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Healthcare Costs and Drug Pricing –
State of Play

• While the topic of drug pricing is hot, there are many views as 
to what, if anything, should be done  

• There are conflicting views as to the contributors to cost concerns 
and the costs and benefits of proposed solutions

• First, an overview:
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Healthcare spending continues to increase –
2011-2017
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Drug costs stable over time

4

CDC, Health, United States, 2015, “Table 94: National health expenditures, average annual percent change, 
and percent distribution, by type of expenditure: United States, selected years 1960-2014”



Manufacturer Rx receipts and retail pricing –
tracking inflation

• PhRMA reports innovative manufacturers’ receipts for branded 
products increased at a rate of 2.5% since 2015, tracking the rate 
of inflation

• 90% of all medicines dispensed in the US are generics. PhRMA 
reports that in 2019 the White House Counsel on Economic Advisors 
reported that the CPI for prescription drugs (prices paid at retail) 
is increasing slower than the rate of inflation. The CPI-Rx decreased 
by .7% from late 2018-2019.
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Kaiser Foundation study finds substantial drug 
prices increases

• Among the top 25 drugs by total Medicare Part D spending in 2017, 
all of which were brand-name drugs, 20 price increases ranged from 3 
times to more than 9 times the rate of inflation.

• Among the 96 drugs used by more than 1 million Part D enrollees in 
2017, roughly one-fifth (22 drugs) had list price increases above the 
rate of inflation (80% did not).

• Of the 22 most-commonly used drugs with price increases above 
inflation, 17 were generics (77%); half of the products had price 
increases that ranged from 6% to 32%–or 3 to 18 times the rate 
of inflation.
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What does the public think? Most find drugs 
affordable
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79%

74%

say the cost of prescription drugs is 
unreasonable…

…but among those currently 
taking prescription drugs…

say affording them is easy.

SOURCE: KFF Health Tracking Polls (February 14-24, 2019)



Pharmaceutical companies among top of 
public’s list of having too much influence in D.C.
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Percent who say that each of the following have too much influence in Washington:

SOURCE: KFF Health Tracking Poll (conducted March 8-13, 2018)
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80%

Americans cite other major contributors to prescription drugs, such as…

Cost of research and development (69%)
Profits made by PBMs, companies that manage prescription drug benefits (63%)

Cost of marketing and advertising (52%)

say profits made by Rx companies is a major factor 
contributing to price of prescription drugs.

SOURCE: KFF Health Tracking Poll (conducted February 14-24, 2019)



Most Americans favor several actions 
to lower drug costs
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SOURCE: KFF Health Tracking Polls (conducted February 14-24 and October 3-8, 2019)

88%

88%

88%

85%

81%

78%

76%

72%

63%

62%

57%

53%

25%

Requiring drug companies to include list prices in ads

Making it easier for generic drugs to come to market

Allowing the gov't to negotiate with drug companies to get a lower price for people with
Medicare (Oct. 2019)

Allowing the gov't to negotiate with drug companies to get a lower price on Rx drugs that
would apply to both Medicare and private insurance (Oct. 2019)

Placing an annual limit on out-of-pocket drug costs for people with Medicare (Oct. 2019)

Allowing Americans to buy drugs imported from Canada (Oct. 2019)

Allowing Medicare to place limits on how much drug companies can increase the price of
drugs based on annual inflation rates (Oct. 2019)

Increasing taxes on drug companies that refuse to negoitiate the price of Rx drugs with
the gov't (Oct 2019)

Increasing taxes on drug companies whose prices are too high

Lowering what Medicare pays based on amounts in other countries (Oct. 2019)

Ending the tax break given to drug companies for their advertising spending

Allowing Medicare plans to put more restrictions on use of certain drugs

Allowing Medicare drug plans to exclude more drugs



Large majority agree importing Canadian Rx 
drugs would make medicines more affordable
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68%

39%

33%

76%

35%

29%

Percent who agree… …allowing Americans 
to buy prescription 
drugs imported from 
Canada…

…allowing Americans to 
buy prescription drugs 
from online pharmacies 
based in Canada…

…will make medicines more affordable 
without sacrificing safety or quality

…will expose Americans to unsafe 
medicines from other countries

…will lead U.S. drug companies 
to do less research & development

SOURCE: KFF Health Tracking Poll (conducted April 17-23, 2017)



A Public Health Perspective 
Serving  Vulnerable Populations

• The Bright Health model:  for-profit health plan serving Medicare 
Advantage, dual eligible, D-SNP and IFP customers.  

• Revenues are tight, managing drug spend is critical

• Many PBMs not structured to deliver formulary consistent with 
population requirements or state-mandated EHB design (IPF plans)

• Requires Bright to have deep P&T Committee bench and UM program

• Prescription intervention – note prescription for branded product with 
known adherence issues, contact member suggesting therapeutic 
substitution
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A Public Health Perspective

• Drug pricing is a barrier to public health in many avenues, as HIV and 
Hepatitis C drugs, which are significantly more expensive in US than 
in other countries. While many believe that the US spends less on 
public health than other countries, data from the OECD indicates that 
the US spends the most on both pharmaceuticals and public 
health. Rational pricing of drugs for the common good must be 
explored. The argument that drugs must cost a lot to cover R&D is 
belayed by the amount the NIH continues to invest in basic research 
for treatment of common diseases, and number of “me-too” drugs 
found in new FDA approvals.
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Public Health Impacts

• Arguments that a new Rx is better than an old Rx are undermined by 
the fact that patients can’t afford prescription at the point of 
discharge, and are readmitted with worsening disease process due to 
not taking anything. The “best” medication is the one that the patient 
takes. Cost must be considered as a component of a guideline to 
“best” treatment.
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Private Sector Cost Solutions –
Civica RX and Bright Health Approach

• Civica RX- a well-founded non-profit manufacturing generic drugs

• Supported by a substantial network of hospital purchasers

• Reducing costs – sustainable, replicable

• Bright Health – hospital buying and 340B programs
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While drug price regulation is a hot topic, 
federal legislation in 2020 is unlikely

• The House Bill – HR 3 – unlikely to pass the Senate.  HHS negotiation 
rights – base 120% of price paid by reference countries.  Prices 
extended to government and commercial payors.  Benefit redesign 
for Part D, addressing donut hole problems.

• CBO – HR 3 results in 8-15 fewer new drugs in 10 years.

• The Grassley Bill – Part D benefit redesign – inflationary rebates 
imposed on manufacturers.

• May 22 – Must pass bill with Medicare extenders – what will happen?

• Lots of energy around reducing member responsibility payments.
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What is HHS/FDA doing?

• FDA’s proposed rule authorizing states and tribal entities to import 
certain drugs from Canada for resale in the US. Comments due March 
9, 2020. Many complexities regarding Canadian appetite to export 
and contractual barriers to exportation. Concerns about supply chain 
integrity.  

• HHS issued guidance concerning methods by which US Rx 
manufacturers could import their drugs manufactured and approved 
for sale outside the US applying for a new NDC number. With a new 
NDC number the manufacturer, theoretically, could offer the Rx for 
sale at a reduced WAC.
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Medicaid Innovations

• Changing role of PBMs  State Medicaid Agencies 
eliminating/restricting PBMs, including Ohio, West VA. 

– West VA  follows a direct purchase model and reports a $50 million 
reduction in Rx expenses and $120 million paid to local pharmacies in 
dispensing fees.

– Ohio  Ohio preparing a master PBM contract to give state officials 
more pricing transparency.

• Louisiana model
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Medicaid Innovations (cont’)

• Many states have passed (or are legislating) laws regulating Rx pricing 
and transparency, PBM contracting, etc.

– Maine

– New York

• Managed Care vs. Fee-For-Service

– Michigan, etc. 

• State contracting 
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States as Innovators

• Utah Public Employees – Pharmacy Tourism Program. Utah pays 
employees to travel to Mexico or Canada to import three-month 
supply of certain medicines for serious chronic conditions. 
Substantial savings.

• Governor Newsome announced an initiative where California would 
create an entity to purchase generic drugs directly from manufacturers 
(cutting out wholesalers, PBMs, etc.) and then California would sell 
these drugs directly to California insureds (i.e., Medi-cal, Medicare, and 
other government beneficiaries). Other states have expressed interest 
in similar programs.
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State as Innovators (cont’)

• Challenges to California’s three-year old statute requiring drug 
manufacturers to report, 60 days in advance, scheduled WAC 
increases, with reported explanations for price increases.
”Shame the manufacturer” strategy.
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A Deep Dive

• The perspectives set out below are taken from public statements 
made by the relevant trade association, industry player or service 
provider.

• The whitepapers and proposals supplied are designed to provide 
context and depth.
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The Pharma Perspective

• The US provides the most advanced healthcare and drug development 
in the world. Life expectancy for men and women has increased 
dramatically all over the world with the advent and greater availability 
of innovative medicines. Pricing is value-based to balance rewards for 
innovation with access and affordability.

• While US pharmaceutical prices are higher than other countries, almost 
50% of the money spent on brand medicines is kept by others: 
hospitals, PBMs, payors.

• Prices are growing at the slowest rate in decades, including list price 
reductions (Praulent®, Repatha® – cholesterol biologics).
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The PBM Perspective

• PBMs perform critical formulary management and medication 
adherence services that decrease drug costs and increase patient 
safety and medication adherence.

• PBMs use buying power to negotiate significant price concessions for 
public and private payors, holding down price increases.

• While PBMs are moving to greater price transparency, retaining 
incentive confidentiality increases PBM negotiating strength.

• Many PBMs now offer point-of-sale discount programs (applying 
rebates to the consumer’s out-of-pocket payment).
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The Payor Perspective

• Public and Private Payors look to reduce overall spend for both 
healthcare services and drug spend.  

• Cigna, Aetna and United each own a PBM. These PBMs collectively 
serve 75% of covered lives. Anthem and Humana also own PBMs.

• State Medicaid Plans are eliminating the PBM role or significantly 
renegotiating PBM contracts (usually to address spread pricing).  
Medicaid laws require PBM transparency, other payors do not have 
this leverage.
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CVSHealth
August 2018

Current and New Approaches to 
Making Drugs More Affordable
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Nearly half of every dollar spent on 
medicines goes to someone who 
doesn’t make them

PhRMA
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Holly Campbell
October 4, 2019

More evidence that medicine prices are 
growing at slowest rate in decades
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Importation of Prescription Drugs
December 23, 2019

FDA Proposed Rule
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Importation of Certain FDA-Approved Human 
Prescription Drugs, Including Biological Products, 
under Section 801(d)(1)(B) of the Federal Food, 
Drug, and Cosmetic Act
December 2019

Draft Guidance for Industry
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