
0 
 

 

 

  

 
 
 
 

 
White Paper: A Critical Analysis of 
Rising Prescription Drug Costs in 

the United States and Its Impact on 
Affected Constituencies 

 

      

Brady Wargofchik 

The Stakeholder 

Organization 

Professor Jordi Comas 

11 May 2016 



 
 

Table of Contents 

Executive Summary……………………………………………………………………………………………………………………..1 

Intoduction………………………………………………………………………………………………………….....………………..2-3 

Factors Driving Price Increases of U.S. Pharmaceuticals 

 Revenue-Driven Business Models……………………………………………………………………………………..3 

 New Uses of Old Drugs/ Off Label Uses……………………………………………………………………….…4-5 

Patent Expiration………………………………………………………………………………………………………....5-6 

 Rising Generic Drug Prices………………………………………………………………………………….……...…7-9 

Rise of Specialty Pharmaceuticals……………………………………………………………………………...10-11 

Why U.S. Drug Prices are So Comparatively High (Cross National Analysis)…………………………....12-14  

Average Wholesale Price (AWP), Average Sales Price (ASP), and Average Manufacturer Price 

(AMP)………………………………………………………………………………………………………………………………….15-16 

Conclusions, Recommendation, and Policy Implications………………………………………………………...16-19 

Appendix A………………………………………………………………………………………………………………….……………20 

Appendix B………………………………………………………………………………………………………………………………..21 

References…………………………………………………………………………………………………………………..……….22-23 

 



1 
 

Executive Summary: 

This White Paper is intended for lawmakers, health insurance providers, pharmaceutical 

companies, and other constituencies throughout the pharmaceutical supply chain who are 

impacted by the consistent rise in drug costs throughout the United States. It provides a detailed 

and thorough analysis of this complex issue, identifying the major problems driving the price 

increases, providing a comparative analysis as to why the United States consistently pays much 

higher prices for drugs than other countries in the developed world, and analyzing the various 

methodologies and rationales behind the pricing of pharmaceuticals. This debate is quite 

contentious and involves a number of complex issues from the incessant focus on raising revenues 

seen by many important players within the pharmaceutical industry to new uses of old drugs and 

rising prices of both generic and specialty drugs. As many countries in Europe have government-

operated health systems with significantly more negotiating power than Medicare and Medicaid, 

drugs are much more affordable to residents of these countries. Additionally, many of those 

countries with more competitive pharmaceutical prices than the United States operate using a 

reference price system, in which drugs with similar effects are grouped into classes, each of which 

has a single price. In addition to reference pricing, other criteria by which drugs are priced include 

Quality Adjusted Life Year (QALY), as well as Average Sales Price (ASP), and Average Manufacturer 

Price (AMP). Various policy initiatives have been proposed to curb this increasingly important 

issue, including creating more competition within the industry, legally requiring drug companies to 

spend a certain percentage of revenues on research and development, as well as price controls and 

permitting importations of drugs from Canada and other countries. The following pages discuss 

each of these issues in detail and are accompanied by a number of figures and tables to supplement 

and visually display much of the presented information. 
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Introduction: 

The issue of drug pricing and the consistently increasing costs of prescription drugs is one of 

considerable contention and debate, particularly within the United States. While this problem has 

been debated for years, it is at the forefront of the 2016 presidential campaign and the mainstream 

media. Recently promulgated by the notorious price hikes to drugs committed by former Turing 

Pharmaceuticals CEO Martin Shkreli as well as other cases such as the criticism and scandal 

entangling Valeant Pharmaceuticals, the U.S. Congress is devoting more time, effort, and resources 

to address the complex issue of drug pricing currently facing the United States. Both Shkreli himself 

and Michael Pearson, outgoing CEO of Valeant, have recently testified before the United States 

Senate concerning this impassioned debate. While Shkreli refused to answer any questions—citing 

his Fifth Amendment rights—Pearson willingly addressed the committee and admitted that he was 

largely and personally responsible for the aggressive strategy and price increases that were critical 

to Valeant’s operations. While many large players in the pharmaceutical industry, pejoratively 

dubbed “Big Pharma,” have pursued somewhat similar strategies, these two companies stand out in 

that they saw consistent price increases, a reduction in research and development expenditures, 

and zero medical improvements or modifications to the drugs which received price increases 

(many of which were not developed internally, but rather inherited through acquisitions of other 

firms).  

Central to the subject matter is the apparent dichotomy that exists between drug innovation and 

drug affordability, such that patients and others are increasingly paying higher drug costs which the 

pharmaceutical industry justifies by the high costs of new pharmaceutical innovation, research, and 

development. Although it may undeniably be true that the creation of new drugs is quite expensive 

and that pharmaceutical companies provide many benefits to a variety of constituencies throughout 

the pharmaceutical supply chain, many patients whose very livelihood depends on these 

pharmaceuticals are becoming progressively less able to afford them. The intricacies of this drug 



3 
 

pricing dilemma are many, including the lobbying influence of pharmaceutical companies on U.S. 

lawmakers, lack of negotiating power by Medicare, increased prevalence of specialty drugs, as well 

as rising costs in generic drugs. This paper will provide a critical analysis of this fruitful issue, 

discussing the originations of the perceived problem, a summary of the prominent research 

concerning the topic, and ending with policy recommendations and implications for the plethora of 

stakeholder groups affected by drug pricing, from patients to insurance providers and businesses 

alike.  

Factors Driving Price Increases of U.S. Pharmaceuticals: 

Revenue-Driven Business Models: 

One of the primary factors that is driving the increase of prescription drug costs in the United States 

is the heavy focused on revenue-driven business models that are employed by many companies in 

the pharmaceutical industry. Of course, drug price increases that far exceed the level of inflation in 

the country drive up revenues, even at times when the demand for certain drugs is decreasing. A 

prominent example of this is the multiple sclerosis (MS) drug produced by Biogen Inc., Avonex, 

which has seen falling demand for the past ten years. Yet, although demand is decreasing, the 

revenue in the U.S. obtained from this drug by its manufacturer has more than doubled during this 

time. According to a Wall Street Journal analysis conducted on the top thirty selling drugs in the 

country, revenue growth has significantly outpaced the level of demand, defying theoretical 

principles of economics. From 2010 to 2014, the price increases of these top drugs averages a 

staggering 76%. Further analysis suggests that for the top twenty leading global pharmaceutical 
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companies, around 80% of growth in profit can be attributed to price increases, evidence to the fact 

that this is often the most important determinant of revenue growth and expansion within the 

industry. To refute excessive criticism that these astounding 

price hikes receive, players in the pharmaceutical industry, 

including Biogen, point to the fact that these expensive drugs 

actually lead to a lowering of overall health care costs by 

significantly reducing complications that life threatening 

diseases such as MS and others often create. A top executive 

sought to justify the price increases of Avonex, noting that 

“over the past two decades, which is the life of Avonex, we’ve 

done more than any other company to improve the treatment 

of multiple sclerosis…the reality is that revenues from 

therapies available today make this possible.” While this may 

seem legitimate, it is certainly not enough to satisfy both MS 

patients depending on Avonex as well as many business 

owners who are forced to bear the burden of these price 

increases by supplying health care plans to their employees, many of which cover the cost of 

prescriptions (Walker 2015, 1-3). 

New Uses of Old Drugs/ Off Label Uses: 

Two other important implications in considering the sharp increases in many U.S. prescription 

drugs relate to new uses of previously existing drugs as well as drugs that are being used for “off 

label” uses. One example of a drug that has seen a sharp price increase due to a new use or new 

method of distribution is Makena, a drug approved by the FDA in 2011 and engineered by K-V 

Pharmaceuticals to help prevent miscarriages in women who have a history with the issue. In years 

leading up to 2011, this drug had been “provided by compounding pharmacists at a cost of 

Figure 1: Rising drug prices compared to 

volume of prescriptions 
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approximately $15 per does, or $300 for an entire treatment course.” Once Makena—the identical 

drug previously compounded with individual pharmacists but now manufactured—reached the 

market, the original list price of the drug was $1500, which equates to about $30,000 for the holistic 

treatment cycle. Although the list price of the drug was later reduced amidst significant public 

outcry, the BlueCross BlueShield of Tennessee Health Institute points out that taxpayer funding was 

responsible for $21 million of the research and development expenditures used in the creation of 

Makena while the taxpayers who depend on this medicine receive no form of price reduction or 

rebate. To illustrate an example of a drug that has seen increased revenues due to “off label uses”—

a use that is not officially approved by the FDA—consider Avastin (bevacizumab) developed by 

Genentech and used to treat Wet Macular Degeneration (WMD), which debilitates the vision of the 

elderly. Avastin was not approved by the FDA to treat WMD and, thus, lacks significant coverage 

from Medicare and Medicaid. However, Genentech created a molecularly identical drug to Avastin 

by the name of Lucenis. Because the FDA approved Lucenis to treat WMD, Genentech priced the 

new drug at $2,000 a dose as opposed to $50 a dose for Avastin. Although Lucenis has been shown 

to lack greater effectiveness in treating the disease than its previous counterpart, it is covered by 

Medicare and Medicaid and yield hundreds of millions of dollars more revenue for Genentech. 

Clearly, this is an example of a pharmaceutical manufacturer exploiting loopholes in the 

pharmaceutical regulatory environment, to its own benefit and at the detriment of patients and 

taxpayers (Coulter 2011, 1-3). 

Patent Expiration: 

As pharmaceutical patent protection is by no means perpetual, many drug manufacturers raise the 

prices of drugs before patents are set to expire, which means that generics and other competing 

drugs will be commercialized in competition to the previously protected drug. Examples of this 

strategy are many and involve some of the most prominent players in the industry, including Pfizer 

and Johnson and Johnson. For example, Pfizer raised the price of its prominent drug Lipitor by 22% 
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in the year preceding the expiration of its patent while Johnson and Johnson hiked the price of 

Concerta by, coincidentally, the same amount as Lipitor before it came off patent as well. The main 

reason that this is a commonplace practice among pharmaceutical companies is because once a 

drug loses its patents, it typical loses around 80% of its market share to lower-priced generic drugs. 

To demonstrate the excess profits that these drug companies make by raising prices before patent 

expiration, assume that a certain manufacturer spends about 50% of the revenues earned from a 

drug on manufacturing and receives a 20% profit margin. Therefore, if a certain drug has revenues 

of $1 billion, it yields a profit of about $200 million. Now, when the company raises the price of this 

drug before the patent is set to expire (assume 20%) the revenue rises to $1.2 billion and, if the 

manufacturing costs remain constant, this creates a profit of $400 million, double that of the initial 

profit before the price of the drug was suddenly increased. It is important to note that these 

increases prior to patent expiration do not involve any medical improvements to the drugs or 

increases in their overall effectiveness, meaning that these price increases are motivated entirely by 

a search for express profit by the manufacturers, which can be decimating to many consumers 

(Coulter 2011, 4). 

 

 

 

Table 1: Profit generated before and after price increase prior to patent expiration 
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Rising Generic Drug Prices: 

Yet another motivating factor resulting in a rise in pharmaceutical prices within the U.S. is the 

increasing costs of generic drugs, which have been unprecedented in the last few years. The rising 

costs of generic drugs have a rippling effect throughout the entire pharmaceutical supply chain, 

ranging from decreases in reimbursements to pharmacies, higher health plans and co-pays paid by 

individual consumers, as well as doctors struggling with dissatisfied patients. In a recent survey 

conducted by Elsevier Clinical Solutions including respondents from a number of prominent 

stakeholder groups (health plans, pharmacies, healthcare providers, pharmaceutical companies, 

etc.) meant to determine the main determinants of rising generic drug costs, the number one 

reason listed for the price increases was consolidation of manufacturers in the industry followed by 

a shortage of necessary raw materials. Other factors included in the survey include FDA regulation 

as well as a decrease in the number of new generic drug products. Additionally, 91% of the 

respondents who took the survey claimed that they had been impacted by the rising costs of 

generic drugs—62% cited a negative effect while only 5% indicated an overall positive impact. Of 

the negatives impacts faced, the number one cited negative was the lack of reimbursements to 

cover costs for pharmacies. Additional negatives indicated by those who took the survey involve an 

increase in government regulation and scrutiny, lack of alternative drugs, patients failing to take 

medicines as prescribed due to high costs, and inaccurate price forecasts because of the volatility of 

generic drug pricing. Many consumers fail to understand why their generic drugs are seeing such 

price hikes as they were paying a significantly lower amount just a few years or even one year ago 

for the identical generic medication (Elsevier Clinical Solution 2015, 1-4). 
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In a 2012 White Paper written by MedImpact Healthcare Systems, the author notes that, “in the last 

12 to 15 months, the generic drug marketplace has begun to experience a paradigm shift to high 

usage and low availability. This shift has allowed generic manufacturers to initiate price increases 

seemingly at will.” Interestingly, at the time the paper was composed, generic medicines accounted 

for over 70% of all prescriptions within the United States, yet only 18% of total dollars spent on 

prescriptions. Furthermore, the generic drug industry was growing at a rate of 7.8%, which was 

above the current growth rate of the global pharmaceutical industry as a whole. These quite high 

increases in generic drugs are coupled with shortages of many pharmaceuticals, due in large part to 

tighter control—particularly with regards to ingredient testing—by the FDA in addition to a 

discontinuation of many lower profit margin generic drugs by a number of prominent 

manufacturers. Another interesting component which is fomenting change in the generic 

pharmaceutical marketplaces involves the notion of “authorized generics” (AG). These are drugs 

that are produced by brand-name drug companies, but are marketed and licensed as generics to a 

manufacturer of generic drugs. The use of AGs provide a considerable number of benefits for 

Figure 2: Causes of Rising Generic Drug Prices 

Figure 3: Percentage of Businesses Affected by Rising 

Generic Drug Prices 
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generic manufacturers including a circumvention of the FDA new drug approval process since the 

drug has already been approved from the brand name manufacturer. Yet, the use of AGs provides a 

mutually beneficial relationship, benefitting not only the generic manufacturer but also the brand 

name manufacturer in that it provides a consistent revenue stream for drugs whose patents have 

expired and it discourages legal challenges of drug patents as the potential existence of an AG could 

create a “price war” of sorts and, thus, generic manufacturers will not want to waste the time and 

money necessary for litigation. The existence of alternative generics adds another complexity to the 

pricing methods used in the generic marketplace. Collectively, price increases seen in the U.S. 

generic drug industry have resulted in a 2% overall decrease is discounts to generic drugs. The 

figure below illustrates the degree of price increases seen within the industry (Wild 2012, 1-5) 

 

 

 

 

 

 

 

 

 

 

Figure 4: Graph of recent generic price increases since 2010 and percentage of increase 
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Rise of Specialty Pharmaceuticals: 

Although there is no universal consensus about what a specialty pharmaceutical truly entails, the 

American Enterprise Institute defines this growing class as “drugs that are expensive; address life-

threatening diseases; may be 

complicated to produce, store, and 

administer; and often require 

elaborate patient monitoring.” 

Examples of specialty drugs are many 

and their rising growth and influence 

has frequently been the target of the 

most severe criticisms from 

lawmakers, health insurers, and other 

stakeholder groups in the 

pharmaceutical community. These 

drugs include Kalydeco, a drug 

manufactured by Vertex 

Pharmaceuticals to treat the 

debilitating disease cystic fibrosis and 

priced at a staggering $294,000 a 

year and Sovaldi, a hepatitis C drug 

made by Gilead and costing $85,000 for an entire treatment course (Stossel 2016, 1-3). A White 

Paper by MedImpact Health Services concerning the issue of specialty pharmaceuticals notes that 

these drugs account for more than 20% of total U.S. pharmaceutical spending. The same publication 

also explains that, “specialty drug costs continue to grow disproportionally compared to overall 

drug trend costs, with an estimated annual growth rate of 15 to 20 percent, approximately five 

Table 2: Conditions driving specialty drug spending 



11 
 

times that of traditional drugs.” The amount of drug price increases that is due to rising costs in 

specialty drugs is significant, as longer livelihoods and growing drug needs of specialty medications 

has contributed to their increased demand (Geary and Lane 2012, 1). Pharmaceutical companies 

reference the value that these breakthrough drugs provide to consumers in halting the spread or 

decreasing the negative impacts of many of the most crippling diseases seen in the United States, 

including cancer. These companies argue that such high prices are worth the value they are 

providing to patients and also that sales of such specialty drugs are necessary to fund increasing 

rounds of research on development to treat similar conditions. Additionally, a growing proportion 

of innovation and R&D expenditures are being devoted to specialty drug development, as these 

medications provide the most lucrative opportunities for pharmaceutical manufacturers while also 

helping to cure serious diseases and other enervating conditions. Again, this speaks to the 

seemingly unavoidable tradeoff that exists in the industry regarding drug prices and level of 

research and innovation (Coulter 2015, 5-6). 
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Why U.S. Drug Prices are So Comparatively High (Cross National Analysis): 

It is a well-known fact among those in the pharmaceutical community that the United States pays 

more—in many case, significantly more—for prescription drugs than does the rest of the developed 

world. Yet, at the same time, it is important to note that many of the most pioneering and 

innovative drug companies make the U.S. home. One prominent example of a country paying far less 

for such drugs is Norway, a country that is generally considered an expensive place to live but that 

operates using a state-run  and taxpayer-funded health care 

system. For example, one vial of Rituxan, a cancer drug, 

costs $1,527 in Norway, yet Medicare is paying $3,678 for 

the identical drug. The reasons for this price gap are many, 

including the mystery surrounding U.S. drug prices, layers 

of middlemen, confidential rebates, among other factors. A 

Wall Street Journal Analysis found that the U.S. saw higher 

prices for 93% of the top forty branded drugs than Norway. 

Similar results were found in comparison to Canada and 

England (98% more expensive in the U.S.), as well. A key 

difference lies in the fact that state-run health systems like 

Norway’s are able to negotiate prices and refuse to accept 

medicines on which they disagree with the high costs; in 

the U.S., Medicare is prohibited by law to negotiate pricing 

with drug manufacturers. The U.S. pharmaceutical industry disparages health systems such as those 

in Europe as hindering innovation and development as well as limiting the choice of drugs available 

to consumers. An executive at a pharmaceutical trade association notes that, “The U.S. has a 

competitive biopharmaceutical marketplace that works to control costs while encouraging the 

Figure 5: Comparison of drug prices in 

the U.S. compared to various other 

countries 
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development of new treatments and cures.” Another issue is that Europe prohibits consumer 

advertising of pharmaceuticals, which is a hefty cost that many U.S. companies must endure. 

Although many countries in the less developed world receive lower drug prices to treat rampant 

disease such as HIV and Hepatitis C, Norway’s drug buying negotiating power and ability to set 

maximum prices frequently yields drug costs that are considerably more affordable (Whalen 2015, 

1-5). 

In addition to these aforementioned differences between the U.S. drug pricing models and those of 

other developed countries, another critical component is that parts of Canada and much of Europe 

use a system known as “reference pricing.” This system is employed in British Columbia, Norway, 

Sweden, Spain, Italy and others and is said to keep costs low while still encouraging drug 

innovation. This pricing method words by grouping drugs with similar or identical therapeutic 

effects into classes. An insurer pays one single price for every drug in this class and if a drug 

company still chooses to set a price above the reference price for a specific class, the consumer is 

responsible for paying the difference out-of-pocket. This system forces drug companies to lower 

prices of drugs that have legitimate and equally effective substitutes. Reference prices can be 

determined in different ways; Italy sets the reference price for the cheapest drug in the class while 

other such as Germany determine the reference price by averaging all drugs in a class. The Wall 

Street Journal rightfully comments that referencing pricing does not hinder innovation, but rather 

encourages a “different form of it…The market still rewards the invention of a cutting-edge drug 

with novel therapeutic effects. Such a drug could be placed in a new class and therefore could be 

priced high.” At the same time, this systems rewards companies that produce lower cost drugs, as 

consumers are more likely to switch to the most affordable drug within a class. One example of how 

this system could benefit the U.S. is with drugs used to treat high cholesterol. One such drug is 

referred to as PCSK9 inhibitors and cost about $14,000 a year while other cholesterol drugs, such as 

generic statins are much cheaper. Although there is some legitimacy in the argument that PCSK9 
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might be somewhat more effective than statins in treating high cholesterol, grouping these two 

drugs with similar therapeutic effects would greatly lower the cost to consumers and allow them 

access to the best brand-name pharmaceuticals available. Other classes of drugs are must easier to 

group, such as ibuprofen with other similar anti-inflammatory medications such as naproxen and 

aspirin (Frakt 2015, 1-3). 

Various Pricing Methods: 

Quality Adjusted Life Year (QALY): 

There are a number of methods employed by pharmaceutical companies to determine prices of 

particular drugs. Many companies in the United States claim that they base the prices of drugs not 

on manufacturing costs, but rather on “the value it provides to the patients,” which obviously is 

very difficult to quantify. One method that is not used in the United States but it used in many 

countries with state run health systems, such as England and Norway, is determining drug prices 

based on “Quality Adjusted Life Year” (QALY). Essentially, this acronym corresponds to, “the 

amount of time patients live after receiving a treatment, and the quality of their heath. One year in 

perfect health equals one QALY.” Interestingly, the Affordable Care Act, which was intended to 

expand health care coverage across the country, legally prohibits Medicare or the government from 

using QALY as a means to determine drug prices and coverage. This is largely considered to be the 

result of excessive lobbying by the pharmaceutical industry prior to the passing of the act. In 

England, the National Health Service (NHS) sets limits on the amount that it will pay per QALY. 

Therefore, drug companies are more inclined to set prices that are consistent with what the NHS is 

willing to pay due to the risk of being denied coverage if prices are thought to be exorbitant. 

Opponents of this QALY pricing method argue that it is not right to quantify or put a value on the 

price of one’s life. One notable critique of this type of pricing method is evidenced by Biotechnology 

Industry Association, which notes the existence of “well-documented disadvantages of using QALYs 
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to assess the value of a therapy.” Yet, this pricing metric does seem somewhat useful in that the 

same medication can often be utilized to different degrees of effectiveness in treating multiple 

conditions and, thus, it would be priced cheaper for the condition in which it is less effective at 

reducing symptoms or extending length of life (Whalen 2015, 1-2). 

Average Wholesale Price (AWP), Average Sales Prices (ASP), and Average Manufacturer Price 

(AMP): 

In the past, prescription drugs in the United States have mainly been priced based on the notion of 

Average Wholesale Price (AWP), which refers to the average price at which drugs are purchased at 

the wholesale level. Recently however, the validity and efficacy of this method of drug pricing has 

been called in question. A publication by consulting firm Milliman concludes that, “the primary 

issue with AWP is that it is somewhat nebulous and does not really provide a true drug-by-drug 

average price across the three major wholesalers, McKesson Corp., AmerisourceBergen Corp., and 

Cardinal Health.” Furthermore, it is a very complex and difficult to understand calculation, which 

creates distrust in the pharmaceutical industry about how drug prices are truly derived. Two 

alternative drug pricing policies include Average Sales Price (ASP) and Average Manufacturer Price 

(AMP). First, ASP is defined as “the weighted average of nonfederal sales to wholesalers, including 

any incentives to the wholesaler or ultimately to the retailer.” The advantage that this method 

provides over AWP is that it reflects not what a wholesaler charges for drugs, but instead what they 

paid for them. It has been somewhat adopted for use in drug pricing by Medicare, yet ASP prices 

have only been calculated and utilized for a limited number of pharmaceuticals. Second, AWP—

which has been adopted by Medicaid as well—refers to “the manufacture list price of drugs sold to 

wholesalers for drugs distributed to retailers, excluding prompt pay discounts.” AMP provides 

advantages over ASP because it has been adopted and calculated for a much broader range of drugs. 

However, a main disadvantage of the AMP method (at least to the pharmaceutical industry) is that 

the price is very transparent to the consumer and may lead to extended amounts of litigation. 
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Although ASP and AMP appear relatively similar, “the difference lies in who is acquiring the drugs 

and whether or not future price concessions (similar to the rebate concept) are included.” Some 

statistics comparing AWP and AMP are shown below while figures suggest that AMP is on average 

25% less than AWP on branded pharmaceuticals as well as 65% lower for generics (Kopenski 2009, 

1-2). 

 

Conclusions, Recommendations, and Policy Implications:  

Thankfully for lawmakers, patients, and other stakeholder groups within the pharmaceutical supply 

chain, actions can be taken to reduce and combat the rising prices of pharmaceuticals—both 

branded and generic—within the United States. Certain characteristics ought to exist in 

implementing a drug pricing strategy that is universal. These include: consistent updates to 

increase the transparency of pricing for patients and others to accurately access the validity of a 

specific price, available and applicable to all drugs including both brand names and generics, and it 

must apply equally to commercial payers, Medicare, and Medicaid. It is important to note that the 

primary duty to regulate and control the prices of drugs in the United States falls not with the 

states, but rather the federal government and the FDA. Currently, FDA approvals of various drugs 

depends solely on the pharmacology of drugs in that they are effective in treating the specified 

condition for which they are intended; there is no sort of requirement on price or any other 

financial instrument, as seen in other countries across the developed world. An additional strategy 

Table 3: Comparison of various drug prices based on ASP and AWP methods 
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that could prove successful and beneficial in reducing the negative effects caused by the 

unnecessarily high costs of specialty drugs and generic drugs is to switch from AWP pricing to 

either ASP or AMP. Currently, some form of all of these pricing methods is used and this is 

detrimental in that it is not universal for all constituencies involved in the sale and pricing of 

pharmaceuticals and therefore creates unnecessary layers of complexity and confusion.  AWP 

remains the most consistently used and implemented strategy, yet it is the method that most 

frequently yields the highest prices as compared to alternative ASP and AMP strategies (Kopenski 

2009, 1-2). 

Additionally, the significantly lower costs of prescriptions drugs in countries such as Norway, 

England, and Canada that utilize reference pricing strategies shows that this method of price 

determination is effective in reducing costs. Reference pricing has also been shown not to hinder 

innovation in pharmaceutical companies, so this appears a legitimate means to satisfy all parties in 

the contentious issue of drug pricing facing this country today. Moreover, a methodological study 

conducted by the American Journal of Medical Care to review the possibility of integrating a 

reference pricing system in the U.S. concluded that, “unlike other cost-control mechanisms, 

reference pricing reduces expenditures without negatively affecting medication use or resource 

consumption. As such, reference pricing could be a useful policy for wider adoption in the United 

States.” Since many of the countries that do employ reference pricing are managed by state-run 

health systems, there would be challenges in integrating reference pricing in the U.S., but the 

benefits it provides make it a very legitimate tool to combat rising drug prices throughout the 

country (Lee et al. 2012, 8). Other proposals regarding reference pricing suggest that Medicare 

should not pay more for a newly developed drug unless it can be clinically shown to treat the 

intended condition better than similar and existing pharmaceuticals. Adaptations of the reference 

pricing model can also be used to alter the cost of a drug based on the specific condition that it used 

to treat. For example, Tarceva is a drug used to treat patients with both lung and pancreatic cancer; 
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yet, results seen from the treatment of these drug point to the fact that it is much more effective in 

prolonging the life of a lung cancer patient than one with pancreatic cancer. This idea is quite 

similar to the aforementioned QALY model, which, too could serve useful in reducing drug costs if 

implemented in a similar manner within the United States (Frakt 2015, 3-4). 

Both presidential candidates on the Democratic side—Bernie Sanders and Hillary Clinton—have 

made policy proposals to control the rising prices of drugs within the United States. Key provisions 

and similarities between these proposals include the ability to allow Medicare to negotiate drug 

prices when purchasing them form drug manufacturers and permitting the importation of drugs 

from Canada. Other key initiatives include increasing the transparency of drug companies’ 

operations by forcing them to disclose more information concerning research and development 

expenditures as well as setting a minimum requirement for the percentage of revenues that 

manufacturers spend on R&D (Sanger-Katz, 2015 1-2). It is paramount to create pricing strategies 

that are patient-centered and create economic incentives for all stakeholders within the supply 

chain. Although there is a prevalent emotional response to rising drug costs, it is also necessary to 

implement policies that are fair to pharmaceutical companies as well so that the development of 

new innovative therapies to further combat debilitating diseases is not lessened. Still, a key factor 

that needs to be addressed in order to reduce the costs of drugs in the Unites States is the lack of 

competition for many high-priced pharmaceuticals. Price controls have their weaknesses in 

discouraging innovation while importing drugs has the potential to lead to many fabricated and less 

effective drugs as well. Introducing more competition into the marketplace can be done by lowering 

the amount of restrictive regulations that are imposed by the government and the FDA to enter the 

marketplace and  increasing the use of generic drugs that are off-patent. Other policy ideas include 

introducing incentives for doctors to prescribe drugs that are less expensive, as they currently 

receive a percentage of the cost of the drugs they prescribe, which obviously makes physicians 

more inclined to recommend branded and higher-priced drugs to their patients. Furthermore, 
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permitting Medicare to purchase cheaper drugs and allowing the introduction of compounded 

drugs to compete against off-patent generics will provide patients and others with more cost-

effective methods of drug selection. Together, through these suggested policies and programs that 

are considerate to all stakeholders within the pharmaceutical industry, progress can be made 

towards lowering the exceedingly high drug prices currently seen in this country (Baum 2016, 1-4). 
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Appendix A 

 

 

 

 

 

 

 

 

Figure 6: Graphs comparing trends of drug prices, billing claims from doctors, and total Medicare 

payments to doctors 
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Appendix B 

 

 

 

 

  

Figure 7: Graphs showing various drugs in England, Norway, and Ontario as a percentage of U.S. prices 
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