenerensneennes 20
2.3.1 Distribution of production and its evOlation. ...........c.cocreeinrienniinneees reverereneeeraensiesnes 20
2.3.2 International competitiveness may also be linked to regulatory policies ............cccocovoeurunee . 20
2.4  Some key features of recent developments in OECD pharmaceutical markets .......c......coveevirinnn. 21
2.4.1 The introduction of generic drugs..........ccccoeeueuruenne RSO SOV OV USRI 21
2.42 The changing structure of the distribution SYSIEM.........cviiiiiiiiininic e 23
2.4.3 Corporate reaction: strategies towards more concentration and vertical integration................ 24
244 The European Dimension and the role of European Integratlon .............................................. 26
3. THE EVOLVING ROLE OF PUBLIC POLICY .....oovevvurieniemeeeesesssesessesssesesssssssassssasssssesssssessssssssssssenes 27
31 The regulation of demand ............oceiuiieimeinrnieen e YRS 27
3.1.1 Defining the market: listing systems and FOrMUIATIES ..oeeveeeereeecee e revr e 27
3.1.2 Influencing the demand of PAtIENS......coveverreererinenmniiiiiii e e 28
3.1.3 Policies and guidelines to influence the prescribing behaviour ...........oovceviviiinininnnicnnnn, .31
3.2  The regulation of supply: price fixing and profit CONrol........ocoevmiiimmriiniri e, 33
3.2.1  Product Price fIXINE .......cccsermurmmsrerissesserssssesessses e bbb et s 33
3.2.2  Profit CONTOLS ....ceceevrrirvenerreseceteseerasserisesetsasssesessessesnersrsnnsssssestasaneneanes ereeeeeresaerestereassnaraas 38
3.3  Public strategies for fiscal cONSOHAAtION.........ccvvvueeemiercieicc e, reererereareenres 38
3.4 The search for social and economic efficiency: towards an information-based and outcome-
OTIENLEA SETALERY .v.cevveveresessersenessrsesssssrsnssssssss st b s eSS 40
3.4.1 Reinventing the buyers while protecting patients................cccevueuuces eetereeeetere s eaetetn et ea st ees 40
3.4.2 Rationalising payments under reference pncmg ................... O 41
' 343 Fostering the uSe Of ZENETIC ATUES .....vuurvvvvusirrieserrsesiisreriese e sesssssss s ssssssssasssoneses 42
3.4.4 Sharing the costs of RD and promotmg future innovation ......... bt raenens ernveeeeneenaaes 42
345 The contributions and limits of managed care Strategies.........cceeemereierieriretrieienteeneeeeseneees 44
3.4.6 Improving the cost-effectiveness of prescription and educating patients...........ccocoeeereerrneenenens 44
CONCLUSION.......cccvenens ereeassessis et aernsenes SRR et tetreenens ... 49



DEELSA/ELSA/WD(2000)1
CREFERENCES .....ooooeiitiitetteeeeestesestesesteesass et st et s et emearasesesssesestsb s e b e e e R s s et et e s b e b s e b e b e s s E s s b s b e b e s s s n st 51
ANNEX TABLES ....oottiiiisterteteetisess e aae et sseseee st assseresessostssasssssassasssss et st st sasssesssasassosesestossionstssssasninnss .63
Table 1. Total and public expenditure on pharmaceuticals good as a percentage of gross domestic
product (GDP)! oottt ettt R bR 63
Table 2. Total expenditure on pharmaceutical goods as a percentage of total health'expenditure’ ......... 64
Table 3. Total and public expenditure on pharmaceutical goods per CAPILA' w.oeoeeoercteeeeeeeeeee e 65
Table 4. Non-prescnptron drugs, and over the counter drugs (OTC), 1996 ..o 66 .
Table 5. Trends in pharmaceutlcal production, 1970-1995, (million US $, current exchange rates,
CONSLANE 1995 AOTIATS). ..oveviveeeeeceeeireti ettt et se ettt ra e s et e b et e s s n s s s en e 67
Table 6. Exports, imports and trade on ‘pharmaceutical £00dS ..ccceirviiiiinine eereebeenrere st teste et e eaeenea 68
“Table 7. Market share and average retail prescription price, by type of drug, 1994 SRR SUUUURUROPEO 69
Table 8. 'Listing of drugs eligible for public insurance reimburSement ............o.lvireueresuessiseseeseesesenenns 70
Table 9. Drugs i ROSPILALS .......cccciiiecririiinieseiiirinere e et 71
Table 10. Co-payments and Patient Cost-Sharmg Policies in OECD Countnes .................................... .72
Table 11. Guidelines fOr PreSCriPtion........cccvcviiiiieiierieiese et e semrs s rneereenes 75
Table 12. Fixed budgets, direct limitations of volume and expendlture BSOSO SRR PRUORO e 76
Table 13. PriCe CONMTOIS ......covvuerererreemeeneslunereresenseneseemsessessssssasassessnsssssasesssses eeeereereerranas everereneaenees 77
Table 14, PLOTIt CONMIOIS. .........ecivvcereeeiseeeceeseeessesesaessessessesssssssesssesssssessessensersessssssssnsbonisnrmsssasssssasasscssens 78
Table 15. Price freezes and cut measures in selected COUNLTIES .........ccerueiiimiiirnenirensnesnrsesseseseisssisssans 79
Table 16. Average price differences for vanous types of purchasers in the pharmaceutxcal market....... 80.
‘Table 17. Reference pricing................. eeeeeeee e s aerenas ettt et n e ren e anenaend SIS 1 |
Table 18. Prescription of ZENerics.........c..corweeereeeeeees et ettt et ie e asa et tasr s an st enen e 82
Table 19. Share of US HMOs with cl0sed fOIMUIAMES.............e.eerrueemersessseressesseeseceessssssssssssnsssssssssness 83
Table 20. Reduction in the volume of wasted drugs ..........coceveueeeccnnniivsiivnnnnnns eesasdorssannieensasseess 84
Chart 1. Total expenditure on pharmaceutical goods as a share of GDP.........c.ccoviiiiiiiiniinnnene 85
Chart 2. Total expenditure on pharmaceutical 200ds PET CaPIta ........cceverrversurerieeesinier s .85 -
Chart 3. Public expenditure on pharmaceutical 800GS PET CAPILA ....oovevvnciririntnnsninsssissss s 86
Chart 4. Link between total expenditure on pharmaceutical goods per capita and GDP per capita at
CUITENT EXCHANEE TALES, ... eeeereercrrraneieieereaeerrert et ste s e e e esessaesbesaeesesbbraoba e s e s s e sbess e e st et esarras e ssb e R E et et s ssue s 87
Chart 5. Link between total expendlture on pharmaceutical goods per capita and GDP per capita at
PUIChasINg POWET PATILIES .....c.o.iuruiviriieriiniiiincc ittt s et s s s sn et s s s e sttt sr st 88
Chart 6. Total expenditure on pharmaceutical goods as a percentage of total expenditure on health ..... 89

Chart 7. Public expenditure on pharmaceutical goods as a percentage of public expenditure on health. 89
* Chart 8. Public expenditure on pharmaceutical goods versus total expenditure on pharmaceutical goods

as of public and total health expenditures, 1996 S e ekieeeeresteeeeesaateestesestesensebeesasaeseeasbeseateseeanennbaarry 90
Chart 9. R & D expenditures and effective patent life of NMEs in the United States, 1963 89...oeeee 90
Chart 10. The changing structure of company costs in the pharmaceutical industry, 1973- 1 S 91
Chart 11. Pharmaceutical production in 1995 ........ccoociriieieeneenerenrcinsineesisinssnessenes terreeeeaennes 92
Chart 12. Net pharmaceutical trade balance, OECD COUNLTIES ........ccoceerrveeimrncieneneneerimincssneniseeenes 92
Chart 13. Exports, imports and trade over domestic market, 199........ oeeeereesaneeseasessessens et et esaeeetanaens 93
Chart 14. Share of Multinational Drug Company Sales Outside Home Market..........cccocerineecriiniinnennn 94
Chart 15. Public pharmaceuticals expenditure within total pharmaceutical expendltures ....................... 94
Chart 16. Share of GDP and public coverage for pharmaceutical consumption, 1996 ............................. 95
Chart 17. Relative Price trends for pharmaceuticals ............ccoviimiiviriniiinenniiniseesssanissesnsees 96
Chart 18. Trends in the measured growth rate of total and of public expenditures on pharmaceutlcal
goods for selected countries, 1980-1996.........our i . 97

Figure 1. How PBM s fit into the payment system for prescription drugs............. ererererseereseetensasbenenent 98



