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Rx Reality Check: 2016 Update
Pharmaceutical Industry Driving US Health Care Costs

While breakthrough medications may offer tremendous clinical benefits for patients, prescription drug prices continue to rise across the
country and in the Commonwealth. Nationally, double-digit price increases for prescription drugs have taken place over the past several
years, including average increases of 12.6 percent in 20141 and 10 percent in 2015.2 In its 2015 Performance of the Massachusetts Health
Care System annual report, the Center for Health Information and Analysis found that pharmacy spending grew by roughly 13 percent in
2014. In 2015, the Center noted that prescription drug costs continued to play a significant role in health care spending, increasing by
10.1 percent and accounting for one-third of the overall growth in total health care expenditures. MAHP’s latest On Point examines current
pharmacy trends in the marketplace, efforts at the state and federal levels to contain costs, and outlines a series of steps policymakers should
consider for greater transparency of prescription drug prices.

Pricing Increases — More Than Just A Few “Bad Apples”

While the high cost of specialty drugs has garnered significant attention, prices have increased across all segments of the pharmaceutical
industry – specialty, brand-name and generics. Despite the suggestion that the drastic price increases for drugs that have been on the market for
decades represent the actions of a few bad apples, price hikes are pervasive.
According to the Wall Street Journal, over the past year, prices received by drug manufacturers rose second-most among the 20 largest
components in the Producer Price Index.3 Based on data from the Bureau of Labor Statistics, the chart below shows the largest price
increases and decreases for products and services from May 2015 to May 2016, noting that pharmaceutical prices have increased 9.8 percent
during that period.
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The following chart provides an overview of the substantial increases over the past five years in the prices charged for a variety of prescription drugs.
Some will argue that these prices do not reflect discounts that health plans and pharmacy benefit managers negotiate and that pharmaceutical
companies offer discounts off these prices. However, these prices are usually the starting point, and net prices in many cases continue to rise despite
these discounts.3 As the Massachusetts Attorney General’s examination on specialty drugs noted, “Even after accounting for all discounts and
rebates, growth in the health plans’ spending on prescription drugs has significantly outpaced overall health care spending growth.”4
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Increases in Specialty Drug Prices
Nationally, specialty drugs account for less than one (1) percent of all
private insurance prescriptions, but more than 30 percent of prescription
drug spending.4 The financial impact of these medications is projected
to reach 50 percent of drug spending by 20185 and will only increase as
more specialty pharmaceuticals gain approval from the Food and Drug
Administration (FDA). For example, according to the Pharmaceutical
Research and Manufacturers of America, 771 new drugs and vaccines
are in development by US companies, including: 98 being developed for
lung cancer; 87 for leukemia; 78 for lymphoma; 73 for breast cancer; 56
for skin cancer; and 48 for ovarian cancer. Despite the promise these new
drugs present, how pharmaceutical manufacturers establish the prices for
these and other drugs remains a mystery.
Increases in Brand-Name Drug Prices
The increase in prescription drug costs has not been restricted to
specialty drugs. In 2015, the average price of brand-name drugs
increased 16.2 percent and by more than 98 percent since 2011.
Further, one-third of branded products experienced price increases
greater than 20 percent in 2015, including for drugs that have been
on the market for decades.
• EpiPen. A lifesaving treatment for millions whose allergies can send
them into severe shock, including many schoolchildren who are
advised to keep an injector handy at all times, Mylan has raised the
cost of this allergy treatment by 548 percent since it began selling
the drug in late 2007.

* Reflects wholesale acquisition prices before volume-related rebates and other discounts. Prices are based on most commonly
prescribed dose. Source: Truven Health Analytics
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• Gleevec. When this breakthrough cancer medicine was first
launched in 2001, the list price was $26,400 a year. Since then,
similar drugs have come on the market, but the U.S. wholesale
list price for a year’s supply of Gleevec has soared to more than
$120,000, a 350 percent increase.

• Evzio. At the time that the FDA announced that it had approved the drug in April 2014, Kaléo Pharma charged $690 per kit for this
handheld auto-injector that is used for administering naloxone. In November 2015, the wholesale price rose to $900 and rose again in
February 2016 to $4,500.
• Humulin R U-500. The cost of this insulin injector jumped from $12.01 to $54.48 per milliliter between 2007 and 2014, a price
increase of more than 350 percent.
Increases in Generic Drug Prices
Significant price increases have also been occurring with generic drugs. Much of this is driven by the consolidation among generic
manufacturers, which has produced a much less competitive market. For example, a 30-gram tube of generic topical ointment used to
treat eczema and psoriasis cost roughly $8.00 in 2013. Today, the same 30-gram tube costs $180, a 2200 percent increase in just 3 years.
According to testimony submitted to the Health Policy Commission as part of its annual Health Care Cost Trends hearings, one health plan
noted that a common generic drug to treat congestive heart failure increased by nearly 820 percent, from $0.12 a tablet in 2013 to $0.98
a tablet. While these prices may seem modest, especially when compared with new specialty medications, it is important to remember that
generics account for a significant portion of prescription drug utilization.

The Myth That High Prices Are Needed To Fund Research & Development

Although high prices are often justified to support the cost of drug development, there is no evidence of an association between research
and development costs and prices. In fact, recent research indicates that important innovation that leads to new drug products is often
performed in academic institutions and supported by investment from public sources such as the National Institutes of Health.6 For
example, in examining the most transformative drugs of the past 25 years, researchers found that “more than half of the 26 products or
product classes identified had their origins in publicly funded research in such nonprofit centers.”7 In instances in which new drugs are not
funded through federal grants, biotech startups, funded by venture capital, “frequently take early-stage drug development research that may
have its origins in academic laboratories and continue it until the product and the company can be acquired by a large manufacturer.”6 This
was the case of Sovaldi, a drug that treats hepatitis C. Sovaldi was acquired by Gilead after the original research occurred in academic labs.
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Impact To The Commonwealth

Public programs have not been insulated from higher-than-expected drug costs. Between 2014, when Sovaldi came on the market, and
January 2016, the state’s Medicaid program, MassHealth, spent $318 million on hepatitis C drugs for its members. This unanticipated
cost threatened to put public health plans at severe financial risk. In response, the Attorney General’s office threatened possible legal action
for unethical pharmaceutical pricing using the state’s consumer protection laws, driving Gilead and Bristol-Myers Squibb to negotiate
supplemental rebate agreements with the state to provide hepatitis C drugs to MassHealth enrollees at a significantly lower cost.8

Public Perceptions On Prescription Drug Prices

Large majorities of Americans favor a wide range of policy changes to curb prescription drug costs, including transparency. A September
2016 survey9 by the Kaiser Family Foundation of 1,204 Americans found that more than three quarters (77 percent) of respondents
perceive drug costs as unreasonable, compared to 72 percent in August 2015, while one in five (21 percent) say they are reasonable.
Among policy ideas to address prescription drug costs, 86 percent of respondents support requiring drug companies to explain how
they set drug prices. Further, 78 percent support limiting the amount drug companies can charge for high-cost drugs for illnesses like
hepatitis or cancer.

Greater Transparency Is Needed

The current state of prescription drug pricing and the projections of continued increases in drug spending in the years ahead have
prompted a variety of proposals from both federal and state lawmakers. In 2016 alone, 13 state legislatures considered bills addressing
the rising costs of prescription medications. The aim of many of these efforts focused on greater transparency into the manner by which
drug companies set their prices. Likewise, recent efforts at the federal level have sought to require basic transparency for proposed
increases in pharmaceutical drug prices.
Making health care more affordable requires holding the entire system accountable. Health plans and providers have been accountable
to meeting the state’s cost benchmark, but increases in prescription drug prices will threaten the ability for the state to meet the cost
benchmark, and similar transparency is needed for pharmaceutical manufacturers. Among the approaches for greater transparency of
prescription drug prices that policymakers in Massachusetts should consider:
1.

Transparency of Prescription Drug Price Increases. Given the annual double-digit growth in the price of prescription drugs,
transparency around the reasons for these increases would benefit the public. The Health Policy Commission, in collaboration with
the Center for Health Information and Analysis, should identify a list of prescription drugs for which the state spends significant
health care dollars and the prices that have increased significantly over the past 12 months. Those manufacturers should be required
to provide an explanation for the increase, including disclosing the research, development, marketing and manufacturing costs, as
well as the profits, attributable to those drugs. Likewise, pharmaceutical companies that propose to raise their prices by 10 percent
or more should be required to provide notice to the Health Policy Commission 30 days before the new price is to take effect,
explaining the rationale for the increase, so that consumers, employers, providers, health plans and the state have notice before the
increase takes effect.

2.

Participation in the Commonwealth’s Annual Cost Trends Hearings. As part of its annual health care cost trends hearings,
pharmaceutical and biotech companies should be required to submit data to the Health Policy Commission and to be called as
witnesses to present testimony under oath. Requiring drug manufacturers to be part of the annual hearings would be an important
step to understanding the impact pharmaceutical pricing plays on the statewide cost benchmark, whether the costs associated with
these therapies offer value in comparison to other therapies and treatments, and if they are improving patient care.

3.

Promotion of Comparative Effectiveness in Examining Treatments & Technologies. Consumers have a right to know which
treatments and drug regimens work and which are less effective. Understanding the medical efficacy and cost of new treatments,
including prescription drugs, is essential so that patients can make the most informed decisions about their care. In the absence
of a national process for measuring both the cost and clinical effectiveness of new procedures and drugs, states can fill that void.
The Health Policy Commission or a collective of interested organizations should bring together stakeholders – clinicians, patients,
health plans, academics, pharmaceutical and device manufacturers – to evaluate the safety, effectiveness and cost of new therapies to
determine whether the added benefits of more expensive drug treatments are sufficient to warrant the additional costs, as well as to
determine appropriate standards of care so that best practices are followed in deciding when to use different therapies.

4.

Early Dissemination of New Drugs to Market. Currently, the FDA prohibits pharmaceutical manufacturers from sharing
information about drugs in development until they are approved. However, this restriction leaves little time for health plans,
employers and government payers to understand the potential cost of new medications or develop appropriate clinical criteria, as
was the case with Sovaldi. To provide more notice and give payers an opportunity to prepare in advance of new therapies being
brought to the marketplace, the FDA should permit pharmaceutical manufacturers to share clinical and pricing information with
health plans and other purchasers prior to a drug’s approval.
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