Drug Pricing Reform:
The Costs of Inaction
July 28, 2021
Thank you for joining us! The webinar will begin shortly.

Agenda
Welcome
• Shawn Martin, Executive Vice President and Chief Executive Officer, AAFP & Interim CEO, NCHC
Opening Keynote Remarks
• Congressman Peter Welch (D-VT)
Public Opinions on Prescription Drug Prices
• Amy Herr, Director of Health Policy, West Health Policy Center
Emerging Research: Industry Best Practices Can Achieve Revenue Change And Innovation
• Dr. Fred Ledley, Professor, Bentley University
The Employer and Consumer Perspective
• Shawn Gremminger, Director of Health Policy, PBGH
Closing Keynote Remarks
• Congresswoman Elissa Slotkin (D-MI)
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Our Approach
Combining applied medical research, advocacy, policy analysis and outcomes-based philanthropy
to improve care, lower costs and enhance the aging experience.

SOLVING BIG CHALLENGES
WITH OUTCOMES-BASED
PHILANTHROPY

TURNING RESEARCH AND
EVIDENCE INTO ACTION

CONNECTING PRACTICE TO
POLICY

To date, the Foundation has awarded over
615 grants totaling more than $231 million to
support aging, healthcare and social service
initiatives.

The West Health Institute conducts applied
medical research on models of care for
seniors across a range of settings including
hospitals, community-based organizations,
and their own homes.

The West Health Policy Center researches
and analyzes policy solutions that slow
rising healthcare costs and improve access
to high-quality care.
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Americans cannot afford healthcare and prescription drugs

46 million
(18%)

Of U.S. Adults did not
seek treatment due to
the cost of care in the
last 12 months.

23 million
(9%)

Of U.S. Adults were
unable to pay for a
prescription drug in
the last year because
they didn’t have money
to pay for it.
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25 million
(10%)

Of U.S. Adults skipped
a pill in the last 12
months to save
medication in order to
save money.

34 million
(13%)

Of U.S. Adults have a
friend or family member
who died sometime in
the last five years after
not receiving medical
treatment because they
were unable to pay for it.
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It is no surprise that Americans want the government
involved with lowering cost…

82%
Of U.S. Adults think that
the government is not
doing enough to ensure
that prescription drugs
are affordable.

77%
Of U.S. Adults agree
that we should allow
the government to
set limits on drug
price increases.
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81%
Of U.S. Adults believe
that government needs
to play a major role in
negotiating
prescription drug
prices for Medicare in
order to control cost.

71%
Of U.S. Adults believe
that government needs
to play a major to
moderate role in
ensuring all Americans
have access to
healthcare coverage.
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Prescription Drug Pricing Needs Major Reform
LARGE MAJORITY OF AMERICANS BELIEVE DRUG PRICING NEEDS MAJOR REFORM
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Prescription drug pricing is a top issue for voters
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•

Overwhelming majority of
voters in key states –
Democrats, independents,
Republicans alike – see high
drug prices a problem and
“support requiring drug
companies to negotiate with
Medicare for lower prescription
drug prices for all Americans.”

•

In the same poll, voters were
unmoved by the industry’s
claim that lower prices would
hamper the development of
new drugs.
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Americans don’t believe negotiation will hurt innovation
FEW AMERICANS BELIEVE NEGOTIATING DRUG PRICES WILL HURT INNOVATION AND
COMPETITION; MOST WANT GOVERNMENT TO PLAY MAJOR ROLE IN CONTROLLING COSTS
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Across party, Americans support Medicare negotiation
MOST AMERICANS SUPPORT MEDICARE NEGOTIATING DRUG PRICES FOR ALL AMERICANS
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Will Reducing Drug Prices
Slow Innovation?
Fred Ledley, M.D. | July 28, 2021
Professor, Departments of Natural & Applied Science, Management; Director, Center for
Integration of Science and Industry, Bentley University
With funding from:

www.bentley.edu/sciindustry
@BentleyU, @SciIndustry, #BentleyUResearch

Will reducing drug prices slow innovation?
putting the question in context
There is evidence that it might…
• R&D spending decreased concurrent with Clinton Health Plan
• R&D spending increased with Medicare Part D
• CBO estimates decreasing numbers of new drugs from H.R.3
…but our analysis suggests any negative impact may be mitigated.
• Small pharmaceutical companies have an increasing role in new drug
development and are unlikely to reduce R&D spending
• Strategic (agile) management of cost reductions in large companies can
substantially impact development outcomes
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Will reducing pharmaceutical revenue reduce
spending on research & development?
Annual revenue is highly correlated
with R&D expense across the
biopharmaceutical industry
Our analysis:
• All public pharmaceutical and
biotechnology companies
• 1,379 companies, 2000-2018
• 10,035 years of financial data
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Small companies have an increasingly
important role in new drug development

Emerging Biopharmaceutical (EBP): <$500M revenue; <$200M R&D
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R&D expense is not related to revenue for
smaller, biopharmaceutical companies
R&D expense is proportional to
revenue only for large companies
•

•

Large pharmaceutical companies
Market capitalization >$7 billion
78 companies, 618 fiscal years
Small biopharmaceutical companies
Market capitalization <$7 billion
1,301 companies, 9,417 fiscal years
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Large and small biopharmaceutical companies
have fundamentally different financial models
Financial metrics of large (market cap >$7B) and small
(market cap <$7B) biopharmaceutical companies
Totals 2000-2018
# companies
Revenue
Sale of Common, Preferred Stock
Research & Development
Net Income (Loss)
Dividends
Purchase of Common, Preferred Stock

Large
Small
Companies Companies
78
1301
---------- ($, billions) ---------$11,385
$682
$212
$291
$1,738
$282
$1,859
-$262
$965
$15
$774
$19

Changes in revenue impact R&D differently
for companies of different size
Large companies further divided into
quartiles by market capitalization

• Largest companies in top (4th) quartile
• Association between revenue and R&D
tightest for highest three quartiles
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Changes in revenue impact R&D differently
for companies of different size
Company size
Small
Large
Q1
Q2
Q3
Q4

Change in R&D for
1% change in revenue
n/a
0.30%
0.86%
1.06%
0.95%

• Large companies: proportional changes in
revenue, R&D related to company size
• Small companies: no relationship between
change in revenue, R&D. No empirical
evidence for changes in investment
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Small biopharmaceutical companies sponsor
the majority of phased clinical trials
Percentage of clinical trials
Phase 1
Phase 2
Phase 3
59.8%
60.1%
56.7%
1.2%
2.1%
14.2%
22.7%

1.5%
3.0%
12.0%
23.4%

1.7%
3.2%
12.7%
25.7%

Small (MktCap <$7B)
Large (1st Quartile)

75%
% trials in ClinicalTrials.gov

Company
size
Small
Large
Q1
Q2
Q3
Q4

100%

Large (2nd Quartile)

Large (4th Quartile)
25%

0%

Data from ClinicalTrials.gov, 2010-2018
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Large (3rd Quartile)

50%

Phase 1

Phase 2

Phase 3

Model of pharmaceutical pipeline differentiates
contributions of large and small companies
Model assumptions

• 10% reduction in revenue*
• Published values for phase cost/drug and
phase transition success rates
• Proportion of trials performed by
large/small companies
• Differential reduction of R&D spending
based on company size
• Varied scenarios for allocation of cost
reductions across phases

Output: drug approvals at steady state
* Corresponds to 21% reduction in US drug prices
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Model of pharmaceutical pipeline differentiates
contributions of large and small companies
Model based on industry best-practices
• Agile management

Does not assume:
•
•
•
•

New research or development technology
New clinical trial design or regulatory paths
Increases in research efficiency
Changes in corporate practice or policy
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Model suggests large companies can mitigate any
negative impact of drug price reductions on innovation

% reduction:

4.3%
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8.6%

0%

Conclusions:
Strategic allocation of cost reductions by large pharmaceutical companies
can mitigate negative impact of revenue reductions from HR3 on innovation
• Three scenarios tested: 0%, 4.3% or 8.6% reduction in new drugs

Industry best practices are sufficiently robust to provide patients with
relief from high drug prices without slowing innovation
Policy does not need to make a false choice between reducing prices to
ensure affordability and the innovation required to develop new cures
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Thank you to the West Health Policy Center and
Sean Dickson for supporting this work.
Thank you also to Roger Du, Dr. Franklin Bright,
Dr. Sarah McCoy, Kevin Zhang, Juliana Harrison,
Dr. Michael Boss, Dr. Nancy Hsiung.

The Center for Integration of Science and Industry also receives research
support from the National Biomedical Research Foundation, Institute for
New Economic Thinking, and the National Pharmaceutical Council.
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www.bentley.edu/sciindustry
@BentleyU, @SciIndustry, #BentleyUResearch

Thank you

www.bentley.edu/sciindustry
@BentleyU, @SciIndustry, #BentleyUResearch

Thank you!
Please submit any questions
or comments to
contactus@nchc.org

